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Today, management education in the 
global context is passing through a critical 
phase from infancy to maturity. The 
world of entrepreneurs in varied sectors 
is demanding high quality and promising 
professionals with the capability of 
ascertaining the business opportunities 
and challenges as to take advantage of a 
situation and overcome crisis.

 The Nepalese Management Review, 
a management and development journal, 
is serving to the academician and 
practitioners through its publication of 
research based articles, book reviews and 
contemporary issues emerging in the field 
of management since 1979. The journal 
is published by the Central Department 
of Management (CDM), Tribhuvan 
University.

The basic objective of the publication of  
the Nepalese Management Review is 
to explore the academic worths of 
management scholars that may work 
as an input to the practical managers 
in identifying problems, formulating  
policies and gaining effectiveness and 
efficiency in the work performance. The 
journal also intends to provide a critical  
and creative brainstorming forum 
exclusively to the scholars of the 

management field. We promise to 
incorporate research reports, book reviews, 
management problems and research 
based articles in the journal subject to the 
standard met as per the benchmark of the 
Journal.

The journal is the outcome of efforts and 
cooperation made by different persons 
foremost of them being the article 
contributors. We would like to appreciate 
the CDM for the financial assistance 
provided to bring this journal in this 
shape.

Opinions expressed in the articles appeared 
in this issue are those of the authors and, 
thus, do not necessarily reflect the views 
or policies of Central Department of 
Management, Tribhuvan University.

We appreciate the effort of the Tribhuvan 
University Press in bringing the present 
form of this Journal.

We hope that inspiration and 
encouragement from the readers will 
continue to keep the Journal alive and 
develop. We are also looking forward to 
receiving your comments and suggestions 
for further improvement in the future.

Editorial Board

FROM THE DESK OF THE EDITORIAL BOARD
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Abilities and Natures of Effort to 
Terminate Industrial Conflict

Considerations for a Japanese Trial 
concerning Economic Dismissals

Junko Hirasawa*

Abstract
This paper aims to consider the abilities and natures of efforts to terminate industrial 
conflict. The object of the study is not the effort of the third party, but the key people 
representing the labor side. In Japan, even after legal judgments are handed down, many 
parties continue to negotiate the details of terminating the dispute as a result of the judicial 
decision. Consequently, it is the labor and management representatives who determine 
the ultimate ending of the conflict, rather than the third party. Therefore, the abilities and 
natures of both parties are critical to the process of conflict resolution. This paper limits the 
aim to consider the abilities and natures of the key representatives of the labor side in a trial 
for economic dismissals.

* Mrs. Hirasawa is Associate Professor at Department of Business Administration, Kawaguchi Junior College 
(Currently Ph.D. scholar at Singhania University)

1. Background
Employment adjustments conflict 
sharply with workers’ interests. Among 
employment adjustment procidures, 
economic dismissal is the most likely 
to cause conflicts of interest and result 
in industrial conflicts. When conflicts 
surrounding economic dismissals are 
externalized and end up in court, the losses 
incurred by interested parties such as 
employers, employees, and their families 
are enormous. Economic dismissals are 
implemented by management decision 
making. This author believes that the state 
of decision-making associated with the 
implementation of economic dismissals, 

the methods for implementing, the state 
of management, and related issues need 
to be examined from the perspective of 
business administration theory. However, 
there is a lack of business administration 
research related to economic dismissals.

Standard business administration 
textbooks in Japan discuss frameworks 
for judicial decisions related to the 
appropriateness of economic dismissals, 
and introduce economic dismissal 
procedures which were carried out in 
big businesses. In other words, business 
administration texts are limited to dealing 
with economic dismissals as judicial 
decisions or management practice issues.
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2. Aim
In Japan, even when judicial decisions 
determining the propriety of economic 
dismissals are issued in Japan, the 
judgments are frequently used as an 
opportunity to negotiate specifically how 
an industrial conflict will eventually be 
resolved. In other words, it is not a third-
party entity that determines a specific and 
final resolution of the dispute, but labor 
and management.

The resolution will certainly impact future 
industrial relations within the company. 
Having researched disputes concerning 
economic dismissals and observing the 
facts, the author was uncomfortable with 
the lack of consideration in the study 
of business administration regarding 
processes for definitely resolving disputes 
between the parties. 

The abilities and natures of key personnel 
from both labor and management are 
critical for stipulating definitive resolutions 
of disputes. The aim of this paper is to 
specifically highlight the abilities and 
natures of parties in disputes that facilitate 
the end of industrial conflicts concerning 
economic dismissals. Moreover, of the 
parties involved in conflicts, this paper will 
limit its focus to the abilities and natures 
of key personnel on the side of labor.

Why is it a leader from labor rather than 
a leader from management? This author 
does not deny the pessimistic reason 
that it is easier to obtain the cooperation 
of leaders from labor for case studies. 
However, there is a constructive reason as 
well. In order to come up with a strategy for 
resolving a dispute, one must understand 

the attitudes, abilities and natures of the 
opposing party.

3. Method
This paper utilizes the case study method 
to analyze the abilities and natures of key 
personnel on the side of labor by observing 
how key labor personnel eventually 
resolved disputes in a industrial conflict 
concerning economic dismissal.

Industrial relations theory1 is an area at the 
forefront of this issue. Industrial relations 
theory in Japan has traditionally focused 
on the static understanding of system 
organizations and structures centered 
on institutional approaches such as 
collective bargaining, labor-management 
consultations, and management 
participation. However, this paper does 
not take this approach. Bringing conflicts 
to an end is decision-making involving 
how the attitudes/behaviors of the other 
party in the dispute and resolution entities 
(courts) are handled, and to what degree 
colleagues are in step with each other. 
Without a dynamic understanding of 
changes in interactions and conditions, 
and decision-making regarding such 
changes, the aim of this paper cannot be 
achieved.

4. Case Overview
The conflict referenced in this paper is the 
Oki Electric case. The Oki Electric case was 
the 78 designated economic dismissals 
at leading communications equipment 
manufacturer Oki Electric Industry 
Co., Ltd. The economic dismissals were 
instituted on November 3, 1978 because 
voluntary retirement goals were not 
achieved. In this dispute, 71 employees 
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filed suit in Tokyo District Court, and 35 
employees were returned to work as part 
of the settlement (1 of the original plaintiffs 
had passed away by the conclusion of the 
trial). No written decision was issued 
because a settlement was reached in the 
first trial. However, it received much 
attention as the largest case of designated 
economic dismissals at a big business in 
the 18 years since the Miike coal mine 
dispute from 1959 until 1960.

The history of the designated dismissals is 
as follows. On July 26, 1978, the company 
decided in a management conference 
to present a rationalization plan to Oki 
Electric trade union. On October 3 of the 
same year, the company’s rationalization 
plan was reported in the newspaper. In 
November of the same year, the company 
president proposed the rationalization 
plan in a central labor-management 
conference. The content was as follows: 
(a)1500 people would be recruited for 
voluntary retirement by October 30, 
1978. If this goal was not met, designated 
dismissals would be conducted. (b)
Closure of the Shinagawa Office by the 
end of March 1980. (c)Nonpayment of 
the year-end bonus and some changes in 
working conditions, such as giving up 
some holidays.

The reason for the company’s 
rationalization plan was an operational loss 
of ¥460 million for the fiscal year ending 
March 1978 in spite of an over ¥1.3 billion 
pretax account profit for the same period. 
Sluggish sales growth and decreased 
productivity were factors that resulted in 
overstaffing. On the same day, Oki Electric 
trade union voted on the “right to strike to 

prevent the release of the rationalization 
plan.” As a result of the vote, the Oki 
Electric trade union established 87% 
agreement to strike, and carried out a 
10 wave, 38 hour strike in the latter half 
of October 1978. During this period, 
the company instituted comprehensive 
individual retirement incentives for those 
eligible, and on October 30, achieved 1064 
persons willing to accept retirement. The 
next day on October 31, notices were sent 
to 286 persons designated for dismissal, 
informing them that they would be paid 
the same severance incentives and receive 
the same conditions as those who had 
accepted retirement if they would accept 
retirement by November 6 of the same 
year, but that they would be dismissed 
on November 20 if they did not accept 
retirement by that deadline. By November 
6, 208 employees had accepted retirement 
and the remaining 78 employees were 
dismissed.

Oki Electric trade union conducted 
another right to strike vote which resulted 
in 72% opposition. Lack of authority to 
strike was determined on November 8, 
1978, and a declaration ending the dispute 
was declared on November 17.

The 78 employees designated for dismissal 
were laid off on November 20, 1978. 
Beginning in December of the same year, 
71 of these filed suit in four locations, 
Tokyo District Court, Tokyo District Court 
Hachioji Branch, Maebashi District Court, 
and Urawa District Court Kumagaya 
Branch. Although the affiliation of 
dismissed employees consisted initially of 
various groups including the Communist 
Party, the New Left, and Socialist (64 
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affiliated with the Communist Party, 
8 affiliated with the New Left, and 2 
affiliated with Socialists), the 71 formed a 
dispute coalition in September, 1979. On 
March 13, 1987, the Tokyo District Court 
trial ended with a settlement that included 
the return to the company of 35 dismissed 
employees.

5. Leader X and the Dispute 
Coalition Members

The representative appointed by the 71 
member dispute coalition of dismissed 
employees during the Oki Electric case 
was a 37 year-old (as of 1978) male 
dismissal designee. He acted as dispute 
coalition representative from the time the 
dispute coalition was formed until dispute 
resolution. The author interviewed Mr. 
X on March 29, 2004 and June 25, the 
same year. The whole aspect of the case 
study that I received confirmation of 
Mr. X is mentioned in Kambayashi and 
Hirasawa(2008). 

According to the dispute resolution 
report2, there were 6 work sites for the 71 
individuals who comprised the dispute 
coalition. 5, including Mr. X, worked at 
the company headquarters.  31 worked 
at the Shinagawa Office, 14 worked at the 
Shibaura Office, 13 worked at the Hachioji 
Office, 5 worked at the Takasaki Office and 
3 worked at the Honjo Office.

At the time of the dismissal in 1978, 
most of the 71 individuals in the 
dispute coalition were employed in 
manufacturing. Few were employed at the 
company headquarters. The breakdown 
of employment at company headquarters 
is as follows. Mr. X performed a job 

involving sales and purchasing duties at 
the Commerce Division. Another 10 were 
employed in the Software Division and a 
few were employed as design technicians.

When asked the reason for his appointment 
as dispute coalition representative, Mr. X 
came up with the following three thoughts 
as reasons for his selection.

A: at the time of the dismissal by 
designation, the average age of the 
members of the dispute coalition was 
27 to 28. At 37 years old, Mr. X was the 
3rd oldest member at that time. 

B:  Mr. X had previously filled the role 
of Vice Chairman of the headquarters 
branch of the Oki Electric trade union.

C:  Because of this, he was experienced 
at business analysis of the company’s 
four major locations (headquarters, 
Hachioji, Takasaki, and Saitama 
Honjo).

6. Dispute Resolution
The trial of this incident was resolved by 
settlement in March 1987, 8 years and 4 
months after the dismissals, and 7 years 
6months after the formulation of the 
dispute coalition. 

The gist of the record of settlement 
was recorded as follows in the dispute 
resolution reports.

-  Employment contracts for 35 of the 
reinstated workers and complete 
retirement contracts with amicable 
retirement for 35 of the retired workers 
as of the date of the resolution.
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-  Reinstatement Conditions

Reinstated employees shall be to • 
work by the end of June

The period from the date of • 
resolution until the work date shall 
be special paid leave. There was 
paid leave for the year 1987 of 20 
days. 

Employment insurance, employee • 
pension insurance, and qualification 
for basic salary were all restored 
retroactively.

Future retirement calculated based • 
on pre-dismissal including the 
dismissal period.

-  Monetary settlement of ¥1.29 billion.

- Retirement calculated based on 
November 1978 dismissals .

-  No libel or slander of other party 
after settelement. The company 
shall not treat this trial as a cause for 
disadvantageous treatment.

7. What Mr. X Accomplished to 
Help End the Dispute

On February 17, 1984, the Tokyo District 
Court issued a recommendation for 
settlement. In reply, the dispute coalition 
decided on the reinstatement of all 
employees as a condition to compliance 
settlement negotiations, and the company 
replied that they would comply with the 
settlement. In May 21, 1984, settlement 
negotiations began at the Tokyo District 
Court. As the negotiations began, the 
company claimed that “The workplace 
is not in the position to accept dismissed  

employees. Management has absolutely 
no leeway.” However, the presiding judge 
persuaded the company asking it “Aren’t 
you currently taking on new hires even 
after the dismissal?”

On June 18, 1985 during the 10th round 
of settlement negotiations, the company 
presented a document with the following 
content: (a)dismissals withdrawn for 
all employees and granting of amicable 
retirement. (b)Payment of ¥10 million 
settlement per person. (c)Employment of 
all dismissed employees as contract staff 
for the term of 1 year. The company will 
pay their salaries. However the company 
refuses their attendance.

However, during the 13th round of 
resolution negotiations on December 12, 
1985, the court presented a settlement 
plan that included the reinstatement of 
35 of the 70 dismissed  employees. This 
plan diverged widely from the resolution 
direction presented by the company during 
the 10th round of settlement negotiations. 
How did such a development take place?

This settlement was officially established 
in accordance with the settlement plan 
of the District Court. However, the plan 
wherein 35 of the 70 dismissed employees 
(1 of the original 71 passed away during 
the trial) were reinstated and 35 were 
granted retirement was actually originally 
issued by Mr. X based on opinion trends 
within the company at that time.

“Talks went back-and-forth because the 
statute of limitations was approaching. 
I approached the court requesting a 
settlement plan - half to be reinstated and 
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half to quit. Outside of the court, we had 
been reinforcing that everyone should be 
reinstated. However, I approached the 
court requesting a settlement plan for half 
after the talks regarding the ¥10 million 
payout per person. The company would 
absolutely not allow the employees to 
return. We said that if the court would issue 
a settlement plan for half reinstatement, 
then the dispute coalition would take care 
of the rest ourselves. I thought we could 
resolve it at 35 people (laughs).

If the court did not issue a settlement 
plan, Personnel Management department 
could not resolve the conflict within the 
company nor could the attorneys. It was 
not easy for section chiefs to fire those 
people and force them to quit. A Personnel 
Manager frequently commented that 
there was no way they could resolve it by 
accepting those who fought back and did 
all they could to oppose the company after 
they had fired the acquiescent, obedient 
people. There were many of his colleagues 
saying that this was not a reasonable topic 
for discussion. 

Therefore, we came to rely on outside 
forces, rather than hope for forces within 
the company to resolve it. Eventually the 
banks and the Ministry of International 
Trade and Industry got involved.”

(Quote from Mr. X)

8. Ideas from Mr. X for Resolving 
the Dispute

According to the memory of Mr. X, 3 
justices including the presiding judge were 
replaced after approximately one year had 
passed after settlement negotiations had 
begun. Mr. X trusted the presiding judge 

prior to the replacement. He requested 
this trusted presiding judge to issue a 
settlement plan for the reinstatement of 35 
individuals.

Mr. X had not forgotten the impression 
that he had not stuck to the exact working 
of “we have been declaring that all 
individuals must be reinstated.” To Mr. 
X, aiming for the reinstatement of all 
individuals was a necessity. The support 
of the dispute coalition was needed. 
Garnering support depended on how the 
significance of the dispute was explained. 
When the author asked Mr. X about  his 
awareness regarding the dismissals, Mr. X 
personally would not talk about it at all. 
He only talked about the significance of 
labor disputes in Japan.

“The Mitsui Miike labor dispute involved 
1200 designated dismissals and lasted 
from 1959 to 1960. The designated 
dismissals at Oki Electric were the first 
in 18 years since the Mitsui Miike labor 
dispute. Although there had been some 
workforce reductions here and there, there 
had not been any designated dimissals 
up until that time. There had been some 
stringent retirement requests in the past, 
but employees had never been faced with 
eventual dismissal if they did not accept 
retirement. That trend was broken by the 
occurrence of the designated dismissals 
at Oki Electric. Soon afterwards, there 
was a 5000 person workforce reduction at 
Ishikawajima-Harima Heavy Industries. 
In addition, there were other workforce 
reductions at various locations. In such an 
environment, there was the possibility of 
even further designated dismissals. With 
the designated dismissals at Oki Electric, 



T H E  N E P A L E S E  M A N A G E M E N T  R E V I E W  A p r i l  2 0 1 6

7

it meant that if Oki Electric was able to 
get away with designated dismissals by 
declaring an operational crisis, it could 
happen at other companies as well.”
 (Quote from Mr. X)

There was such an outpouring of donations, 
signatures, and relief supplies, that the 
members of Mr. X’s dispute coalition 
wondered if it was “alright to receive so 
much support?” While relating the story of 
a person who sent ¥2,000 every month for 
8 years, Mr. X explained to theauthor that 
he felt that “this is a problem of empathy 
and people reaching out to each other. We 
must press on.” 

Mr. X’s group had garnered much support 
due to the social significance of the 
trial, and had to aim for reinstatement 
of all employees. Why, then, did Mr. 
X request the presiding judge to issue 
a recommendation for settlement that 
included reinstatement for only half? Mr. 
X was aware that the trend for labor trials 
at that time was shifting in a direction that 
was not favorable to workers.

Therefore, he felt that rather than a 
judicial decision, early settlement must be 
reached. In order to achieve settlement, 
the company must consolidate opinions 
at the company. Mr. X understood that the 
majority opinion within the company was 
that there was no way the company would 
accept the plaintiffs who had fought the 
company after so many employees had 
complied with requests for retirement and 
left their positions of their own accord.

Hence, Mr. X aimed for resolution with 
reinstatement of half, not all employees. 

The dispute coalition was originally a 
hodgepodge of 4 groups, and Mr. X was 
not expecting to negotiate the numbers of 
reinstated individuals among the groups. 
Mr. X supposed that half of the people from 
each group would be reinstated and the 
other half would not. While experiencing 
anxiety over whether the reinstated 
individuals could be successfully 
chosen, Mr. X requested a settlement 
recommendation from the presiding judge 
believing that the opinions within the 
plaintiff group would eventually resolve 
the issue.

Just as Mr. X had feared when stating “I 
thought we could resolve it at 35 people,” 
the selection of the 35 individuals for 
reinstatement proved to be extremely 
difficult within the plaintiff group. It took 
one year. As the discussions remained a 
stalemate, a request was issued from the 
company that Mr. X be left off the list 
of reinstated employees because of his 
leadership of the plaintiff group against 
the company. At  that time, Mr. X felt 
that there was a strong possibility that a 
resolution could not be reached if they 
were not able to consolidate a settlement 
for reinstatement of half of the individuals. 
Mr. X personally declined reinstatement 
and led the coalition toward establishing 
resolution negotiations.

Mr. X must have thought that a complete 
defeat with a judgment of dismissals 
valid for all employees was a worst-case 
conclusion for the trial. A judgment of 
valid dismissals would not only be a 
defeat for all members of the dispute 
coalition, but also a defeat for all workers 
involved in the history of labor disputes 
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in Japan. In order to avoid this at all costs, 
the option of settlement by judgment was 
first eliminated in favor of a settlement. 
Based on the prevailing opinion at the 
company, the other party in the settlement, 
the goal was set of settlement with half 
reinstatement and not full reinstatement.

To Mr. X, waiting for the ruling was akin 
to waiting for a third-party to determine 
an “all or nothing” win or loss. In contrast, 
setting a goal of settlement meant that 
it would end by the judgment of a third 
party that could go either way, without 
deciding the outcome.

9. Mr. X’s Interpersonal Relations
Even so, why did Mr. X request the 
presiding judge to issue a settlement plan, 
and not pursue a settlement with the court 
appointee for the company or the company 
attorneys? At that time, Mr. X perceived 
the attitude of the company as follows.

“If the court did not issue a settlement plan, 
the Personnel Manager could not have been 
resolved within the company nor could the 
attorneys. It was not easy for section chiefs 
to fire those people and force them to quit. 
The Personnel Management Department 
Head frequently commented that there’s 
no way they could resolve it by accepting 
those who fought back and did all they 
could to oppose the company after they 
had fired the acquiescent, obedient people.

Therefore, we came to rely on outside 
forces, rather than hope for forces within 
the company to resolve it. Eventually the 
banks and the Ministry of International 
Trade and Industry got involved.4”
  (Quote from Mr. X)

From this talk, we understand that at that 
time, there was no one at the company 
who could function as a counterpart to Mr. 
X. Hence, labor-management negotiations 
were impossible. However, at that time 
Mr. X recognized the presiding judge 
to be a “person worthy of trust.” Mr. X 
asked the presiding judge to broach the 
settlement negotiations. Mr. X eventually 
declined reinstatement amid the 
replacement of 3 judges and prolonged 
resolution negotiations in court due to the 
stalemate in the selection of individuals 
for reinstatement. However, the presiding 
judge stated that “In spite of their 
statement that they want all individuals to 
return to work, they are now saying that 
they want half. Hence, the plaintiffs group 
would decide who returns to work and 
the company would consent.  If you say 
that this person will not return to work, it 
is still a designated dismissal. This is what 
has been said.”

At the end of his quote, Mr. X states that “the 
banks and the Ministry of International 
Trade and Industry got involved.” From 
the perspective of Mr. X and his colleagues, 
this is what could be called the results 
of “approaching supporting entities.” 
Approaching supporting entities is a tactic 
taken by workers when progress stalls 
even though workers seek to press forward 
with negotiations with the company. It 
typically involves requests to providers 
of capital, such as banks that are involved 
with the company, to request that the 
organization  urge the company to enter 
into labor-management negotiations.

In the dispute resolution report kept 
by Mr. X and his colleagues, there are 
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pictures of the members of the dispute 
coalition talking with bank staffs in Oki 
Electric’s former Fuji Bank reception room. 
Oki Electric belongs to the Fuyo Group 
of companies that tie it closely with Fuji 
Bank.

As the regulatory agency providing 
subsidies and support to Oki Electric, 
The Ministry of International Trade and 
Industry received a request from the 
coalition group that requested them to 
make an effort to resolve the designated 
dismissal incident.

It is understandable that The Ministry of 
International Trade and Industry would 
not immediately act on this request. 
Certain measures were needed to motivate 
The Ministry of International Trade and 
Industry.

“The Ministry of International Trade 
and Industry absolutely refused to meet 
with us. The reason was because they 
were right in the middle of dealing with 
the Japan-United States semi-conductor 
trade friction. If we told The Ministry of 
International Trade and Industry that we 
were going to visit them, they would reply 
‘there is no need for your visit.’ Therefore, 
right in the middle of the Japan-United 
States semi-conductor trade friction, we 
plied the Kasumigaseki area with handbills 
threatening to inform our American 
counterparts that Oki Electric, a Japanese 
semiconductor manufacturer, was doing 
these terrible designated dismissals. 
Afterwards, they finally agreed to meet 

with us. We met with the Section Chief of 
the Machinery and Information Industries 
Bureau Industrial Electronics Section. 
After meeting he said ‘I understand. I will 
speak with Oki Electric.’ That was the final 
blow to the company. Oki Electric was 
called in and told ‘the Oki Electric dispute 
coalition came to visit us.”
 (Quote from Mr. X)

Thus, on August 26, 1986 during the 18th 
round of resolution negotiations, The 
company expressed the intent to accept 
the reinstatement of 35 individuals. On 
February 27, 1987, the Tokyo District 
Court issued a settlement plan. On March 
13 of the same year, the settlement was 
established and the trial ended.

10. The Abilities and Natures 
Demonstrated by Mr. X in 
Order to End the Dispute

The aim of this paper is to specifically 
highlight the abilities and natures of key 
personnel on the side of labor that facilitate 
the end of industrial conflict concerning 
dismissals. 

Let us examine the abilities and natures 
shown by Mr. X in this dismissal incident. 
Mr. X offered the following 3 points as 
reasons for his selection as leader of the 
plaintiff group: (a)His advanced age 
among those of the plaintiff group. (b)
His experience as vice chairman of the 
trade union. (c)His experience in business 
analysis. Although he was of relatively 
advanced age, there were people the same 
age as Mr. X, and the person who passed 
away during the trial was 10 years older 
than him. It is not believed that his age 
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was the definitive reason for his selection 
as leader. 

His experience as vice chairman of the 
trade union plainly demonstrates that Mr. 
X had assumed leadership positions before 
the dismissal trial occurred. It is believed 
that his experience at business analysis to 
a certain extent had significance in the end 
of the dispute. From extensive information 
from central labor-management 
conferences, Mr. X extracted only one line 
of beneficial information. If he hadn’t had 
the experience in business analysis, he 
might not have reacted to that one line, and 
it is very possible that the trial would not 
have ended with a favorable declaration.

This episode demonstrates two 
characteristics of Mr. X. First, is his tenacity 
in achieving goals. The second is his high 
sensitivity to, and the ability to utilize, 
information. These abilities of Mr. X were 
also demonstrated in his explanation of the 
significance of the Oki Electric dismissal 
trial in light of past disputes, and his 
awareness of directional changes in labor 
trial trends that were disadvantageous 
to workers. Even in the midst of an 
enormous amount of information, he was 
able to react and extract/utilize the needed 
information in order to achieve goals. In 
order to explain the significance of the 
Oki Electric incident and garner support, 
he needed to be conscious of parties who 
would listen to his words, spark their 
interest, and communicate in a manner 
that would gain their support. He needed 
to communicate that one line from an 
extensive amount of information from 
central labor-management conferences 
and impress upon the justices that the 

dismissals were unjust. Mr. X understood 
that well.

“… I read all of the extensive material from 
the central labor-management conferences 
and I found that one line. The money from 
that organization was a huge weight. If 
it had arrived during the 1977 fiscal year 
there would never have been a need for 
workforce reductions. The sales figures 
for the 1977 fiscal year were calculated 
arbitrarily. A reduction in sales volume 
was not going to affect the continuation 
of the company. On one hand, they were 
firing workers while on the other hand 
they were hiring new graduates, which 
carry the same weight. This was our 
complaint at trial.”
 (Quote from Mr. X)

“The trial was critical because we were able 
to appeal for support at the microphone 
on the street.  The passersby turned to us 
simultaneously when we had said “We 
had a trial at the court yesterday. The 
presideing judge said as follows”

(Quote from Mr. X)

In this manner, Mr. X was always aware 
and able to predict how others would 
receive information as recipients of their 
own declarations. In other words, Mr. X 
had a strong awareness of others. This 
strong awareness had a major impact 
on his relations with others. Mr. X 
was devoted to inferring what type of 
impression the justices were formulating 
about themselves and about the company, 
and how the trial and their own plaintiff 
group was viewed in the eyes of people 
implementing the dismissals and retired 
employees.
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These predictions stipulated settlement 
conditions and facilitated a selection 
of who would do what type of work, 
and whether the resolution conditions 
conceived by them would be able to 
terminate the conflict. Mr. X relied on 
visiting the presiding judge in secret to 
request the issuance of a settlement plan 
with an aim to compromise by reinstating 
half of the dismissed employees, and 
applying pressure by asking supporting 
entities such as the bank and the Ministry 
of International Trade and Industry 
to urge Oki Electric to the negotiating 
table. After finding out that personnel 
from the Ministry of International Trade 
and Industry would not meet with their 
own people during the Japan-United 
States semi-conductor trade friction, they 
successfully motivated the Ministry of 
International Trade and Industry by using 
the Japan-United States semi-conductor 
trade friction to their advantage and 
forcing a meeting with a section chief from 
the ministry.

Mr. X laughed as he told the author that as 
they were proceeding with the dismissals, 
the company stated that while the other 
dismissed workers have no ability and 
therefore are eligible for dismissal, “Mr. 
X has ability.” From their observance 
of his words and actions, the company 
had to acknowledge his ability even 
though he was their enemy. However, 
Mr. X perceived the company’s particular 
evaluation of him as calculative. If they 
merely recognize the ability in Mr. X as a 
leader, only the leader is acknowledged 
as having ability, while all the others are 
given a humiliating evaluation. Mr. X 
perceived that it was the company’s aim 

to sway the leader. Even before the trial 
began, Mr. X was aware that victory or 
defeat in this trial depended on whether 
or they could overcome the divide and 
conquer strategy of the company toward 
the plaintiff group.

Even though Mr. X was in the vortex of 
a large scale dismissal when he asked 
the presiding judge for a settlement, 
and when he declined reinstatement in 
order to facilitate a settlement, he calmly 
maintained a big picture view of the 
situation, and calmly made determinations. 
It was a continuous lonely barrage of 
difficult thoughts and judgments. What 
made it possible? One suggestion is pride. 
Mr. X made the following remark to  the 
author about the significance of the Oki 
Electric case.

“If the dismissals, Ishikawajima-Harima 
Heavy Industrie, and the other 2 or 3 
companies had been approved, the trend 
would have been established. Although I 
did not consciously initiate it, our novice 
group conducted a dispute for 8 years. 
Afterwards, there has not been a designated 
dismissal at a  big business. …(omitted)… 
The trend continues to this day. The hands 
of management have been tied. If they are 
going to implement designated dismissal, 
then they must be resigned to their fate.”

 (Quote from Mr. X)

11. Implication
This paper draws out the abilities and 
natures of a labor representative. What is 
the significance ?

As was stated above, even when industrial 
conflicts turn into lawsuits and are 



T H E  N E P A L E S E  M A N A G E M E N T  R E V I E W  A p r i l  2 0 1 6

12

brought before a court, ultimately, what 
resolves them are the parties to the dispute 
themselves. Decisions of the trial court are 
recorded in the form of written judgments. 
However, when the dispute is ultimately 
resolved through a settlement between 
the parties, the record of what happened 
is not made public and is therefore not 
the subject of this research.     However, 
the author’s opinion is that past cases 
and research regarding who actually did 
what to resolve incidents are completely 
unnecessary for labor and management 
dealing directly with internal disputes 
within their workplaces. 

Nonetheless, why is it a leader from labor 
rather than a leader from management? 
The author does not deny the passive 
reason  that this is because it is easier to 
obtain the cooperation of leaders from 
labor for case studies. However, there is a 
positive reason as well. In order to come 
up with a strategy for resolving a dispute, 
one must understand the attitudes, abilities 
and qualities of the opposing party. 

According to researches done by 
Mintzberg (1973) and Kotter (1986) into 
what  managers are  actually doing, the 
labor-side leader from the Oki Electric 
incident in this case study has several 
things in common with the abilities and 
natures  of an effective manager. Mintzberg 
(1973) gives three roles for managers: an 
interpersonal role, an informational role, 
and a decision-making role. 

Within interpersonal roles, there are 
manager as figurehead, manager as leader 
and manager as liason.  Mr. X fulfilled all 
of these roles. Figurehead is responsible for 

playing a number of symbolic roles.  Mr. X 
played such a symbolic role for the labor 
side, fighting with company management 
until the very end. Hence he declined to 
reinstate  in the settlement negotiation. 
Mr. X gave the dispute coalition a 
purpose. Mr. X also played the role of a 
liaison, in other words, he put together a 
vast external network of individuals and 
groups, garnered  support from ordinary 
citizens and labor groups, and maintained 
a network with attorneys and judges.

Within informational roles, there are 
manager as monitors, disseminator and 
spokesmen. Mr. X fulfilled all of these 
roles. “The manager as monitors is 
continually seeking and being bombarded 
with information that enables him to 
understand what is taking place in his 
organization and its environment”3.   Mr. 
X was aware that the trend for labor trials 
at that time was shifting in a direction 
that was not favorable to workers.  He 
relayed information to the members of 
the dispute coalition, gave street speeches 
as their spokesman in order to garner  
support for their cause, attended round-
table discussions on labor trials  as a 
representative of the dispute coalition, 
and also wrote articles for labor-related 
magazine and other publications. 

Within the decisional  roles, there are the 
manager as entrepreneur, disturbance 
handler, resource allocator, and 
negotiator. Mr. X played all of these roles. 
Entrepreneurs keep an eye over everything, 
spot problems and opportunities, and 
handle planning and emerging trends. 
Realizing that opinions within the 
company were not likely to unify in favor 
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of settlement, Mr. X first suggested the 
possibility of a settlement to the presiding 
judge. Mr. X knew that victory depended 
on whether or not the plaintiffs could 
overcome the company’s attempts to 
divide them. In other words, Mr. X knew 
what the disturbance was, and, even he 
got a positive evaluation , he could sense 
that this was a calculative by the company 
to divide the plaintiffs. During settlement 
negotiations, Mr. X worked as a negotiator 
to determine who would be reinstated as 
was mentioned above in this paper. 

Mr. X also shares many of the abilities and 
natures of the effective manager according 
to Kotter’s researchas well. According to 
Kotter (1986), effective general managers 
are ambitious, achievement-oriented, 
comfortable with power, emotionally 
stable, and temperamentally  optimistic 
4. Mr. X had an extraordinary ambition 
to use the trial they were then engaged 
in to arrest the nationwide trend in Japan 
towards easier economic dismissals. 
For that reason he was able to exploit a 
weakness in the Ministry of International 
Trade and Industry. The fact that he was 
able to coolly manage the dispute coalition 
and the dispute itself shows that he was 
quite emotionally stable. When he was 
fired, he told his colleagues “I can end this 
dispute in three months.” It eventually 
took eight years  from the time the dispute 
coalition was formed for it to be resolved. 
Pointing this out, Mr. X joked to the author 
that Mr. X’s colleagues said that they “were 
lied to by Mr. X.” This shows that, even 
though he was being fired, Mr. X remained 
optimistic, so much so in fact that he was 
able to carry his colleagues along with his 
optimistic predictions. 

According to Kotter (1986),   effective 
general managers are   “above average 
in intelligence, moderately strong 
analytically,  intuitively strong, personable 
, good at  developing relationships with 
people, and able to relate to broad set of 
business specialists”5.  Mr. X’s intelligence 
and powers of analysis have already 
mentioned above. 

In Japan, reinstatement is always possible 
regardless types of dismissal when a 
judgement nyllifying the dismissal is 
handed down. However  the fact is that, 
even if a judgment nullifying the dismissal  
had been obtained, many of dismissed  
employees could not have been reinstated. 
The fact that Mr. X and the other plaintiffs 
were able to reach a settlement in which 
half of them were actually reinstated 
despite this, without obtaining a judgment 
nullifying the dismissals , shows that this 
was an extraordinary success. The decision 
to pursue settlement, the timing, the secret 
settlement proposal to the presiding judge 
to reinstate half of the plaintiffs—these 
were all indispensable elements in that 
success. That success was made possible 
because all of Mr. X’s judgments were 
appropriate. In such cases, Japanese people 
are apt to say such a person has “synthetic  
judgment.” However, it is unclear what 
exactly “synthetic  judgment” is made of. 
Many would answer that is nothing more 
than the ability to intuitively arrive at 
the correct decision. Perhaps intelligence 
and analysis are key when making 
decisions one at a time, such as when 
gathering information regarding judicial 
trends, understanding it and analyzing it.  
Intuition is more important when several 
elements are intertwined. Mr. X skillfully 
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compete  with both the presiding judge 
and the Ministry of International Trade 
and Industry. It is clear that Mr. X was 
more than capable of skillfully interacting 
with specialists in various fields. 

As discussed above, Mr. X’s actions 
overlap with the managerial roles defined 
by Mintzberg (1973), and his abilities 
and natures are congruent with the 
characteristics of the effective general 
manager as defined by Kotter (1986). Up 
to now, the author has observed several 
economic dismissal-related trials, the 
people who ended up being the leaders 
of the plaintiffs’ group have, to varying 
degrees, fulfilled a role like that of Mr. X, 
and exhibited the abilities and natures  of 
the effective general manager.  The author 
believes that this is not a coincidence. Being 
laid off, losing one’s means of livelihood 
and going to trial is a harsh  experience. 
Perhaps this cannot be done without an 
effective general manager in the plaintiffs’ 
group. 

What then is the implication of the fact 
that Mr. X fulfilled a managerial role, 
displaying the abilities and natures  of the 
effective general manager?  

Its greatestimplication is that it opens 
the possibility for labor - management  
negotiations. Take an effective general 
manager who we shall call Mr. A. For 
example, even if Mr. A was  to oppose Mr. 
X  in a trial, Mr. A would perhaps be able 
to fully understand Mr. X’s thoughts and 
actions. Likewise, Mr. X would perhaps be 
able to fully understand Mr. A’s thoughts 
and actions. Dialogue would become 
possible. If Mr. A were to represent the 

company and Mr. X the plaintiffs, it would 
open the possibility for the dispute to be 
resolved through labor - management 
negotiation. Such a combination could 
yield a settlement proposal that would 
be agreeable to all parties involved in the 
dispute. 

However, in order to make such a possibility 
more likely, Mr. A himself would probably 
have to either be in top management 
himself or have a sympathetic party in  top 
management. According to Kotter (1986),  
“none of the good / fair performers had 
mentors at the top of their organizations”6. 
Effective general managers spend a great 
deal of their time speaking with people 
directly.  However, these are opportunistic 
behavior . These are not scheduled 
meetings, but spontaneous encounters 
used in substantive conversations day 
after day. Accordingly, Mr. A must be 
entrusted with the authority to resolve the 
dispute. 

Although Mr. A and Mr. X have many 
things in common, they also have their 
differences. Mr. A is an organization man. 
For Mr. A, resolving the dispute is “his job.” 
This means there is always the possibility 
that he will be assigned to a different 
position and thereafter be unable to 
contribute to the resolution of the dispute. 
Although it isn’t impossible for Mr. X to 
be dismissed from his leadership position, 
the likelihood is quite low. If Mr. A were to 
be assigned to a different position  during 
the dispute resolution process, it would 
greatly hamper resolution of the dispute. 
In order to avoid such a scenario, Mr. A 
would either need to be a member of top r 
management himself, or have a mentor  in 
top management. 
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According to Kotter, an  effective general 
manager should not be sought from 
outside the  firm, but promoted from 
within. However,  the author thinks that, 
for the purposes of dispute resolution, it 
is acceptable to seek an effective general 
manager from outside of the firm . Or 
perhaps if there had been an effective 
general manager involved in the economic 
dismissal, and a dispute occurred between 
labor and management, a lawsuit could 
have been avoided. Mr. X requested the 
presiding judge to take the helm of the 
settlement.  Many people within the 
firm  were opposed to reinstating those 
who would attack the company when 
many other employees had swallowed 
their tears and resigned willingly. The 
personnel management head, personnel 
manager  and the attorneys could not have 
been resolved within the firm. Hence, they 
sought help from outside the firm  In other 
words, one could say that this case has 
indicated that when management’s hands 
are tied, it is better for them to seek an  
effective general manager from outside  
the firm.  
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Abstract
Although the new discipline of knowledge management has knowledge itself as its focus 
of analysis and investigation, it nevertheless pays little attention to disciplines that most 
directly and searchingly examine and inform questions about knowledge, and its origins 
and nature.  This methodological shortcoming is a curious anomaly that hinders the 
growth of knowledge about knowledge, and hampers potential conceptual developments, 
and innovations in knowledge management practices.  By looking to the most recent 
developments in epistemology, the philosophy of science, and related disciplines on the rapidly 
moving edge of the cognitive sciences, a very much richer and more interesting picture of 
knowledge emerges than that which passes as currency in contemporary discussion and 
debate.  The methodological resources made available by these branches of inquiry therefore 
have implications for the coherent development and extension of knowledge management as 
a significant field of intellectual and practical application. 
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Introduction 
The contemporary literature on knowledge 
management is either replete with 
questions about the nature of knowledge, 
and what it is exactly that is to be managed, 
or it disregards these concerns, content 
to leave the problem of knowledge as 
something of a ‘black box’ (Spiegler, 2000, 
p. 4), or to gloss over the issues involved 
with cursory treatments of explicit and tacit 
knowledge differences.  Of those accounts 
that do attempt to furnish some explicit 
conceptualization of knowledge, few look 

to philosophy, which is the discipline that 
most directly and searchingly examines 
questions about knowledge, and its origins 
and nature.

Theories of knowledge are critical, in a 
self-referential way, to an analysis and 
assessment of theory in any domain, and 
particularly in the domain that claims 
to trade in the theory and practice of 
managing knowledge itself.  This is 
because what a theory of knowledge, or 
epistemology, claims as being sufficient 
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or adequate for the justification of 
knowledge, determines the content and 
structure that theories can have, whatever 
their domain of interest.  In other words, 
there is a reciprocal relationship between 
our understanding of what knowledge is, 
and our understanding of what knowledge 
management is, and therefore what it can 
be in practice.

Although underlying philosophical 
assumptions may exert a strong influence 
on the nature of theories, they are 
often not explicitly acknowledged and 
discussed in the knowledge management 
literature, and this can hinder a proper 
methodological evaluation of the field 
and hamper potential developments, 
particularly in areas of concern that are 
central to practice, such as the nature of 
tacit knowledge and creativity, and how 
such know-how might be communicated, 
leveraged, shared, and transferred 
effectively for organizational learning, 
innovation, change, and competitive 
advantage.  Consequently, an account 
of the central issues, and an overview of 
recent developments in epistemology and 
the philosophy of science are provided 
here as a methodological contribution 
to the emerging discipline, with the 
aim of furnishing better explanatory 
machinery for explicating and justifying 
concepts and practices of significance 
to the field.  However, due to the scope 
and complexity of this branch of inquiry, 
and because of constraints on space, 
the account given here is necessarily 
simplified and selective, and restricted 
to features that are most salient to 
developments in epistemology and its 
corresponding relationship to knowledge 

management.  Nevertheless, what 
emerges about knowledge from this line 
of inquiry turns out to be much richer, 
and more complex and interesting, than 
the relatively uninformed, and overly 
simplistic and categorical distinctions 
that pass as currency in contemporary 
discussion and debate, particularly 
between forms of knowledge that are 
explicit or codifiable on the one hand, and 
implicit or tacit on the other. 

Logical Empiricism
Despite these difficulties, and in part 
because of them, the central thesis 
of modern empiricist epistemology 
amounted to the claim that there are two 
kinds of things that can be known:  first, 
the nature of the empirical world as 
derived through observation, such as 
matters of fact; and second, relations 
between ideas, such as matters of logic 
and mathematics.  Propositions about the 
first domain are empirical, or ‘synthetic’, 
to use a term introduced by Kant, and 
are contingently true; and propositions 
about the second domain are ‘analytic’, 
and are necessarily true.  Furthermore, 
there is a type of reasoning appropriate 
to each domain:  first, observational and 
experimental reasoning is appropriate 
for matters of fact; and second, abstract 
(a priori) reasoning is appropriate for 
analytic matters.  Hence, a clear distinction 
was drawn between observational and 
theoretical knowledge statements. 

Following this development, a method 
was devised whereby theoretical 
inferences that were not themselves 
directly justified by observation could 
be considered as admissible knowledge 
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statements.  The solution was to have a 
framework in which inferential knowledge 
statements would be secured by induction 
from empirical statements.  This move 
was facilitated by the development of 
mathematical and symbolic logic systems, 
which provided technical means, known 
as ‘correspondence rules’ for bridging the 
gap, and attaching theoretical statements 
to the sense-data observations of the 
empirical world.  This approach to the 
meaning of theoretical terms was also 
thought to be appropriate for dealing 
with the unobservable posits of science, 
such as quarks, curved space-time, centres 
of gravity, and so on, which are at scales 
that are either far below, or are otherwise 
invisible to, what can be observed during 
the course of our everyday interactions 
with the world. 

Nevertheless, logical empiricism was 
fraught with complex philosophical and 
technical problems.  Not least of these 
is the problem of induction, which was 
first recognised by Hume, and later in 
the context of logical empiricism, by 
Popper.  Hume’s argument was that 
moving from a case where it is stated, in 
effect, that ‘all observed x’s are y’, to the 
claim that ‘all z’s are (therefore) y’, is an 
inference that is not logically entailed 
unless an additional premise – a principle 
of induction – is invoked to justify 
it.  However, in terms of phenomenalist 
foundationalism there is nothing in the 
way of evidence that would count as 
support for the principle of induction 
itself.  To sustain the inference that some 
principle of induction holds requires the 
assumption of an additional premise, such 
that nature is uniform, or that the future is 

similar to the past in certain ways.  Thus, 
to justify belief in some principle of 
induction beyond what is provided by 
past and present observations requires the 
circular and invalid assumption of such a 
principle, since it cannot justifiably follow 
from the sort of epistemology provided by 
foundationalism. 

Epistemology Naturalized
Since an epistemology is itself a set of 
knowledge claims, our understanding 
of it, and of science itself, are therefore 
corrigible, and questions as to how it is 
that we can come to acquire knowledge 
and to revise our convictions are – to the 
extent that human beings are counted as 
part of the physical universe – at bottom 
empirical questions about the natural 
world.  Without a first philosophy or 
secure foundation for knowledge, an 
epistemology must therefore embody the 
most powerful and sophisticated theories 
of learning and knowledge acquisition that 
our best sciences provide, for justifying and 
explaining in a self-referential way, how 
scientific knowledge is possible.  Hence, in 
specifying the conditions for knowledge 
justification, an epistemology implicitly 
embodies a theory of mind (Evers and 
Lakomski, 1991, pp. 6, 8).  On this view, 
epistemology becomes naturalised, and 
falls into place within the wider fabric 
of our scientific knowledge, as a chapter 
of psychology.  Consequently, there is a 
reciprocal containment of epistemology in 
natural science, and of natural science in 
epistemology (Quine, 1969, pp. 82-83). 

In specifying conditions for knowledge 
claims to count as justified, an empirically 
plausible theory of perception, learning, 
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memory, representation, and cognition 
is essential.  In the case of foundational 
epistemologies on which empiricist 
conceptions of knowledge and science 
have been based, the processes of learning 
and perception were presumed to occur 
via the receipt of sensory impressions, 
and cognition was assumed to be a matter 
of the logical manipulation of these 
impressions (Evers, 1991, p. 527).  Thus, 
the traditional conception of knowledge 
essentially viewed the representation of 
theories as consisting of sets of sentences, 
or propositions, in which stated laws or 
generalisations, and statements about 
the context at hand, together provided 
the framework for explanation and/
or the deduction of predictions.  On 
this sentential model, changes and 
updates in the overall set of one’s beliefs 
occurred when some observation or 
theoretical deduction supplied a new 
belief to the overall structure of one’s set 
of belief statements.  Thus, rationality 
could be represented as a set of formal 
rules for the addition, deletion, and 
manipulation of belief statements.  In such 
a conceptualisation, the ultimate virtue of 
a theory rested in truth. 

Brain, Mind, and Knowledge
The sentential view of knowledge has 
been so influential in twentieth century 
epistemology that most researchers in 
the field of artificial intelligence (AI) have 
modelled their computational programs 
on the assumption that the administration 
of intelligent behaviour consists of the 
manipulation of a sequence of symbols 
according to a set of rules.  Hence, on this 
view, human intelligence, adaptation, and 
learning consist of appropriate changes 

or updates to our store of symbolic 
representations, or beliefs, as a function of 
experience.  However, these assumptions, 
which have underpinned the ‘classical’ 
approach to AI research, have from the 
beginning been continuously thwarted 
and frustrated by many obstacles and 
intractable problems.  These include failure 
to emulate realistically the cognitive and 
behavioural skills of humans, and other 
non-linguistic animals, in effortlessly 
recognising and responding to patterns 
embedded in complex and noisy stimulus 
fields; and the brittleness and inflexibility 
that AI systems manifest in coping 
satisfactorily with imperfect, partial, or 
ambiguous information. Furthermore, 
classical AI systems have been unable to 
accommodate the subtlety and complexity 
of context-dependent knowledge, which 
in effect has limited them to very restricted 
and narrow domains of application 
(Bereiter, 2000, pp. 226-238; Coveney and 
Highfield, 1996, pp. 126-130). 

These difficulties are not simply a reflection 
of the great complexity and scale of the 
task.  Rather, they stem from conceptual 
and methodological considerations.  In 
particular, questions concerning 
the physical realisation of cognitive 
representations and computations have 
been treated as being mostly irrelevant 
to the research concerns of investigators, 
who have focused instead on the features 
and functions of the cognitive ‘program’ 
that is assumed to operate in the human 
brain.  The methodological upshot has 
been the so-called ‘top-down’ approach, 
which has largely disconnected itself from 
the possible pressures and constraints 
that scientific knowledge relating to brain 
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structure and function might impose on 
theorising and research (Churchland, P.M. 
1993, p. 156). 

The co-evolution of the research disciplines 
that now inform the brain sciences has been 
such that cognitive science can now be said 
to possess a presumptive understanding 
of how the brain works.  This includes an 
understanding of how the brain represents 
and processes information about the 
general features of the world, of how 
fleeting information about the here and 
now, and time and space is represented 
and processed, of how complex but 
coherent motor behaviour is generated, 
and of how the brain can modulate its own 
cognitive activities as a fluid and changing 
function of current interests and salient 
background information.  However, of 
most significance, the new cognitive and 
brain sciences now furnish a coherent 
account of what it is for the brain to have 
and deploy a conceptual framework 
in the ongoing business of perceptual 
recognition and the guidance of practical 
behaviour (Churchland, P.M., 1998, p. 859; 
see also 1998a; 1995; 1993). 

Connectionist Psychology
Connectionist models of the mind-brain 
are of philosophical and scientific interest 
because they make no use of the familiar 
sentential framework of cognition, and no 
use of the familiar framework of deductive 
and inductive inference.  Rather, the brain 
is understood to represent the world by 
acquiring a well-tuned configuration of its 
approximately 1014 synaptic connections, 
and it is this vast matrix of connections, and 
the strengths or ‘weights’ of the various 
excitatory and inhibitory connections, 

which determines the framework of 
categories into which the brain divides 
the world.  The fleeting features of the 
world are therefore represented by 
neuronal patterns of activation or excitation, 
which tend to fall into one or other of the 
categories that the brain has acquired from 
experience.  Thus, connectionist research 
into brain structure and function suggests 
a conception of cognition in which the 
principle form of representation is a high-
dimensional activation vector (pattern), 
and the principle form of computation 
is vector-to-vector transformation, as 
patterns of incoming information are 
interpreted by intervening matrices of 
configured synapses and populations of 
neurones, which collectively embody the 
brain’s acquired conception of the world 
(Churchland, 1993, p. 209).  Hence, the 
brain’s knowledge is in the connections, 
and is implicit in its structure, rather 
than explicit in the states of its neuronal 
units themselves (see Rumelhart, 1989, pp. 
135-136). 

This naturalistic view of knowledge has a 
number of important features, which shed 
light on a number of issues of concern 
to the theory and practice of knowledge 
management.  Firstly, the brain’s high-
dimensional representations of the 
world embody an enormous amount of 
(presumptive) information that is at a 
level of analysis far below the level of 
articulation typical of language.  This 
property is a consequence of the massively 
parallel architecture and distributed 
nature of the brain’s processing networks, 
which enables the nervous system to make 
very fine-grained sensory and cognitive 
discriminations that are highly contextual, 
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and that in their subtlety far exceed the 
analytic and descriptive representational 
capacities of language.  These sub-symbolic 
representations of the world correspond 
to what is referred to as ‘implicit’ or ‘tacit’ 
knowledge, and when manifested in finely 
calibrated perceptual and motor skills, 
constitute what is known as ‘know-how’. 

Secondly, these representations, or 
prototypical categories, can be activated 
by inputs that incorporate only a small 
part of the (presumptive) information 
that they embody.  Such vector 
completion provides the brain with a 
capacity for perceptual closure, where it 
fills in and completes information that 
is missing in sensory input from the 
world.  Thus, the brain is very good at 
‘jumping to conclusions’ or exercising 
inductive inference when provided 
incomplete sensory input.  The brain is 
also able to perform this task swiftly as 
information storage and processing are 
not separated, as is the case with digital 
computers.  Massively interconnected 
parallel distributed processing (PDP) 
systems are content-addressable, and are 
therefore able to gain very rapid access to 
the total store of information embodied in 
a representation, even if the input pattern 
is distorted or only a partial fragment 
(Churchland, P.S. and Sejnowski, 1990, p. 
232; Churchland, P.S., 1992, p. 406).  Hence, 
past learning, and local embedding 
conditions at a particular point in time, 
triggers the brain to make an inference 
to the ‘best explanation’ that is has of the 
input phenomena at hand. 

Thus, intelligence may be construed as 
being more than merely a matter of 

responding appropriately to a changing 
environment.  Rather, an intelligent 
system, be it an individual, social, or 
organizational entity, is one that is capable 
of exploiting information and energy 
in a way that increases the information 
it embodies, and possibly the internal 
physical ordering and organization that it 
has, in relation to its environment.  Hence, 
on this view, learning turns out to be 
an essential feature of intelligence (see 
Churchland, P.M. 1988, pp. 173-174).  It 
therefore follows from this that intelligent 
organizations must also be organizations 
that learn. 

Neurophilosophy of science
From an epistemological point of view, 
cognition therefore consists of the 
activation of recurrent pattern processing 
vectors, which enable the brain to 
recognise some situation, which may be 
otherwise partial, unfamiliar, ambiguous, 
puzzling, novel, or problematic in some 
way, as an instance of something that is 
well represented by an existing prototype, 
and its associated categories.  Activation 
entails completing input vectors that are 
incomplete or partial, and in the process 
imposing some structural order on the 
content of incoming information.  Hence, 
prototype activation, or the ‘insight’ of 
recognition and understanding, brings 
additional information to bear on inputs 
in an ampliative manner.  In triggering 
more information than is present in the 
input alone, prototype activation enables 
the brain to construct an anticipatory and 
speculative hypothesis, and to make some 
sort of adaptive sense of the case at hand 
in its particular environmental context, 
and to predict aspects of the situation 
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that are not yet perceived, so that it can 
respond accordingly (see Churchland, 
P.M., 1993, pp. 208-212; 1995, pp. 114-117; 
Churchland, P.M. and Churchland, P.S., 
1996, pp. 278-279). 

From this perspective, the unit of 
knowledge, and of understanding, is 
something that is not represented in 
the brain in the form of an explicit set 
of codifiable symbols, such as a set of 
sentences, statements, or propositions 
about the world.  On the prototype 
model outlined here, knowing or 
comprehending something consists of 
having a grasp of certain paradigmatic 
kinds of situations and processes, and 
of possible variations thereof.  Hence, 
acquiring knowledge and understanding 
in some domain entails becoming familiar 
with various contextual states and causal 
processes, which together constitute the 
features identified by the relevant learned 
prototype.  On this view, the evaluation 
of knowledge is therefore not a matter 
of logical consistency with observation 
sentences, or inductive inference or 
confirmation therefrom, as demanded by 
logical empiricism.  Rather, the virtue of 
a theory in prototypical form rests in the 
many uses to which it is put.  Thus, as a 
collection of perceptual, explanatory, 
manipulative, and other associated abilities 
embodied in the synaptic configurations 
of the brain, evaluation becomes 
a pragmatic matter, rather than a purely 
logical or formal one (see Churchland, 
P.M. 1995, pp. 271-286).  Hence, if the 
unit of representation in the brain is not 
a sentence or proposition, then the virtue 
of any theory in prototypical form ‘will 
be something other than truth, and its 

relation to the world will be something 
other than reference’ (Churchland, P.M., 
1998b, p. 42). Consequently, how any 
given theory is evaluated will depend on 
the context of its application, the aims and 
interests of the cognitive agents concerned, 
and the kinds of solutions that are thought 
to be valuable, useful, or plausible to the 
case at hand, which together boil down 
to an overall goodness-of-fit in satisfying 
a complex set of soft constraints (see 
Rumelhart, 1989, pp. 142-147; Bereiter, 
1991, pp. 10-16).  Since there are a range 
of dimensions along which individuals 
are bound to differ in any given instance, 
evaluation will necessarily entail a complex 
process of assessment and negotiation, 
in which the superempirical virtues will 
unavoidably play a crucial guiding role 
in settling on the best global account of the 
situation in question. 

The role of language in the 
cognitive economy
One of the insights of the new cognitive 
science is that powerful non-symbolic 
and distributed representations in the 
form of appropriately trained sensory-
motor neural maps in the brain, underlie 
much human expertise, knowledge, and 
judgement.  On this view, symbolic or 
codified forms of knowledge, such as 
language, become a rather superficial 
and conventional representation of a way 
of understanding in some problematic 
context. Language may therefore be 
construed as ‘a surface abstraction of 
much richer, more generalised information 
processes in the cortex, a condensation fed 
to the tongue and hand for social purposes’ 
(Hooker, 1975, p. 217).  In this respect, 
linguistic or symbolic formulations 
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of knowledge reduce the richness of 
experience into more compact and sparse 
forms of representation.  Hence, the 
linguistic representations of valid law-
like generalisations in a scientific theory 
can be seen to function as compression 
algorithms, which economically condense 
vast amounts of information into a single 
symbolic formula, or a collection of such 
formulae (Evers and Lakomski, 1993, 
p. 145; 2000, p. 18).  Thus, symbols are 
parsimonious semantic representations 
of one or more kinematically and 
dynamically richer general prototypes 
that occur in the brain.  As such, they 
are well suited as mediums of exchange 
in complex institutional contexts, 
which depend on external and public 
representations for sharing, extending, 
and enhancing theoretical and practical 
capacities (Churchland, P.M. 1993, p. 224; 
Churchland, P.M. and Churchland, P.S. 
1996, p. 226).  As summaries of experience, 
linguistic/symbolic representations 
are most realistic when describing 
relatively invariant contexts.  However, 
as representations of, and as guides 
to practice, the value of compression 
algorithms diminish where varied and 
complex contextual factors predominate 
(see Evers and Lakomski, 2000, p. 18). 

Language and other forms of symbolic 
representation therefore makes collective 
cognition possible, and enables humans 
to address and solve problems that 
would otherwise be insoluble to solitary 
individuals, for the vocabulary of an 
inherited language constitutes an abstract 
template that narrows down an individual’s 
search space during learning or problem 
solving.  Furthermore, in its spoken and 
written forms language constitutes a form 
of extrasomatic memory, through which 

the collective and accumulated learning of 
a culture can be effectively passed on from 
one generation to another (Churchland, 
P.M., 1995, p. 270).  As such, language and 
other external artefacts and representations 
of collective learning may therefore 
be construed as ready-made cognitive 
‘prefabricates’, which when internalised 
facilitate socialisation (see Goldberg, 
2001, p. 52). Language also reduces the 
complexity of conceptual structure by 
pulling together many concepts under one 
symbol, making it possible to establish 
increasingly complex concepts, and to 
use them to think at levels of abstraction 
that would otherwise be impossible 
(Damasio, A.R. and Damasio, H., 1992, p. 
63).  Thus, linguistic representations may 
be said to constitute human knowledge 
in an objective, independent, and 
collective sense, with which the knowing 
subject interfaces (Hacking, 1975, p. 
187).  However, linguistic representations 
do not constitute the knowing subject’s 
understanding in the first instance, for 
understanding as prototypicalexperience in 
multiform vectors and vector sequences 
in the brain, antedates the development 
of language, and is something quite 
distinct from it.  Consequently, human 
understanding resides primarily and 
originally within the brain, and therefore 
an adequate account of this reality is a 
prerequisite for sustaining a coherent 
account of knowledge management 
concepts and practices. 

Implications for knowledge 
management
Recent work in epistemology, the 
philosophy of science, and the branches 
of inquiry comprising the new cognitive 
science, uncovers an understanding of 
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knowledge somewhat different from 
conventional conceptions, which has 
consequences for familiar ways of thinking 
about knowing, and some general 
implications for knowledge management 
concepts and practices. 

In the first of these, conventional 
distinctions between ‘knowing that’ and 
‘knowing how’, or theory and practice, 
which roughly speaking correspond 
to explicit sentential or propositional 
knowledge on the one hand, and knowledge 
of skills on the other, dissolve from this 
perspective.  From the point of view of the 
new cognitive science, all ‘knowing that’ 
is just a form of ‘knowing how’, for the 
task of knowing how to read or produce 
a particular linguistic string of words 
and sentences, or other symbolic tokens, 
and of knowing how to use concepts to 
deliberate, evaluate, manipulate, and 
predict for example, is for the brain still 
an entirely practicalmatter of processing 
prototype vectors, and sequences of 
such vectors.  In this regard, Brown and 
Duguid (2001, p. 51) have noted that ‘… 
the distinction between “knowing how” 
and “knowing that” does not support a 
simple separation between practice and 
theory.  Thinking, after all, is a kind of 
doing.’  Thus, a large amount of practical 
and professional knowledge is better 
construed as a matter of pattern processing 
rather than the logical manipulation of 
rule-based sentential structures.  At best, 
language-like formulations of experience 
are useful to the extent that they can go 
proxy for experience (Evers and Lakomski, 
2000, p. 35), however they cannot replace or 
instantiate the experience of knowing, and 
this has implications for the relative value 

that is attached to knowledge structured 
in static codified forms, and knowledge 
realised as a living, evolving, and dynamic 
process in organisational and knowledge 
management contexts. 

This difference in value orientation goes 
to the heart of a growing controversy 
and debate concerning the proper 
scope and application of knowledge 
management concepts and practices, 
particularly in terms of the narrow and 
problematic emphasis that has been 
placed on information management and 
technology-centric conceptions of the 
field (see Malhotra, 1997; McDermott, 
1999; Spiegler, 2000).  Davenport and 
Prusak (1998, pp. 4-5) characterise the 
nature of this problem as ‘the confusion 
of information – or knowledge – with 
the technology that delivers it,’ and they 
emphasize that ‘the medium is not the 
message’ in this context. Hence, there is 
a growing awareness that knowledge 
management is not solely a technology or 
information management problem, but is 
rather a socio-organizational and cultural 
process issue centred on the promotion 
of intelligent collaboration, active 
organizational learning, and innovation 
(see McElroy, 1999; Tiwana, 2000, pp. 10, 
53, 58; Wick, 2000, pp. 517-518).  However, 
in correcting for the deficiencies of 
conventional thought and action, the 
appropriate response is not to abandon 
or ignore the virtues of information 
systems and technologies for managing 
organizational knowledge, but to integrate 
them intelligently with human cognitive 
properties (see Lueg, 2001, pp. 151-159), 
and organizational learning cultures, 
in support of collaborative knowledge 
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creation, sharing, and utilization 
processes. 

Despite considerable investment, 
attempts to elicit, capture, and codify 
knowledge for expert systems have 
been problematic.  One reason for this is 
methodological, in that systems have been 
designed and built on the assumption that 
knowledge is declarative and more or less 
‘unitary’ in nature, when research indicates 
the contrary, that is, that expert knowledge 
is of several different kinds, in that it is 
represented and manifested in various 
sensory-motor modalities, and is mostly 
tacit.  Therefore, rather than creating 
systems intended to replace human 
expertise, a better approach might be to 
develop systems that augment, complement, 
andsupport human proficiencies, 
and which compensate for inherent 
human fallibilities, weaknesses, and 
limitations.  Hence, on this view, humans 
and computers would be better viewed 
as ‘joint cognitive systems’ (see Berry and 
Dienes, 1993, pp. 133-136). 

If knowledge is viewed from the broader, 
deeper, and richer perspective of the new 
cognitive science, then it is clear that much 
that is of value to organizations consists of 
the vast reservoir of implicit knowledge 
that people embody as intellectual assets, 
including the explicit or declarative 
knowledge that they possess, which is also 
ultimately tacit in its origin.  In knowing 
‘more than we can tell’, propositional 
knowledge is ‘only the tip’ of the 
knowledge iceberg (Sveiby, 2000, p. 21), in 
which the much larger submerged portion 
is the implicit dimension of tacit and 
practical knowledge.  Thus, the technology 

approach to managing knowledge is 
only scratching the superficial and 
visible surface of a much more complex 
and less discernable reality.  Tapping 
into this reality requires approaches to 
organizational communication, problem 
solving, and learning that are active and 
engaging (see Berry and Dienes, 1993; 
Kuhne and Quigley, 1997; Robinson, 1995; 
1996). 

The neurocomputational nature of 
knowledge representation, kinematics, 
and dynamics also suggests a number 
of strategies for managing processes 
of knowledge acquisition, sharing 
and transfer, and individual, social, 
and organizational learning and 
change.  Firstly, it suggests that the 
organisation of education and training 
processes aimed at bringing about 
individual and social change in complex 
context-dependent tasks would be 
facilitated by preserving the realism of 
the tasks that have to be learnt in any 
given case.  This implies that learning 
should occur in the situations or contexts 
to which it applies, or where this is not 
possible, in contexts where such learning 
can be accurately simulated.  Secondly, 
where complex knowledge or skills 
of a practical kind need to be acquired 
or developed, a pedagogy of situated 
experience and learning, or ‘learning-
in-working’ is warranted (Brown and 
Duguid, 1996, pp. 58-82).  Moreover, where 
a practical learning task has a relatively 
complex or non-obvious underlying 
structure, verbal methods of instruction, 
and observation of other more experienced 
people performing the target task, are not 
as likely to generate the required sensory-
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motor performance and effectiveness in 
decision making, as will direct interaction 
with the task itself.  Similarly, assessing such 
implicit skills requires providing people 
with the opportunity to demonstrate what 
they know (see Berry and Dienes, 1993, 
pp. 129-133).  In applying these general 
principles of learning, new knowledge 
is created by dynamic cognitive and 
behavioural processes of search, inquiry, 
trial and error, experimentation, novel 
association, and intelligent adaptation in 
finding and generating adequate solutions 
or resolutions to the demands of particular 
problematic contexts. 

Lastly, the continuity of mind with the body, 
or the embodied mind, with its complex 
structure of material interests and needs, 
contributes directly to the development of 
values, which determines in part the nature 
of perceived problems, and the acceptability 
of solutions to those problems.  Thus, 
direct involvement becomes an important 
methodological principle for those most 
affected by problems for which solutions 
are sought. Furthermore, the socially 
distributed nature of much practical 
knowledge, and the overlapping nature 
of many problem domains, suggests 
that situated learning from experience, 
or action learning, be structured to 
occurcollaboratively.  The method of 
social organization and practical action 
employed in any given case is determined 
by what is learned or discovered about the 
set of empirical features and constraints 
that particular problems or problem 
clusters present, and the amelioration or 
solution of those problems are a function 
of the particular knowledge that emerges, 
or is sourced and utilized, in attempts to 

satisfy the constraints in question (see 
Robinson, 2002).  Hence, methods of 
organization and coordination emerge 
and dissipate flexibly according to the 
empirical requirements of particular 
problem contexts, and their associated 
problem solving processes.  Consequently, 
the nature of practical knowledge implies 
that those most affected or implicated 
in the need for change should be most 
directly involved and engaged in learning 
how to make the changes that are needed. 

Conclusion
Examination of developments in 
epistemology, and in related disciplines and 
branches of inquiry, uncovers a conception 
of knowledge that in its scientific details 
and scope extends far beyond anything 
found in the contemporary literature on 
knowledge management.  The overview 
of developments in the theory of 
knowledge provided here reveals a rich 
and substantial vein of hitherto untapped 
methodological resources from which 
theorists and practitioners alike may draw 
in explicating, extending, developing, 
and justifying knowledge management 
concepts and practices of value and 
significance to modern organizations, 
economies, and societies. The relative 
paucity of discussion, and the immaturity of 
existing debate in matters of epistemology, 
underscores a disconnection, or fracture, 
between current theorizing and research 
in the field, and ongoing intellectual and 
scientific developments in the area.  This 
characteristic of the discipline stands out 
as a curious and disconcerting anomaly 
that does little to promote the growth of 
knowledge about knowledge, which is 
the very focus of knowledge management 
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research and application.  Thus, the 
argument presented here is remedial, for 
it aims to show that further advances in 
the field, of a genuinely scientific kind, 
are likely to hinge on the utilization of 
methodological resources that stem from 
the parent discipline itself, namely the 
evolving sphere of epistemology. 
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Total Management: A Need of Present 
Context of Nepal
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Abstract
Nepal is a land locked country situated between Big Asian Countries India and 
China. The economy of Nepal is basically agro-based, just suffered from earthquake 
and getting deteriorated. Political crisis is severe. Cultural diversities are high. 
Everyone needs development but the country is unable to manage above three 
basic components in effective manner. As a result present crisis is aroused in Nepal. 
Therefore, the country has to concentrate itself on managing economic, political 
and cultural diversity for the solution of present crisis of Nepal.

Key words: GDP, GNI, Bio- diversity, Total Management, Factor Analysis, SWOT- 
Analysis, Chure Bhawar, Tarai- Madhesh

*  Dr. Thakur is Associate Professor at Central Department of Management, Tribhuvan University, Kirtipur, 
Kathamndu, Nepal.

1. Introduction
Nepal is a country located between India 
and China. Its population is 26.5 million 
and occupied 147181 Sq. km. area of 
land which is 0.03 percent of the world 
and 0.3 percent land of Asian countries. 
Mt. Everest-the top of the world- is both 
the identity and glory of this Himalayan 
country. The average length (east-west) of 
the country is 885 kilometers with average 
width (north-south) of 193 kilometers. 
The country has great variety topography 
which is reflected in the diversity of 
weather and climate simultaneously 
(statistical pocket book of Nepal, 2014).

Nepal is a multi-ethnic, multilingual, 
multi-religious, and multy-cultural 

country. There are 123 languages being 
spoken in Nepal whereas 125 caste and 
ethnic group residing in a uniquely 
harmonized Nepalese society(Statistical 
year book 2013). Lord Buddha was born in 
Lumbini of Nepal some 2500 years ago.

Shah dynasty ruled the country for 250 
years as a kingdom turned into federal 
republic of Nepal in 2063-64 B.S.. The 
new constitution of Nepal 2072 has been 
declared which is not accepted by the 
people of Tarai-Madhesh and others of 
Hill and Mountain regions.

Nepal is rich in natural resources such 
as forest, water, and bio-diversity. Forest 
covers approximately 39.6% of land of 
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total area. The all- season rivers touches 
hundreds in number though have 
not yet been exploited in generating  
electricity and irrigation. Bio-diversity 
is important for Tourism industry. 
Tourism is the largest industry and one 
of the key sources of foreign exchange in 
Nepal. Nepal is a unique destination for 
mountaineering, trekking, rafting, and 
jungle safari. It possesses eight out of ten 
highest mountains in the world. There 
are 10 world heritages and unbeatable 
combination of natural beauty and cultural 
riches (statistical pocket book,2014).

Ecologically the country is divided into 
three regions, running east to west. They 
are the Mountain, Hill, and Tarai(plains). 
Mountain region consist large number 
of magnificent snow covered mountains. 
Almost all big rivers running through 
country originate from this region. It is the 
most sparsely populated region i.e. 6.73% 
of the total population. The Hill region 
is located between the Mountain and the 
Tarai region. This region comprises several 
attractive peaks, fertile valley and basins 
which are relatively densely populated. 
This region accounts largest share of the 
land area and share 43.1% of the total 
population. Similarly, Tarai-Madhesh lies 
in the southern part of the country, consists 
of a low flat land and accommodates 
50.27% of total population in 2011. This 
area includes most of the fertile land 
and dense forest of the country. Fertile 
land in irrigation facility area permits the 
cultivation of wide variety of crops three 
times in a year.

Nepal, in respect of culture heritage, is 
one of the richest members of the world 

cultural community. It is a homeland of 
several caste/ethnic groups of people 
reflects varieties of cultures. Hinduism is 
the major religion of Nepal. According to 
population census of 2011, 81.34 percent 
of people of Nepal are follower of Hindu 
religion.

Since Nepal is rich in different resources 
like natural, water, cultural etc. The 
country currently suffered from Earth- 
quake causes huge destruction of physical 
properties. Political situation of the 
country is instable. People are not happy 
with present constitution declared in 2072 
B.S. Economy of the country is getting 
deteriorated due to the strikes held in 
Tarai-Madhesh. Agriculture sector is 
deteriorating year by year. Man powers 
are going abroad. Industries are suffering 
from losses and started to be shut down. 
All these problems have their root causes 
which are studied three headings (major 
factors). They are political economic and 
cultural factor. The Total Management 
of above three factors will be helpful to 
manage the country as a whole.

2. Objectives of the study

The following objectives are taken for the 
study:

To identify the major causes of political • 
crisis in Nepal.

To examine the major factors • 
deteriorating the economic condition 
of the country.

To explore the strength and weaknesses • 
of cultural aspects of the country.
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To provide suggestions regarding • 
Total Management of Nepal in present 
context of the country.    

3. Research methodology
This study is based on descriptive and 
analytical research design. Both primary 
and secondary sources have been used 
for this study. Primary sources used are 
personal observations, focus groups 
discussions made among politicians of 
different parties of the country, economists, 
and professors of political science, culture, 
and management. Secondary sources 
used are; publications of central bureau 
of statistics, Nepal, and Economic survey 
from Ministry of Finance, Nepal. For the 
purpose of analysis of the data, different 
tools and techniques like Factor Analysis, 
SWOT Analysis is used.

4. Limitations of the study
This study is confined to the present 
situation of the country, Nepal. It is also 
limited to verifying major three causes 
which have the coverage of more than 80% 
of the problems based on Factor Analysis.

5. Results and discussions 
This study is concerned with identifying 
the major factors which have major 
implications on the present crisis of the 
country. Therefore, this part of the study is 
classified into three parts which consist of 
three major factors responsible for present 
situation of the country.     

Political aspecta) 
Politics is the root part of the system 
of the country through which system 
of good governance can be developed. 

Representatives of people are selected 
to govern the country and develop a 
constitution or amend the rules and 
clauses of constitution. They are acting 
as a facilitator between people and 
government. To play their role effectively, 
they have to assess the need of people and 
country as a whole. The major political 
problems of our country Nepal are;

First, Amendment of the certain • 
clauses of Nepalese constitution, 2072 
B.S., regarding equal rights of the 
people of Nepal to govern the country 
through participating reciprocally in 
each and every sector and activities of 
the country for the purpose of good 
governance by doing effective planning, 
implementation and control of budgets 
and administration of Nepal.

The second problem is, Restructuring • 
of the country according to the need 
of people and the country as a whole. 
Our country has three basic geography 
and environment. They are Mountain 
(Himalayas), Hills and Terai-Madhesh. 
Three distinct geographies have 
their separate strengths, needs and 
potentialities which are to be brought 
into consideration for restructuring 
purpose. Himalayan region has certain 
features and need of the people. Herbs, 
agricultural products like potato, 
apple, dairy products live stocks for the 
purpose of meat, have great potentials 
in this region. In the Mid-region (Hills) 
has moderate climate. This part of the 
country can be effectively used for 
residence purpose, growing orange and 
other fruits and also to conserve forests, 
wild animals and to protect from soil 
erosion. Finally, Terai-Madhesh is the 
territory where the climate is warm, 
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not suitable for residence but most 
suitable for growing at least three types 
of grains within a year through which 
we can fulfill the need of food of the 
people of our country.

The third major problem is corruption. • 
Corruption is a mentality and related to 
behavioral part of the human being. It 
is made possible with the help of both 
kind of people. They are political leaders 
or representatives and bureaucrats 
of the country. In most of the cases of 
corruption it is found the involvement 
of political leaders, who are facilitated 
by the bureaucrats of concerned sector 
of the government. A need is to control 
it through strict rules and mechanism. 
Controlling part of governance is 
felt very weak because of political 
interference. Political interference also 
affecting even the judicial mechanism 
and its implementation part i.e. Home 
ministry, to execute the decision 
of court. Therefore, corruption is 
increasing day-by-day.

Economic aspectb) 
Nepal is one of the least developed 
countries of the world. 83 percent 
of total populations live in the rural 
areas. Agriculture is the mainstay of 
the economy accounting for one third 
of GDP. Per capita GDP and per capita 
GNI are projected to be US $ 703 and 
717 respectively. As per Nepal Living 
Standards survey, 2010/11 shows that 
about 25.2 percent of the population still 
lives below poverty line. Literacy rate 
for the year 2011 is 65.9 percent which 
is much lower to upgrade the pace of 
development by making optimum use 

of human resources (statistical year book 
2013).      

The statistics presented above shows that 
the economic condition of our country 
is very weak. Agricultural products 
are low, industries are suffering from 
unavailability of Raw materials, skilled 
labor and appropriate technology. We 
have to buy raw materials from another 
countries. Skilled labors are sent in 
foreign country for higher remittance. 
Manual labors are also not available for 
agricultural purpose. We are unable 
to use appropriate technology because 
of unavailability of capital with small 
farmers and skilled manpower. Most of 
the industries have been shut down or 
closed because of conflict, fuel crisis and 
extortions demanded by agents of the 
political parties and informal groups of 
our country.

Agriculture sector is suffering from 
irrigation problem. Terai-madhesh is a 
territory where grains can be produced 
thrice in a year. Most of the part of 
Terai-madhesh is appropriate for the 
production of food grains but their major 
problems are irrigation, soil conservation 
and appropriate plan for agricultural 
development.

Soil conservation is a big problem. I. 
The forest of Chure Bhawar is mostly 
destroyed. The forest of mountain 
(Mahabharata range) also nearly 
destroyed. As a result soil erosion 
takes place and during rainy season 
those concrete mix sand are stored in 
farming land. There are many small 
rivers originated from Chure and 
Mahabharat range and most of them are 
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filled by such soil erosion. As a result, 
in rainy season flood arise and through 
overflow of water of the rivers, sands 
are stored in farm land. As we know 
sandy soil requires more water, but we 
are not managing this situation.

The second problem is irrigation. II. 
Irrigation is the regular need of the 
farming to produce agricultural 
products like grain, fruits, fisheries 
etc. There are three major resources 
for irrigation. They are natural rain, 
rivers and boring i.e. deep tube well. 
Natural rain is declining year by year 
and does not occur when it is required. 
Deep tube well is not found successful 
in many places because of low water 
level in the southern part of Tarai. But 
we have many small and big rivers 
flowing from this region. Many small 
rivers can be interconnected and can be 
used for permanent irrigation source 
for farming.

Third problem is appropriate planning III. 
of agriculture sector. As we know 
there are three types of climate and 
territories in our country. All territories 
are appropriate for specific kind of 
products and have suitable kind of 
soil. The lacking is segregation of 
land to improve productivity. Mostly 
in terai-madhesh, there is a need of 
planning about the use of specific land 
for specific product. The farming land 
is divided into small areas in terms of 
ownership which is not appropriate 
to use farming technologies. They are 
to be brought into appropriate size. 
Marketing problem is severe. Therefore 
country should provide appropriate 
solutions through proper planning.

Cultural aspectsc) 
Nepal is such a country where three 
different climate and territory exist. 
Different Religious communities like 
Hindu, Buddhist, Jainism, Muslim etc., 
Races like Aryan, Mongolian, and castes, 
have different culture, way of life and 
disciplines which are our strengths. 
Diversities are our assets. All kinds of 
diversities have certain merits or strengths 
but we are unable to utilize those strengths 
for the betterment of the country. As we 
know, culture creates demand, demand 
creates production, and production 
creates employment. Diversity is helpful 
to develop alternatives for selection 
of appropriate human resources in a 
specialized manner. All caste and tribes 
are important to build the nation. Each 
and every diversities are contributing in 
terms of tax, physical and mental energy 
and taken as beauty of the nation. The 
requirement is how to accommodate, 
utilize and maintain these strengths and 
potentials for the sake of development of 
the nation.   

6. Recommendations 
The discussions made above are critical 
issues in the present context of the country 
Nepal. Till those issues are not addressed, 
the solution of the country cannot be 
obtained. The Total Management of 
above three aspects are important and 
needed. The following recommendations 
are made for the solution of present crisis 
of Nepal.

Amendment in the new constitution • 
should be made to make people 
sovereign and also to eliminate                 
discriminations held by the country.
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Restructuring of the country should • 
be made on the basis of Mountain, 
Hill and Tarai into three states so that 
development budgets can be developed 
in unique way and its implementation 
become easy to address the need of the 
people of specific territory.

Agricultural development plan should • 
be developed on the basis of preference. 
The first preference should be given to 
Terai- madhesh so that food grains can 
be made available sufficiently to the 
people of our country within a year. 

The forest of chure and mahabharat • 
range should be conserved and 
developed.

Rivers should be interconnected so • 
that irrigation can be provided timely 
in Tarai-madhesh region.

Cultural diversity should be maintained, • 
recognized and used for recruitment 
and selection of appropriate manpower 
needed to handle different sector of the 
country efficiently.

Corruption control mechanism • 
should be strictly developed and 
implemented.
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Employee Development Programme in 
Agriculture Development Bank Limited 

(ADBL) of Nepal: A Survey

Dr. Tej Narayan Prasad Nepali*

Abstract
People need competencies that are basically concerned with their knowledge, attitudes, values and 
skills in order to perform their assigned tasks in the desired manner. Higher degree and quality of 
performance of tasks requires higher level of degree of skills. Without continuous development of 
competencies in people an organisation is not likely to achieve its goals. Competent and motivated 
employees are essential for organisational survival, growth and excellence. Over a period of time, 
an organisation may achieve a saturation point in terms of its growth. 

It is the proved fact that no organisation can grow today without giving priority to employee 
development has got no meaning without its proper strategy which we observe in the form of 
programme and policies. A strategy is a course of action planned to the undertaken to achieve 
desired goals. ED is most needed in a country like Nepal for the development of service sectors 
particularly banking sector specially ADB which is working there as agriculture development 
agents and agencies and which has bear a greater impact on the economic development of Nepal, 
however agriculture and its development agency particularly bank has been lagging far behind. 
They need continuous competence development of their staff that has to act as agents of development. 
Development agents require a high degree of motivation and complex skill to deal with people 
particularly in rural Nepal and influence their attitudes, habits and behaviour.

The Agricultural Development Bank of Nepal (ADBN) was established in 1968 with 
the aim of rural development through extending agriculture and rural credit. With the changing 
scenario of the world it has been incorporated as Agricultural Development Bank and under 
company’s Act 2053 with the enactment of Bank and financial institution Act (BAFIA), ADBN 
Act 1967 was repealed and the operation of ADBL is now governed by the BAFIA. At the same 
time as with its restructuring process, ADBL has established itself as a public limited bank with an 
A class operational license from Nepal Rastra Bank in Accordance with the provision of BAFIA. 
This new individuality provides the bank abundant opportunities to conduct full-fledged banking 
activities. Moreover, the Bank has broaden its range of credit services and provided all facilities to 
meet the entire banking need of the enterprises and the household purely based on the feasibility of 
the business enterprise and the repayment capability of the borrowers.

*Dr. Nepali is Associate Professor at Nepal Commerce Campus Minbhawan
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The present paper will focus o the various development programmes matter related 
to the ADBL of Nepal, opinion of the respondents on development measures and will advance some 
suggestions for better ways and means to improve the training and development programmes.

Introduction
Higher degree and quality of performance 
of tasks requires higher level of degree 
of skills. Competent and motivated 
employees are essential for organisational 
survival, growth and excellence. Any 
organisation that is interested in improving 
its services and its effectiveness in other 
ways that is cost reduction, reduction in 
delays, increased customer satisfaction, 
improved quality and promptness of 
services, market image etc which needs 
to develop its employee competencies to 
perform the tasks required to bring about 
such improvements.

In banking sector, training and 
development is one of the important tools 
which transfer an employee to a better 
employee. Employee Development is 
basically concerned with the systematic 
process of growth and development 
by which the managers develop their 
managerial skills, efficiency and capability 
to manage the organisational activities. 
Employees Development Programme are 
generally organised in different ways such 
as on the job or off the job. Evaluation of 
Employee Development Programme 
generally means the assessment of value 
a work as performed by the employees in 
comparison to previous situations. The 
important tools of evaluation of Employee 
Development Programme are observation, 
rating scale, trainee survey and trainee 
interview, job satisfaction, morale, 
promotions, behavioural change, etc. in 
the form of productivity and efficiency.

Agriculture Development Bank Limited of 
Nepal (ADBL) was established in 1968 as 
successor to the cooperative Bank under 
the Agriculture Development Bank Act 
1967 with the main objective of providing 
institutional credit for enhancing the 
production and productivity of the 
Agriculture sector in the country so that the 
socio-economic status of rural population 
could improve. ADBL has established 
itself as a public limited bank with a Class 
–A operational license from Nepal Rastra 
Bank in accordance with the provision 
of Bank and Financial Institution Act 
(BAFIA). This new individuality provides 
the Agriculture Development Bank 
Limited (ADBL) abundant opportunities 
to conduct full-fledged banking activities. 
The Land Reform Savings Corporation 
was merged with ADBL in 1973.

Agriculture Development Bank Limited 
(ADBL) is an autonomous organization 
largely owned by Government of Nepal. 
The enactment of Bank and Financial 
Institution Ordinance (BAFIO) in February 
2004 abolished all Acts related to financial 
institutions including the ADBN Act, 1967. 
In line with the BAFIO, ADBL has been 
incorporated as a public limited company 
on July 14, 2005. Thus, ADBL operates as 
a "A" category financial Institution under 
the legal framework of BAFIO and the 
Company Act, 2053.

ADBL is the first bank to use computer 
technology in Banking in Nepal. It is gearing 
up to implement CBS at its branches to 
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modernize the banking operation. ADBL 
has largest branch network in Nepal and 
providing modernized banking services 
to rural as well as urban areas with a 
centralized system. The major activities 
carried out on Small and Micro enterprise 
are - Wholesale Lending; Micro, Cottage 
and Small Industry Loan; Youth and Small 
Entrepreneurs Self Employment Credit 
Programme; Micro Insurance (Crop 
and Livestock Security Programme); 
Social and Community Development 
Programme; Skill and entrepreneurship 
development training programme for 
potential Entrepreneurs; etc. 

So far the status of the employees of ADBL 
are concerned it is found that two types 
of employees are working at the bank. 
One category of the employee is known 
as officers & other category is known as 
associate. There are four categories of 
Officers & three categories of assistant and 
one category is for Group 'D' employees. 
Officers have been classified as special class 
officers, Class I officers, class II officers & 
class III officers. Assistant have also been 
grouped under I, II & III. They are being 
assigned responsibility accordingly. They 
need training & development as per their 
assignment. 

The ADBL has its own headquarter 
which is located in Kathmandu. It has ten 
regional offices. There are five regional 
training centres also for providing training 
to employees. The operation of the bank 
has been classified into Agriculture cum 
rural operation and commercial banking 
operation. There are fifty branch offices 
and eighty eight sub-branch offices 
which have been promoted exclusively 

for developing agriculture and rural 
infrastructure. Fourteen main branch 
offices, sixty two branch offices and eleven 
sub branch offices have been established 
for providing financial assistance to 
commercial and business activities in 
the country. There are five categories of 
branches. These are Main branch & four 
other branches have been categorised as 
A, B, C & D by keeping in view the volume 
of credit outstanding. 

The offices associated to Agriculture 
Development Bank Limited of Nepal 
are categorised in four parts like- 
Administration and Training, Agriculture 
and Rural Financing, Commercial Banking 
Operation and Development Activity. Total 
386 offices are working in Nepal which 
has assigned different tasks of Agriculture 
Development Bank Limited.

Objective of the Study
The objective of the proposed research 
work was to identify the feasibility and 
the realistic contribution of executive 
development programme and policy of the 
Agriculture Development Banks of Nepal 
in globalisation period. The Researcher 
had examined a number of questions 
relating to the executive development 
programme like-

i.  To know the types of development 
programmes provided to employees 
in the Agriculture Development 
Bank Limited of Nepal;

ii.  To evaluate the different 
development programmes of the 
employees;
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iii.  To measure the impact of employees’ 
development programme on the 
organisational performance;

iv.  To identify the components 
of employee development 
programme;

v.  To know the expenditure on 
employee development programme 
and the allocation of budget;

vi.  To know the opinion of the 
respondents on development 
measures,

vii.  To find out the effectiveness of 
development programmes among 
bank employees, 

viii.  To provide suggestions for better 
ways and means to improve 
the training and development 
programme; 

ix.  To measure the advantage of 
development programme of the 
ADBL; etc.

These were the basic objectives which were 
considered by the researcher to complete 
the research project in Agriculture 
Development Bank Limited of Nepal.

Methodology
In the present study, extensive uses of both 
primary and secondary data were made. 
For collecting the primary data, field survey 
technique was employed in the study. First-
hand information was collected from 100 
respondents of banking sector in Nepal. 
Random sampling method was employed 
for selecting the respondents from the 
banking industry and especially from the 
Agriculture Development Bank Limited 

of Nepal. Interviews with the officials as 
well as with the machineries involved in 
implementing the employee development 
programmes and policy of the Agriculture 
Development Bank Limited has also 
be organised for the same. In addition 
to, annual reports of banks, journals, 
publications, news, bulletins, books, etc. 
have also been consulted for collecting the 
authentic data for the research work.

Employees Development 
Programme in ADBL, Nepal 
Agriculture Development Bank Limited 
(ADBL) is adopting advanced Core 
Banking System to provide banking 
service to its customer in such a way that 
the new technology could be a leading 
edge technology to maintain a competitive 
advantage in the banking industry. In the 
changed context, training centres need to 
formulate the policies in accordance with 
the new vision, mission and objectives as 
well as shift it from development bank to 
A class commercial bank. 

Training programmes organized by 
CTI are more multidisciplinary as well 
as comprehensive. It is closely related 
to enhance managerial, institutional 
and technical knowledge and skill of 
ADBL personnel. In the field level, 
Regional Training Centres (RTCs) have 
consistently brought significant key role 
in human resources development and 
have organized numerous training and 
workshops for staff and entrepreneurs. 
CTI and RTCs basically provide training 
on the following courses.
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Table No. –1: Areas of training for Staffs
Business staff Support staff
Business planning Accounting
Risk management Internal auditing
Credit appraisal Management Information System
Credit management Financial analysis
Portfolio management Human resources management
Market analysis Hardware maintenance
Market promotion Trainers' Training
Comprehensive banking (Advanced)
Problem account management
Managerial Skill Development

There are mainly two training Institutes for providing training to farmers bankers and other 
Entrepreneurs of Nepal. These institutes have been promoted by ADBN. These are Central 
Training Institute and Regional Training centres. Central Training Institute is located in 
Bode Bhakatpur, Kathmandu, Nepal and five regional training centres are as follows:

Table No. - 2: Regional Training Centres
Name Established in Location District Coverage District
Eastern RTC 1984 Letang Morang 15
Central RTC 1984 Birendranagar Chitwan 20
Western RTC 1984 Mangalpur Rupandehi 16
Mid-Western RTC 1985 Pipari Banke 15
Far-Western RTC 1989 Dhangadhi Kailali 9

Source: Annual report of RTCs

The Centres provide training and also involved in employee development to male and 
female employees in the globalisation period. The cumulative achievement of all training 
centres is given below:

Table No. – 3: Cumulative Achievement of Training Activities

Training Centre No. of Participants
Male Female Total

Eastern RTC, Letang 42119 23945 66064
Central RTC, Birendra Nagar 51353 26568 77921
Western RTC, Mangalpur 44790 26637 71427
Mid-Western RTC, Nepalganj 33903 22052 55955
Far-Western RTC, Dhangadhi 13495 8091 21586
Total in five RTCs 185660 107293 292953
Central Training Institute 75261 6363 81624
Grand total 260921 113656 374577

Source: Annual report of ADBL, FY 2012-13
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This study shows that all the regional 
centres have played very important role in 
providing training to the participants from 
the date of their establishment FY 2012-
13. It is clear from the study that 374577 
participants have been benefited through 
training in aggregate. 

It is found from the study that Agriculture 
Development Bank of Nepal has 
developed its own HRD programme 
and policies regarding recruitment, 
induction, placement, transfer, promotion, 
performance evaluation, compensation, 
training and development, release and 
retirement and disciplinary and grievance 
handling area. However human resource 
development is basically concerned with 
the training programme through which 
the managerial skill of the Banker, farmer 
and other entrepreneur is developed in 
the interest of the Bank. 

Nepal desires to continue with the country’s 
economic and social development, in 
particular, with the development of 
agriculture and the strengthening of the 
food security system. The agriculture 
sector dominates the economy providing 
about 35% of the GDP and employs more 
than the manufacturing, service and 
tourism sectors combined. Agriculture 
absorbs about 75% of Nepal’s labour force 
and three-quarters of all households are 
employed in the sector. 

Analysis and Interpretation
Total 100 respondents were selected on 
random basis and interviewed during the 
survey belonging to the branches of ADBL 
and situated in different area of Nepal. 

The responses shared by the respondent 
have been analysed and interpreted.

The study also sought to establish the 
method of training and development used 
in the organization. The given responses 
have been analysed below:

Table No. - 4: Method of training and 
development 

Method of 
training and 
development

No. of 
Respondents Percentage

On job training 
method 58 58%

on line training 31 31%

off-the-job 
method 11 11%

Total 100 100

The study further inquired on the criteria 
used for promotion in the organization. 
The given responses have been analysed 
below:

Table No. – 5: Criteria used for 
promotion

Criteria used 
for promotion

No. of 
Respondents Percentage

exemplary work 47 47%

work experience 40 40%

length of service 13 13%

Total 100 100

The employee development programme 
also improves the organizational 
commitment due to which the achievement 
of goal and growth of the organisation 
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become certain. The given responses in 
this regard have been analysed below:

Table No. –6: Impact on organizational 
commitment

Impact on 
organizational 
commitment

No. of 
Respondents Percentage

Yes 78 78%
No 4 4%
Cannot say 18 18%
Total 100 100

There are different problems related to 
employee development programme due 
to which the rate of success of employee 
programme is found poor. The given 
responses in this regard have been 
analysed below:

Table No. – 7: Problems related to 
Employee Development Programme

Problems related 
to Employee 

Development 
Programme

No. of 
Respondents Percentage

Lack of 
consciousness 
among employee

27 27%

Lack of infra-
structure in 
training centres

7 7%

Lack of 
recognition 
of employee 
development 
programme in 
promotion

18 18%

Lack of latest 
method for 
employee 
development

48 48%

Total 100 100

The rate of success of training and 
development programme is also an 
indicating factor related to quality of 
employees and growth of the ADBL. The 
ADBL provides training to the employees 
in CTI and RTC and spends huge amount 
every year to conduct the programme. The 
given responses in this regard have been 
analysed below:

Table No. – 8: Success rate of Employee 
Development Programme

Success rate 
of Employee 
Development 
Programme

No. of 
Respondents Percentage

Highly success 2 2%
Success 21 21%
Not success 68 68%
Totally failure 9 9%
Total 100 100

The organization commitment was not 
high among the employees in ADBL of 
Nepal. In order to improve the efficiency 
of employee in the present job and prepare 
himself for the higher level job, the effective 
employee development programmes are 
necessary. It is also needed to banking 
policies, new technology and the changing 
environments. 

Important Findings
Some important findings of the study are 
as follows:

1.  58% of the respondents posited that the 
method of training and development 
was on-the-job training method, 31% 
said it was done as on line training 
while 11% said it was done as off-the-job 
training method. This depicts that the 
organization used various strategies of 
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employees’ training and development 
with on-the-job training method being 
the most significant strategy.

2.  From the findings, 47% of the 
respondents posited that promotion 
was based on exemplary work, 40% 
said it was based on work experience 
while 13% posited that promotion was 
based length of service. This illustrates 
that the organization emphasized 
on employees’ performance in 
implementing the employee promotion 
as an employee development 
programme.

3. According to the findings, 78% 
of the respondents favoured the 
impact of employee development on 
organisational commitment and 4% 
respondents were in against. Similarly 
18% respondents were neutral on 
such matter. This depicts that the 
organization used various strategies of 
employees’ training and development 
being the most significant strategy for 
organisational commitment.

4. According to the findings, 27% of 
the respondents opined as lack of 
consciousness among employee, 7% 
of the respondents opined as lack of 
infra-structure in training centres, 
18% of the respondents opined as 
of the respondents opined as lack of 
recognition of employee development 
programme in promotion and 48% of 
the respondents opined as lack of latest 
method for employee development are 
the problems of employee development 
programme.

5. According to the findings, 2% of the 
respondents opined as highly success, 
21% of the respondents opined as 

success, 68% of the respondents 
opined as of the respondents opined as 
not success and 9% of the respondents 
opined as totally failure about the 
employee development programme of 
the ADBL.

Suggestion
After the completion of intensive study on 
the subject, some important suggestions 
are concluded by the Researcher which 
are as follows:

1.  The number of branches and account 
holders is gradually increasing but 
the number of officers and assistants 
in ADBL is not enhancing. So, it 
is suggested that the number of 
employees in every branch as well as 
in total should be enhanced.

2. At present time the information 
technology is supporting the all 
activities of ADBL also or evens all 
sectors. But the appliances related 
to information technology are not 
sufficient in all branches of ADBL. It 
is suggested that the technical devices 
and proper training for its operation 
should be provided in all branches of 
ADBL.

3.  The employees belonging to ADBL 
have to face competition with other 
private and multi-national banks 
in Nepal. But the growing number 
as well as the number of customers 
in other banks in respect to ADBL 
is very much. It indicates the poor 
performance of the employees 
belonging to ADBL. So, it is suggested 
that proper employee development 
programme should be provided with 
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modern technology to the employees 
of ADBL.

4.  The employee development 
programme based on attitude as well 
as motivation of employees towards 
the work performance should be 
incorporated by the ADBL and proper 
monitoring system of evaluation 
should be implemented to know the 
success.

5.  Timely evaluation of the success of 
employees’ training and development 
programmes are most important 
for the ADBL of Nepal. It should be 
incorporated in strict manner.

6.  The employees’ training and 
development programmes should 
be compulsory and at a definite 
time interval. It will only be possible 
when the ADBL will link the 
employees’ training and development 
programmes with promotion 
opportunity.

7. The training and development 
programme which is organized by 
the ADBL should result in effective 
co-ordination among the employees 
and also adequate training is needed 
for the trainee to improve the 
performance, skills and knowledge 
regarding object handling. So the 
training period should be extended. 

8.  ADBL employees’ feedback can be 
obtained about the training given 
by the banks. So that training 
can be improved further to their 
expectations and thus their services 
to the customers could be increased 

and accomplishment of objectives 
could be made easier. 

9.  The ADBL employees have to be 
given a motivation on how important 
training is in order to meet the routine 
problems and rewards can be given to 
the person who attends the training 
consistently. 

10. Since this study explored perceived 
relationship of employee development 
programmes and organisational 
commitment at ADBL of Nepal, it 
recommends that; a similar study 
should be done in other banks in 
Nepal for comparison purposes and 
to allow for generalization of findings 
on effects of employee development 
programmes on organisational 
commitment in the commercial 
banking sector.

11. The study recommends that the 
management of the ADBL should 
offer regular employee training to 
its human capital to equip them 
with modern skills executing their 
mandate to enhance their employee 
commitment. The study recommends 
that the management of ADBL 
should review their policies guiding 
the implementation of employee 
development programmes and 
address the existing bottlenecks to 
increase employee organizational 
commitment.

12. Majority of the employees were 
not satisfied with the promotional 
system in place in terms of fairness, 
consistency and criteria of promotion. 
So, the promotion should be linked 
with the remarks or results of 
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employee development programme 
in ADBL of Nepal. 

13 The study recommends that the 
management of bank should relook 
at the job promotion strategy and 
address the bottlenecks related to 
it, to ensure that more deserving 
employees are rewarded to enhance 
their commitment.

14. The management of ADBL should 
incorporate the opinion of the staff 
in formulating and implementing the 
employee development programmes 
to enhance their success and 
sustainability.

15.  The method of training and 
development were on-the-job training 
method, off-the-job training method 
and on line training respectively. 
This depicts that the organization 
used various strategies of employees’ 
training and development with on-
the-job training method being the 
most significant strategy and the work 
performance of employees should be 
evaluated in ADBL of Nepal.

16. The study also concludes that the 
training offered to the employees in 
the organization was relevant to the 
task they performed. This illustrates 
that the skills and knowledge that the 
employees gained through employees’ 
training and development were based 
on the tasks that they performed. 
Thus, the skills made them highly 
competitive in their mandates. 

Conclusion
The ADBL engaged in employees training 
and development programme which point 

to the fact that the organization conducted 
employees training and development 
programme to enhance organisational 
commitment in the banking industry. 
The method of training and development 
were on-the-job training method, off-
the-job training method and on line 
training respectively. This depicts that 
the organization used various strategies 
of employees’ training and development 
with on-the-job training method being the 
most significant strategy. The study further 
revealed that the training offered to the 
employees in the organization was relevant 
to the task they performed. This illustrates 
that the skills and knowledge that the 
employees gained through employees’ 
training and development were based on 
the tasks that they performed. Thus, the 
skills made them highly competitive in 
their mandates.
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Impact of Citizenship Behavior on Service 
Quality in Nepalese Private Organizations 
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Abstract 
The purpose of this research is to examine the influence of Organizational Citizenship 
Behavior towards the Service Quality performances in private organizations in Nepal. 
The population of this research is the all level employees of 6 Private organizations in 
Kathmandu. The sample chosen for this research are 155 with 63 percentage response rate 
of employees. The research result revealed that the Organizational Citizenships Behavior 
(OCB) significantly influenced the service quality performances in private organizations 
in Nepal.

Key words: Organizational Citizenship Behavior, Service Quality Performances, OCB 
Indicators, 
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Research Background1.0 
In order to achieve the highest service 
quality performances, it is needed the 
understanding of what the customer’s 
needs and wants together with how to 
deliver the excellent services based on the 
customer expectations. There are many 
factors that influence the service quality 
performances. One of the factors is how to 
grow the sincerity, the pleasure feeling, and 
the corporate culture where the employees 
can help and support each others in order 
to deliver excellent service quality to the 
customers (Olorunniwo, et al., 2006). The 
employee behaviors that doing their job 
descriptions with voluntary, sincerity, 
and happily to deliver excellent services 
even without any supervising or ordering 
from the upline manager is defined as 

Organizational Citizenship Behavior 
(OCB), Organ et al (2006).

There are many researches that focus on 
the importance of OCB toward service 
quality performances; Yoon and Suh 
(2003), showed the positive influence of 
OCB toward service quality on travel agent 
performances in Korea; Hui et al, (2003), on 
tellers bank performances in Hong Kong; 
Castro et al (2004), on financial instution 
performances in Spanyol. Meanwhile this 
research is focused on the influence of the 
employees’ OCB towards service quality 
performances in private organizations 
in Nepal. Based on the research problem 
formulation then the purpose of this 
research is to investigate the influence of 
the Organizational Citizenship Behavior 
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towards the service quality performances 
of the employees in Nepalese private 
organizations. Based on the brief 
explanation on the research background 
then the formulation of the research 
problem statement is as follow: Does 
the Organizational Citizenship Behavior 
(OCB) positively influence the service 
quality performances of the employees in 
private organizations in Nepal?

Organ (1999) defined the organizational 
citizenship behavior as the employee 
behavior in which the purpose is to increase 
the efficiency of company performances by 
accomodating the purpose of individual 
employee productivity. T

Based on Stamper and Dyne (2004), OCB 
is the intangible employee behavior, 
indirectly, and implicitely known by the 
reward system that in aggregrate will 
influence the effectivity of some managerial 
funcitons within the organization. The 
focus of this concept is to indentify the 
employee behavior that is measured 
often by using traditional performance 
measurement. There are two factors that 
influenced OCB, they are the gap between 
management perception and employee 
perception toward the job description 
and job responsibility; and the employee 
perception towards the job responsibility 
and job performance are determined by 
the employee job satisfaction.

1.1 Service Quality 
Payne (1993:6) and Kotler (2000) argued 
that service is the activity which has 
intangible element and involving the 
interaction between the service provider 
and consumer or consumer’s property 

where there is no transfer of ownership. 
The nature of the service is inconsistent 
and the production of services could 
and could not relate directly to physical 
product. 

Shostack (1997) argued that the employee 
is often perceived as the service itself, 
therefore it is not surprisingly that many 
service experts stated that the employee 
is the backbone of the service company. In 
customer view, the employee has become 
the general reflection of the company 
service performances as the whole. The 
customer satisfaction is the key main 
consideration in creating excellent 
services. This supported by Djati (2005) 
argued that there is a tendency of service 
provider to adjust its service into what 
customer wants. In addition, the service 
quality can not be separated from the 
quality of service provider. The employee 
is the important element in the process 
of service delivery. Many studies related 
to service quality showed that in order to 
create maximal service performances, it is 
needed to combine the intangible and the 
tangible elements. 

According to Liljander and Strandvick 
(1994), the customer satisfaction is 
the result from the personal customer 
experiences during the service delivery 
processes. The customer evaluates the 
service values that they got from their 
service consumption experience. In 
addition, the customer satisfaction is 
also the result from the product quality 
that can meet the customer expectation.  
Unfortunately, this concept is rarely found 
in service area studies (Webster, 1991).
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2.0 Research Conceptual Framework
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Figure 1. the conceptual framework

2.1 Research Hypothesis
“The Organizational Citizenship Behavior 
of employees significantly influences  the 
Service Quality performances of the privates 
organizations in Nepal”.This hypothesis is 
based on the previous study done by Bell 
and Menguc (2004) argued that there is 
positive relationship between the employee 
and the Organizational Citizenship Behavior 
who directly interact with the customer, and 
the customer perception toward the Service 
Qualty performances.

3.0 Research Method
This research is causal explanation where it 
tries to explain the influence of independent 
variable toward the dependent variable 

(Maholtra, 2003). The population of this 
research is the employees of 6 private 
organizations in Nepal and sample size 
is 155 respondents with 63 percentage 
response rate,  Proportional non random 
sampling method by using convenience 
sampling technique is chosen to take 
the research sample from the private 
organizations. The formula by Steel and 
Torry (2000) is used to determine the 
sample size of each private universities as 

follow: n = 
( )

( ) ( ) qxpxZdxN
qxpxZxN

2
2/1

2

2
2/1

1 α

α

+−

Based on the research formula, there are 
155 respondents chosen as the sample and 
next from the sample size, the proportional 
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technique is used based on the total 
population.

4.0 Research Operational Definition 
and Measurement Indicators

4.1 The Organizational Citizenship 
Behavior 

Organizational Citizenship Behavior is 
defined as the positive behavior of the 
employee toward his / her workmates 
in purpose to achieve the goals of the 
organization. There are 5 dimensions within 
the Organizational Citizenship Behavior, 
they are:

Altruism a. 
The evaluation of employee behavior 
in term of the cooperation and the 
coordination toward his/her workmates 
when accomplish the job descriptions. 
There are two measurement indicators:

Always helping the workmates who  •
have huge working load

Proactive supporting the up line  •
manager to finish the job target

Conscientiousness b. 
The evaluation of employee behavior 
that exceed the company standard and 
regulation in terms of working hours, 
rest hours, the obedience towards 
the regulation, etc. There are two 
measurement indicators:

Working based on the job  •
description even though without 
any monitoring from the up line 
manager. 

Working in effective and efficient  •
way.

Sportsmanship c. 
The evaluation of employee behavior 
that willing to understand the certain 
condition and situation without any 
complains. There are two measurement 
indicators:

No working complaint even tough  •
he/she has to accomplish heavy 
working target. 

Decreasing the intensity of the  •
problem that might be appear 
within the institution.

Courtesyd. 
The evaluation of employee behavior 
that avoided the conflict that might be 
arises with his/her workmates. There are 
two measurement indicators:

Preserving the institution image by  •
delivering excellent services.

Performing the best efforts for the  •
institution sustainability.

Civic Virtuee. 
The evaluation of employee behavior 
based on his/her consideration of 
company sustainability in the future. 
There are two measurement indicators:

Using the institution facilities  •
for business purposes instead of 
individual purposes.

Contributing ideas to develop the  •
system within the institution.

4.2 Service Quality 
Service Quality is defined as the customer 
evaluation toward the service delivery by the 
service provider in Nepalese organizations. 
There are 5 dimensions within Service 
Quality, they are:
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 Responsivenessa. 
The customer evaluation of the employee 
responsiveness when he/she delivering 
the services. There are two measurement 
indicators:

Proactive to provide the student  •
needs

Delivering quick service response  •
for student requests

Realiabilityb. 
The customer evaluation of the employee 
reliability when he/she delivering the 
services. There are two measurement 
indicators:

Qualified with the administration  •
skills to handle the administration 
problems. 

Qualified with the communication  •
skills to communicate with the 
students.

Empathyc. 
The customer evaluation of the employee 
empathy when he/she delivering the 
services. There are two measurement 
indicators: 

Delivering the services to the  •
students friendly. 

Paying full attentions toward the  •
students’ problem related to the 
administration matters.

Assuranced. 
The customer evaluation of the employee 
assurance when he/she delivering the 
services. There are two measurement 
indicators:

Delivering the services based on the  •
service promises. 

Delivering the services with rarely  •
making mistakes.

Tangibilitye. 
The customer evaluation of the employee 
tangible appearances when he/she 
delivering the services. There are two 
measurement indicators:

The staff using the clean uniform  •
when delivering the services.

The staff using tidy uniform when  •
delivering the services. 

5.0 Research Result Analysis

5.1 Confirmatory Factor Analysis (CFA) 
of OCB Variables 
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Figure 2, CFA of OCB Variables

From figure 2, the data showed that there 6 
parameters of goodness of fit that fulfill the 
criteria of fit model. In addition, the entire 
standardized loading values have exceeded 
0.4 which means there is no elimination 
for OCB indicators. Next based on the CR 
score showed the probability value below 
0.05 which means there are 10 indicators 
(whole indicators) that created the OCB 
variable. Those indicators are summarized 
in 5 dimensions of OCB; they are altruism, 
civic virtue, courtesy, sportsmanship and 
conscientiousness. In another word that the 
OCB variable of the employees in Nepalese 
private organizations is developed by 
those indicators.



T H E  N E P A L E S E  M A N A G E M E N T  R E V I E W  A p r i l  2 0 1 6

53

Table 1: OCB Loading Factor Value

Standardized Regression Weights
Estimate

ocb1 <-- OCB 0,575
ocb2 <-- OCB 0,487
ocb3 <-- OCB 0,733
ocb4 <-- OCB 0,655
ocb5 <-- OCB 0,745
ocb6 <-- OCB 0,734
ocb7 <-- OCB 0,787
ocb8 <-- OCB 0,780
ocb9 <-- OCB 0,670
ocb10 <-- OCB 0,499

Based on the loading factor value on the 
table 1, the data showed the rank of OCB 
indicators from the highest value which 
means that the indicator has been done by 
the employees when delivering the services 
to the customers; continued to the lowest 
value which means that the indicator has 
rarely been done by the employees when 
delivering the services to the customers. 
The top three rank value of OCB indicator 
is on the OCB indicator in which the 
administrative staff delivering excellent 
services to keep the institution image. 
Then followed by OCB indicator in which 
the administrative staff who performing 
the best effort to sustain the insitituion in 
the future. Finally, the third highest rank 
of OCB indicator is the indicator in which 
the employees have no complaint for the 
heavy working target assigned to them.

Meanwhile, the lowest three rank value of 
OCB indicator is on the OCB indicator in 
which the administrative and managerial 
staff with proactively supporting the up 
line manager to finish the job target, then 
followed by the OCB indicator in which 
the employees has been contributing 
ideas to develop the system within the 
institution. Finally the third lowest rank of 

OCB indicator is the indicator in which the 
employees that helping his/her workmates 
when they are having huge working load.

5.2 Confirmatory Factor Analysis (CFA) 
of Service Quality Variable 
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Figure 3. CFA of Service Quality Variables

From figure 3, the data showed that the 
entire parameters of goodness of fit that 
fulfill the criteria of fit model. Next based 
on the CR score, showed the probability 
value below 0.05 and revealed only 8 
Service Quality indicators that created 
the Service Quality variable. They are 
indicator 3 to 10, while indicator 1 and 
2 are not creating the Service Quality 
variable. Those indicators are summarized 
into 4 categories; they are reliability, 
responsiveness, empathy and assurance. 
In another word, that the Service Quality 
variable of the private organizations is 
developed by those indicators excluding 
the tangible indicators. 

Table 2: Service Quality Loading Factor 
Value

Standardized Regression Weights
Estimate

servis10 <-- Service_quality 0,602
servis9 <-- Service_quality 0,696
servis8 <-- Service_quality 0,677
servis7 <-- Service_quality 0,784
servis6 <-- Service_quality 0,718
servis5 <-- Service_quality 0,869
servis4 <-- Service_quality 0,734
servis3 <-- Service_quality 0,754
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 Based on the loading factor value on 
the table 2, the data showed the rank 
of Service Quality indicators from the 
highest value which means that the 
indicator has been perceived important by 
the customers when receiving the services 
from the administrative and managerial 
staff; continued to the lowest value which 
means that the indicator has rarely been 
perceived important by the customers 
when receiving the services from the 
employees. 

The top three rank value of Service 
Quality indicator is on the Service Quality 
indicator in which the administrative 
staff delivering quick service response 
for customers requests. Then followed 
by Service Quality indicator in which 
the staff has strong communication skills 
to comunicate to the customers. Finally, 
the third highest rank of Service Quality 
indicator is the indicator in which the 
employees has strong administration skills 
to handle the administrative problem 

faced by the customers in Nepalese private 
organizations.

Meanwhile, the lowest three rank value of 
Service Quality indicator is on the Service 
Quality indicator in which the employees 
using the clean uniform when delivering 
the service to the employees. Then followed 
by the Service Quality indicator in which 
the employees rarely make mistakes when 
delivering the services to the customers. 
Finally the third lowest rank of Service 
Quality indicator is the indicator in which 
the employees who pays full attentions 
toward the customers’ problem related 
to the administration and management 
related matters.

5.3 The Influence of OCB towards 
Service Quality

In order to identify the influence of 
OCB toward Service Quality, it can be seen 
on the score of standardized coefficient 
direct and indirect. The result of the those 
scores can be identifed on figure 4 and 
table 3 below:

Tabel 3: Score of Standardized Coefficient Direct and Indirect
The Influence CR Standard Sig. Note

OCB  Service Quality 2.345 > 1,96 0,019 Significant

 

OCB 
Service 
Quality 

0.247* 

Figure 4.    The result of  structural model test
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There is an influence of OCB variable 
towards Service Quality variable, it is 
shown by the standardized score 0.247. 
The conclusion is also supported based 
on CR score (2.345) along with the 
significancy level score (0.019) revealed 
that there is an influence. The positive 
score means if OCB variable is increased 
then the Service Quality variable will be 
increased as well and in turn if the OCB 
variable is decreased then the Service 
Quality variable will be decreased as well 
in prívate sectors in Nepal. 

This research finding supported the 
previous research done by Bell and 
Menguc (2004) that argued there is a direct 
postitive relation between the OCB of the 
employee who is direclty interact with the 
customer and the customer perception 
towards the service quality performances. 
Another study done by Castro et al (2004) 
is also proved the influence of OCB to 
the perception of customer regarding the 
service quality performances.

6.0 Discussion and Conclusions
The research result revealed that the 
Organizational Citizenships Behavior 
(OCB) significantly influenced the 
service quality performances in private 
organizations in Nepal. It showed by the 
CR score of OCB over the service quality 
CR score is 1.997 with the significant level 
of 0.045. This calculation support the 
hypothesis to be received Organizational 
Citizenship Behavior is the implicit 
behavior of an employee towards his or 
her workmates within the organization 
which exceeding the established company 
standard and providing the benefits to 
his or her company in private sectors. 
The focus of this concept is to identify the 
employee behavior which commonly is 

measured by the traditional tools (Stamper 
& Dyne, 2004). 

Since the aspects of OCB are significantly 
created the employee’s characters under 
supervised or not supervised situation 
then it is understandable that the service 
quality performances are increasing to 
the maximum level. This research finding 
supported the empirical research by 
Bell and Menguc (2004); and Castro et 
al (2004) that arguing about the positive 
relationship between the OCB and 
the customer perception towards the 
service quality. In addition, this research 
strengthen the empirical study stated 
by Shostack (1977) which revealed that 
actually employee is perceived as the 
service itself by the customers therefore the 
interaction between the employee and the 
customers play critical roles in creating the 
customer values that at the end building 
the customer loyalty in Nepalese private 
organizations.

Based on the research finding, there 
are four conclusions that can be taken 
as follow; Firstly, in general the service 
quality performances of private 
organizations in Nepal are considered 
good. Secondly, there is a positive and 
significant influence of the Organizational 
Citizenship Behavior (OCB) of employees 
towards the Service Quality performances 
of private organizations in Nepal. Thirdly, 
there are five indicators that created the 
OCB of employees in Nepalese prívate 
organizations, they are altruism, civic 
virtue, courtesy, sportsmanship and 
conscientiousness. Finally the fourthly, 
there are four indicators that created 
the Service Quality of employees of 
Nepalese private organizations, they are 
responsiveness, empathy, assurance, and 
reliability.
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There are two recommendations, 
firstly for the management of private 
organizations in Nepal  and secondly for 
the further research. For management of 
private organizations, since OCB of the 
employees has positive and significant 
influence towards the Service Quality 
performances then the management shall 
take into account the speciall attention 
and treatment to enhance the indicators 
that created the OCB variable and the 
Service Quality variable in order to deliver 
excellent service performances to the 
customers. For further research, since this 
research is done in private organizations 
in Nepal, therefore the findings might be 
different compared to the other sectors in 
Nepal by considering the differences of 
OCB factor and service quality constructs.
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Impact of Remittance on Economic 
Growth: Theoretical Foundation
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Abstract

This paper aims to examine impacts of remittance on economic growth with 
theoretical aspects merely. It is mainly based on review of economic theories 
related to growth and remittance developed by various economists and scholars 
like Solow, Romar etc. Remittance is considered as a stable source of economic 
growth than foreign exchange earnings, foreign aids, foreign direct investment etc. 
The findings of this paper is positive impact of remittance of economic growth in 
various developing countries like Nepal, Bangladesh, Sri Lanka etc. 
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1.1 Background
Economic growth and development 
processes affect and are affected by 
migration of people. In traditional 
viewpoint, people migrate when they are 
both pushed by lack of opportunities at 
home and pulled by the hope of economic 
gains elsewhere. Thus, the hope that 
migration will help associate migrants 
more closely with available economic 
opportunities, employment and services 
elsewhere is a major incentive for migration. 
Arguably, migration is necessarily a 
part of a family strategy to raise income, 
obtain new funds for investment, and 
insure against risks. It is not surprising 
therefore that thousands of Nepalese 
workers with relevant skill endowments 
leave their home country yearly to pursue 
better economic prospects within or 

outside Nepal. However, migration of 
skilled workers could potentially hurt the 
sending countries if not well managed by 
appropriate policies.

As populations in advanced countries 
continue to age, shortages of labor in sectors 
such as health care continue to attract 
relatively cheap but qualified labor from 
developing countries. Migration of skilled 
workers in this sense contributes to the 
economic growth of receiving countries by 
responding to real labor needs in receiving 
countries. In addition, migrant workers 
help fulfill unmet labor requirements in 
many lower-pay and low-skill jobs such 
as those associated with domestic and 
agricultural work in developed countries. 
Migrants also contribute to the scientific 
and technological development of host 
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countries. These factors partly provide 
the necessary impetus for international 
migration flows to continue to increase, 
and for the process of globalization and 
the interdependence of nations to continue 
to deepen.

While the positive aspects of migration 
can lead to economic gains for the 
receiving countries, it can also lead to 
unintended consequences in both the 
sending and receiving countries. Some of 
these consequences include an outright 
deprivation of vital human resources in 
sending countries, and by implication the 
adverse impact of migration of skilled 
workers on the brain drain phenomenon 
in sending countries. There are also the 
issues of cultural conflicts in receiving 
countries, human trafficking, economic 
exploitation of migrants, sending country 
dependency patterns, delayed economic 
growth in sending countries. 

The emigration of people with scarce 
skills, such as entrepreneurs, scientists, 
technicians and health professionals 
reduces both the stock of human capital 
and the overall labor productivity of 
developing countries. However, if these 
highly skilled migrants return, they bring 
with them experience, knowledge contacts 
and capital, which have a positive impact 
on development. Thus, gains and losses 
from migration depend on whether it 
is temporary or permanent. In essence, 
Nepal benefits from migration through the 
Nepalese Diaspora expertise, knowledge, 
technology, professional capacity building 
and a great potential for trade and 
investment links. 

Migrant remittances seem to have 
contributed to poverty reduction in Nepal, 
leading to increased household investments 
in education, entrepreneurship and health. 
At the household level, remittances are 
spent primarily on general consumption 
items in local communities which can 
contribute to local economies by supporting 
small businesses. This in general, has its 
employment generation implications in 
these critical services sectors. In addition 
to supporting domestic consumption, 
remittances can also promote investments 
in real assets including building schools 
and clinics. Remittances flow is directly 
to households and they are widely 
distributed in small amounts throughout 
the economy. This makes remittances 
capable of having a much broader effect 
on home country economies than either 
Foreign Direct Investment (FDI) or Official 
Development Assistance (ODA).

Remittances can help relax budget 
constraints in the recipient economies 
and increase consumption of both 
durables and nondurables (IMF 2005). 
Moreover, remittances can lead to higher 
accumulations of human capital by 
allowing for education and health care, 
and to increased physical and financial 
investment (IMF 2005). So, theoretically, 
they have the potential to spur growth. 
IMF (2005) notes that the inflow of 
remittances on the macro economy can 
lead to accelerated long-run growth as 
a result of additional investments in 
physical and human capital. The study 
further notes that the likelihood of such 
an outcome is strengthened in economies 
with development of financial markets 
and institutions which allow for effective 



T H E  N E P A L E S E  M A N A G E M E N T  R E V I E W  A p r i l  2 0 1 6

59

intermediation of remittances in the 
financial system.

Methodology
This paper studies various journals, 
working papers, study reports, case 
studies, peer-reviewed articles, books, 
among others, published by various 
national and international academic 
institutions and scholars along with 
unpublished theses and dissertations are 
reviewed with chronological order. The 
objectives, methodologies, summary, 
findings and recommendations of the 
reviewed literature are summarized and 
presented in the international and national 
context.

2.1 Theoretical Development

2.1.1 The Solow model
The theory is based on neo-classical 
assumptions andassumes a multifactor 
production function including labor and 
capital which are assumed to be close 
substitutes. It assumes that the production 
function increases with each input and 
input bears diminishing marginal return. 
When zero units of input are used for either 
K or L, then nothing is produced. Also 
the production function exhibits constant 
returns to scale. The Solow Models (1956, 
1957) consist of a production function 
which is given by: Y= F (K, L). 

Where, Y is output, K is capital and L is 
labor. Capital stocks include plant and 
machinery, bridges, factories and labor 
represents economically active population. 
Consequently, for an economy to grow 
based on this model there must be an 
increment in the stocks of capital through 

investment and supply of labor through 
population growth. Investment on capital 
stock depends on savings and remittance 
can be used as substitute or to increase the 
domestic fund hence increase in capital 
funds. Furthermore, future remittance 
inflow can improve the creditworthiness 
of domestic investors, which may result 
into lower cost of capital in remittance 
receiving economies.

2.1.2 The Endogenous Growth Models
It is an extension of Solow growth 
model. The objective was to explain how 
technological progress and economic 
growth become self sustaining. In the 
exogenous models the steady-state growth 
is determined exogenously, for example 
technical change. In the endogenous 
growth models, the steady-state growth 
is determined endogenously. In these 
models, one of the determinants of growth 
(technology and labor employment) 
is assumed to grow automatically in 
proportion to capital. These models result 
in a production function of the form Y = 
AK and are thus called the AK models. 
Among the AK models are the Harrod-
Domar and the Frankel-Rommer models.

2.1.2.1 The Harrod-Domar Model
This model seeks to establish the unique 
rate at which investment and income 
must grow so that full employment level 
is maintained. According to them, no 
economy can grow without investment 
which is determined by the level of total 
savings. The model is given as S/K = 
∆Y/Y where K is capital, S is saving, and 
Y is output. ∆Y/Y represents the rate 
of economic growth. Hence, Harrod-
Dommar model states that the rate of 
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growth of GDP is determined jointly by 
the national savings ratio and national 
capital output ratio. 

This means the more economy saves and 
invest the more it grows. To achieve a 
higher economic growth, the savings rate 
must be higher. If the domestic savings are 
not enough, then foreign savings will be 
required so that they can be translated into 
investments to boost domestic economic 
growth. It is intended that remittances 
induce both domestic and foreign savings 
and investments and it results into the 
higher level of growth.

2.1.2.2 The Frankel-Rommer Model
This model assumes that it is technological 
knowledge that grows automatically 
with capital. According to this model 
technological knowledge is itself some 
kind of capital good, implying that K is 
interpreted as an aggregate of different 
sorts of capital goods, where remittances 
are some of these aggregates. It assumes 
that all firms face the same technology and 
the same factor prices and the scale factor 
is a function of the overall capital/labor 
ratio.

In case of constant returns to scale, once 
capital increases, output increases in the 
same proportion. The endogenous growth 
theory recognizes that for productivity 
to increase labor needs to be augmented 
with more resources. These resources 
include physical and human capital, and 
technology. This implies that for growth 
to occur there must be an accumulation 
of factors of production. Remittances 
are source of capital and human capital 
formation through Diaspora and are 

believed to have an impact on economic 
growth. 

2.1.3 The Accelerator Theory
The accelerator model is also referred to as 
the Accelerator-Multiplier Model. It was 
first developed by an English economist, 
Roy Harrod (1900-1978) in 1939. According 
to this model a certain amount of capital 
is required to support a given level of 
economic activity. The model is presented 
as, K=kY, k>1. Investment represents change 
in capital stock such that; I = k ∆Y where I is 
investment in time and ∆Y is the change in 
GDP in period t. The role of international 
remittances in this model is understood in 
the context of the determinants of income, 
Y= I+ C+ G+ NX, where C, I, G and NX, are 
private consumption, private investment, 
government expenditure and net exports 
respectively.

Now if we incorporate the remittances 
(REM) in the autonomous expenditure 
such that; A*=G+NX+REM, this leads to Y= 
(A*- kY)/(1b (I-t)-k; Y = a (A*-kYt)) where 
‘a’ is the multiplier which represents how a 
change in autonomous expenditure affects 
the equilibrium level of income. This 
equation shows how an autonomous shock 
(in this case an increase in capital stock out 
of an increase in remittances) will lead to 
an increase in income.  Remittances have 
an effect on economic growth through “a” 
since they lead to a change in A*.

2.1.4 Two Gap Model of Economic 
Growth
This was the work of Chenery and Bruno 
(1962) and Chenery and Strout (1966). 
According to this model, growth requires 
investment which in turn requires savings. 
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Assuming that there is no government 
sector, Y = C + I + (X - M) where Y is GNP, C is 
consumption, I is investment (or Domestic 
Gross Capital formation), X is export and 
M is import. Since Y – C = S Where: S = 
savings (domestic) then M – X = I – S. (M 
– X) is the foreign exchange gap while (I – 
S) is the savings gap. These two constitute 
two separate constraints. Eliminating 
one does not get rid of the other. If we 
let (M – X) = F, then we can represent 
the above as follows, I = F + S. Using the 
relationship posited above, the following 
scenarios may arise: savings may be too 
small to permit the amount of investment 
that the country would otherwise have 
the capability to undertake. Therefore, a 
savings gap would exist. Export may be 
too small to permit the import required 
to make full use of the resources of the 
economy. Therefore a foreign exchange 
(or trade) gap would exist. While the 
two gaps are distinct and separate ones, 
international remittances can, in fact, be 
used to fill both. For example international 
remittances can increase domestic savings 
and also households receiving them may 
use for agriculture and business which 
will increase the exports.

2.1.5 Three Gap Model
According to the three-gap model, the 
utilization and expansion of existing 
productive capacity is constrained not 
only by domestic and foreign savings, as 
was initially discussed by Chenery and 
Strout (1966) in the context of the two-
gap model, but also by the impact of fiscal 
limitations on government spending and 
thus on its public investment choices. On 
the one hand, remittances are expected to 
increase health and educational private 

expenditures at household level, on 
the other, remittance receiving families 
substitute private health and education 
facilities instead of public facilities which 
in turn reduce government spending 
and it resulted into reduction in the 
third gap, public expenditure burden. 
Further, resources saved due to private 
expenditure inducement through 
remittances government can channel to 
infrastructure development and it helps to 
boost economic growth.

3.1 Conceptual Framework
The  overriding  essence  of  discussing  
the  theoretical  literature on  remittances 
is  to  provoke,  or  at  the  least,  motivate  
an  empirical  exercise  which  ultimately 
assist in the choice of empirical model(s) 
that can be employed  to analyze the 
macroeconomic effects of remittances.  
Many researchers have informally  
suggested  theories  describing  the  role  
of  remittances  in  the  economy  in 
order to motivate an empirical exercise.  
Rapoportand  Docquier (2005)  suggest  
that  until  the  end  of  the  1980s  the  
research  on  remittances  focused on their 
short run effects, that is, on its impact on 
domestic output and  prices. However, 
attention has shifted to the long run effects 
since the early  1990s  by  analyzing  how  
remittances  could  alter  the  growth  
pattern  of  the  receiving country.

Approaches to the theory of remittances 
identified and described  various  costs  
and  benefits  to  remitting  and  these  are  
well  summarized  in  Russell  (1986). Stark 
and Bloom (1985) identify the family as the 
appropriate unit of analysis in migration 
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and remittance questions at micro level.  
This  is  because  the  entire  family  is  
involved  in  sharing,  and  trading  off,  
the  costs  and  benefits  of  remitting. The  
recent  theoretical  literature  on  the  role  
of  remittances  has therefore  focused  on  
the  possible  roles  that  the  family  or  
family relationships  can  play  in  shaping  
remittance  choices.  While Johnson  
and Whitelaw (1974) mention altruistic 
motivations for remittances, Lucas and 
Stark (1985) state that certainly the most 
obvious motive for remitting is pure  
altruism- the  care  of  a  migrant  for  those  
left  behind.  Indeed,  this appears  to  be  
the  single  notion  underlying  much  of  
the  remittance literature.

Some theories also focus on the idea that 
there can be self-interested reasons for 
remitting as well, which nevertheless 
center on the family. These self-interested 
theories of remittances are still based on 
the family because they view the family as 
a business or as a nexus of contracts that 
enables the members to enter into Pareto 
improving arrangements (Chami et al., 
2003).  Lucas and Stark (1985) suggest that 
migrants may have investments that need 
to be tended while they are away, so they 
will use other family members as their 
agents. In cases like this, the remittances 
sent by the migrant are used to care for 
the migrant’s interests, but they certainly 
will also include some compensation for 
the agents.

The family may also play the role of 
financial intermediary in the remittances 
arrangement. Stark (1991), Agarwal and 
Horowitz (2002) and Gubert (2002)assert  

that  the  family  can  function  as  an  
insurance  company  that provides  members  
with  protection  against  income  shocks  
by  diversifying the sources of income. 
Poirine (1997) and Ilahi and Jafarey (1999) 
differ slightly by modeling the family as 
a bank that finances migration for some 
members. The borrowers remit funds in 
order to repay the loans, which are put 
toward more loans to further the interests 
of other individual family members. 
Based on altruistic motive, Olayiwola et 
al. (2008) and Olayiwola (2010) also found 
remittances as a major source of old-age 
support in Ghana.

In contrast, Chami and Fisher (1996) show 
that  altruism can be a mechanism by  
which  independent  agents  find  partners  
with  whom  to  enter  into  risk sharing 
arrangements. They pointed out that 
even if the remittance arrangements are  
truly  self-interested,  the  self-enforcing  
mechanism  on  which  they  depend may  
actually  be  altruism-that  is,  the  migrant  
will  live  up  to  her  obligations because 
she cares about the  family members who 
are the counterparties to the  agreement.  
This idea is explored in Stark and Lucas 
(1985).  The important point  here  is  that,  
although the  motivations to remit  are  
doubtlessly complex,  altruism  between  
family  members  appears  to  be  the 
overwhelming  motivation  for  remittances  
and  hence,  a  good  benchmark to use 
when modeling the interaction of causes 
and effects of remittances.

These  models  built  on  altruism,  and  
which  focus  on  the  family  as  the relevant 
unit of analysis in the migration process, 
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attempt to analyze in a unified framework 
the motivations that drive remittances 
and the  economic effects  that these  
are  likely  to  produce  in  the  recipient  
country.  Chami et al. (2005) motivate 
remittances on the basis of altruism on the 
part of the migrant. Altruism  is  modeled  
introducing  in  the  utility  function  of  
the  migrant  the expected utility of the 
remittee, discounted by a factor, alongside 
with the utility that the migrant derives 
from her own consumption. The remittee 
is employed in the  domestic  production  
process,  whose  output  level  is  influenced  
by  the (unobservable)  work  effort  
expended  by  the  employees;  domestic  
firms differentiate wages according to 
actual output levels.

Remittances  are  driven  by  the  desire  
to  protect  the  relative   from   adverse  
income shocks, and their optimal level is 
inversely related to the  recipient labor  
income  in  the  bad  state  of  nature.  But 
the  model  predicts  that remittances  
induce moral hazard in the behavior of 
the remittee, as they create an  incentive  
to  substitute  work  effort,  and  hence  
labor  income,  with remittance  income.  
Even  though  domestic  firms  increase  
the  dispersion  of wages  among  different  
output  levels  to  induce  greater  work  
effort  in  risk averse  workers,  they  are  
not  able  to  fully  overcome  the  moral  
hazard introduced by remittances, and 
domestic production falls.

Chami  et  al.  (2005)  further  suggest  that  
workers’  remittances  are  compensatory  
transfers,  that  are  likely  to  smooth  
household  consumption, but  that  could  

depress  production  in  the  home  country.  
The  conclusion  of their  model  reminds  
the  implication  of  the  early  pessimistic  
view  about remittances, as remittances 
are predicted to create a dependency 
culture in the receiving  economy,  which  
is  induced  to  increase  its  reliance  on  the 
remittance  inflow.  Moreover, remittances  
are  expected to fluctuate counter cyclically,  
as  the  need  for  compensatory  transfer  
increases  as  economic activity in the 
home country declines. 

Remittances  might  also  have  significant  
indirect  effect  in  the  long  run;  IMF 
(2005) argues that banking the unbanked‖ 
could be one of the beneficial side  effect  
produced  by  workers’  remittances. 
The  high  profitability  of  the remittance  
business  that  is  currently  reflected  by  
the  high  costs  charged  by private money 
transfer operators (MTOs), is driving 
banks‘ attempts to widen their  market  
share  (Solimano,  2003).  Banks  are  signing  
international agreements  whose  aim  is  to  
increase  the  use  of  banking  channels  by  
the remitters and the remittees, offering 
bank accounts that can be  accessed in 
both the  host  and  home  country.  Thus, 
remittances  have  the  potential  to  bring  
a larger share of the population into 
contact with the formal financial system, 
expanding  the  availability  of  credit  and  
saving  products  such  as  education loans, 
mortgages, and savings  accounts.‖ (IMF, 
2005). 

In the short run, the main direct effect 
of remittances is to increase private 
consumption expenditure, thus stimulating 
aggregate demand. This is the unique 
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stylized fact derived from micro surveys 
on remittee’sbehavior that is included 
in the macroeconomic analysis of short 
run effect of remittances. In a Keynesian 
framework,  in  the  absence  of  supply  
constraints,  the  demand stimulus that is 
created by workers‘ remittances induces 
a multiplier effect on domestic output. In 
the presence of slack productive capacity, 
remittances can thus contribute to raise 
capacity utilization. The overall effect 
depends on the propensityto  consume  
out  of  remittances  and  on  the  import  
content  of consumption. Life-cycle 
theories of consumption suggest that the 
propensity to  consume  depends  on  the  
remittees‘  perception  about  the  future  
flow  of remittances;  if  these  are  not  
expected to  be  a  long  lasting  source  of  
income, then  the  theory  predicts  that  
households  will  not  fully  adjust  current 
consumption levels to the increase in 
current income. Thus, Keynesian models 
suggest  that  it  is  the  propensity  to  
consume  out  of  remittances  that  raises 
domestic production.

The Mundell-Fleming model of a small 
open economy stresses that the impact 
of remittances depends crucially on the 
exchange rate regime and on the degree   
of   capital   mobility.  Theoretically, a 
flexible exchange rateregime considerably 
insulates the domestic economic system 
from an external shock. The argument 
here is that the flow of remittances leads to 
an appreciation of the local currency and 
this reduces foreign demand of domestic 
goods, thus it counteracts the stimulus 
on national expenditure stemming from 
remittances.  The  implication  of  this  is  

that  the  domestic  level  of  economic 
activity  is  not  altered  by  the  flow  of  
remittances.  On  the  other  hand,  with  
a fixed exchange rate regime, the positive 
demand shock can  be transmitted over 
to the domestic economy, and this may 
produce an increase in output coupled 
with  an  increase  in  domestic  prices.  The  
inflow  of  remittances  leads  to  an increase  
in  the  money  supply,  and  this  monetary  
expansion  consequently accommodates 
the increase in domestic demand brought 
about  by remittances themselves. 

When the short-run analysis is conducted 
within models that depart from the 
assumption of a single composite goods, 
the focus shifts on how remittances affect 
the sectoral distribution of resources. 
The Dutch Disease described in Corden  
andNeary  (1982) has  been often  recalled 
to describe the potential adverse effects of 
aid inflows to developing countries, and 
has  also been used to  interpret  possible  
drawbacks  of  workers‘  remittances.  
The increase in demand coming from 
remittances is applicable to both tradable 
and non tradable goods.  However,  the  
supply  of  the  latter  is  usually  constrained  
by  the availability of domestic resources. 
If factors are already fully employed - or 
supply is not able to react to the demand 
stimulus, prices of non tradable goods 
can be expected to increase to absorb 
excess demand. Tradable goods prices  
are determined  in  the  world  markets  
and  hence,  are  not  altered  by  domestic 
demand, which consequently causes a  
worsening in the trade balance. Thus the  
excess  demand  for  non  tradable  goods  
results  in  an  increase  of  the domestic 
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price level. This - coupled with a possible 
nominal appreciation of domestic currency 
due to remittance inflow - determines an 
appreciation of the real exchange  rate, that 
affects negatively the export and import 
competing sector, drawing resources 
towards the non tradable sector. 

The analysis of short run macroeconomic 
effects of remittances suggests that it is 
actually the increase in private consumption 
that might trigger investments, and 
thus possibly foster long run economic 
growth. Firms can also  benefit from  the  
―extension  of  investment  credit  allowed  
by  the  increase  in  the liquidity  of  banks  
from  remittance  deposits‖  (Glytsos,   
2001).  Hence, short run effects depend 
crucially on the expected response of 
domestic supply: while a lack of reaction   
of   the   latter   would   dissipate   the   
remittance -induced demand stimulus 
through inflation and import increase, 
there is a chance that remittances might 
raise the level of domestic activity. 

A  bridge  between  short  and  long  run  
effects  is  laid  by  structuralist  growth 
models  that  stress  the  interplay  between  
current  demand  and  future  growth 
prospects.  In demand-led growth models,   
current   demand   influences   the level   
of   capacity   utilization,   which   is   one   
of   the determinants of investments. An 
expansion of capital can be hindered by 
an insufficient level of  domestic  demand;  
the  increase  in  private  consumption  
that  remittances generate can thus  induce 
firms to undertake new investments.  
When the  focus of the  economic  analysis  
shifts  from the  short to the  long-run, 

the  literature still presents a considerable 
diversity of interpretations about the 
effects of   workers‘  remittances,  though  
a  predominant  view  about  a  positive 
development impact of remittances  
emerges. It is interesting to observe that 
a  significant  part  of  the  analysis  also  
becomes  remittance-specific,  as models  
tend  to  incorporate  some  characteristics  
that  differentiate  remittances from other 
foreign exchange flows to developing 
countries. 

The  two-gap  model  proposed  by  
Chenery  and  Bruno  (1962)  stresses  
theoretical role that is played by foreign 
transfers in  determining the actual level 
of investment in developing countries. 
Domestic investments have  fixed import 
content, and thus their level is limited by 
the amount of foreign exchange that can  
be  derived  from  exports  and  capital  
inflows,  net  of  factor  payments  to 
abroad.  Remittances  contribute  to  fill  
the  foreign  exchange  gap  that  is  the 
shortfall of available foreign  currency 
to the level that would be required to 
undertake  the  investments  allowed  
by  the  level  of  domestic  savings.  The 
foreign exchange gap is presented as 
the binding constraint for investments 
whenever output is below its potential 
level. This suggests that remittances are 
likely to foster economic growth, as they 
expand receiving country‘s capacity to 
import capital goods.  The short run 
increase in imports that is brought about 
by remittance inflow is a precondition for 
subsequent growth.



T H E  N E P A L E S E  M A N A G E M E N T  R E V I E W  A p r i l  2 0 1 6

66

Theoretically, remittances can spur 
economic growth through channels 
such as facilitating the financial market 
development, serving as a source of 
finance for entrepreneurial activities, 
insurance against shocks, financing 
household expenditure, financing of 
household capital formation, bridging 
savings gap and the external gap of 
financing. Theoretical literature focuses 
on framework in which remittances 
influences economic growth. The theory 
of economic growth falls into three broad 
groups; early post Keynesian, neoclassical 
model and endogenous growth model.

Harrod (1939) and Domar (1946) growth 
model emphasizes the role of savings 
in growth of output in an economy. The 
models assume a positive relationship 
between economies’s saving rate and 
its rate of output growth and an inverse 
relationship between capital-output ratios. 
The gap between the desired and actual 
level of savings to achieve a targeted 
level of economic growth can be filled 
by foreign financial resources among 
which is remittances. Hence, remittances 
are deemed to enhance economic growth 
where domestic savings are insufficient.

The Two Gap Model developed by 
Chenery and Strout (1966) identifies the 
foreign exchange gap for a country to be 
able to finance its imports. The extent of 
exports and capital transfers determines 
the import purchasing capacity of an 
economy. The level of foreign exchange 
in developing countries is not enough to 
finance it imports of expensive capital 
goods needed for production. This gap can 

be filled by remittances hence remittances 
are deemed to affect economic growth 
positively where foreign exchange is not 
enough to finance imports.

Neoclassical Growth Model argues that 
growth in output is caused by one or more 
of input factors; increase in capital through 
savings and investment, increase in labor 
quantity and quality through population 
growth and education respectively and 
technological change. The classical growth 
model in this group is the Solow (1956) 
growth model which relates growth in 
the level of output to two sources; inputs 
and factor productivity and total factor 
productivity. The model yields diminishing 
returns to both capital and labor. There’s 
need to increase factor productivity such 
as through improvement of human capital. 
Remittances are deemed to increase factor 
productivity such as through improved 
health and access to education; diaspora 
brain gain.

The endogenous growth theory assumes 
a production function with constant 
marginal product of capital. Unlike the 
neoclassical assumption of diminishing 
marginal products, these models postulate 
long term growth. Open economies tend 
to converge at higher income levels and 
their growth is higher compared to closed 
economies. This is because capital flows 
from economies where capital-labor ratios 
are higher to developing economies, 
where lower capital-labor ratios exist. 
Consequently, restricting inflows of 
remittances in developing economies 
will hinder economic growth. In sum, 
externalities, human capital and research 
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and development form the main springs of endogenous growth theory. A schematic 
analysis of the remittances-development nexus is examined within the following 
transmission mechanism (See Figure 1.1).

Figure 1.1: Schematic Analysis of the Remittances-Economic Growth Nexus
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First, the arrival of workers’ remittances 
may affect the recipient economy in one 
of two ways typically thought of under 
the microeconomic or macroeconomic 
strand. Whether this happens depends on 
how remittance receipts are used and the 
motives driving remittance flows. 

Second, remittances motivated primarily 
by altruistic considerations tend to 
be countercyclical in its effects on 
the receiving economy. In periods of 
economic boom, less remittances is likely 
to be received and in periods of economic 
downturn more remittances will be 
received to compensate loved ones of loss 
in income and general wellbeing. Within 
this context, remittances flow is likely to 
smoothen consumption expenditure of 
recipient households at all times, increase 
per capita income and boost aggregate 
output in the receiving economy. Overall, 
the occurrence of remittance receipts 
motivated by altruism will positively 
impact on economic growth as well as the 
economic development of the receiving 
economy 

Third, remittances motivated essentially 
by migrant’s self interest will tend to flow 
as disguised capital into the receiving 
economy. The overall assumption here 
is that remittances flow responds to real 
investment opportunities in migrants’ 
country of origin. Thus, it represents 
direct investments by migrants in the 
receiving economy. The consequence here 
is that remittances as disguised capital 
flow will enhance domestic investment 
in the recipient economy and help close 
the investment-saving gap in recipient 
economy. Overall, the occurrence of 

remittance receipts motivated by self 
interest will positively impact on domestic 
investment as well as the economic 
development of the receiving economy. 

Fourth, remittances inflow may be so 
significant in volume as to result in an 
artificial appreciation of the real exchange 
rate of the receiving economy. In this 
case, remittances inflow may reduce the 
foreign trade competitiveness which in 
turn, weakens the real external balance 
and by implication, the current account 
balance position of the recipient economy. 
Consequently, remittances in this context 
halt the receiving country‘s trade balance 
via a reduction in exports of traded goods. 
Overall, the occurrence of remittance 
receipts in volumes that reduce the foreign 
trade competitiveness of the receiving 
economy, will adversely impact on the 
trade balance as well as the economic 
development of the receiving economy.
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Impact of Employee Participation on Job 
Satisfaction, Employee Fairness Perception 
and Organizational Commitment: A Case 

of Nepalese Commercial Banks

Achyut Gnawali*

Abstract 
Bank is one of the major institutions in the financial sector of any economy. Banking sector 
plays a vital role as a financial intermediary in the economic development of the country. 
Among those factors, impact of employee participation on job satisfaction, employee fairness 
perception and organizational commitment, also considered as one of the most important 
factors that improves the performance of commercial banks.This study deal with the 
fundamental issues associated with the impact of employee participation on job satisfaction, 
employee fairness perception and organizational commitment of commercial banks of Nepal.
In selecting the most reliable and representative samples, stratified sampling techniques 
was used. The population of the commercial banks was stratified as joint ventures, non-joint 
ventures and public banks. 15 commercial banks were selected as a sample.Total number 
of observations used for this study is 200 which include 70 observations from the joint 
venture banks, 110 observations from the non-joint venture banks and 20 observations 
from the public banks.Impact of employee participation on job satisfaction, employee fairness 
perception and organizational commitment have positive significant relation. Among all three 
determinants organizational commitment is more influenced by employee participation 
as it has highest correlation coefficient. The most of the surveyed employees agreed that 
management gives recognition for job performance and they are satisfied with the freedom 
in work, every employee has opportunity to get promotion in bank, and they are willing 
to put in a great deal of effort beyond expected in order to help the organization to be 
successful.

Key words: Employee Participation, Job satisfaction, Employee Fairness Perception and 
organizational commitment, Nepal
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Introduction 
Bank is one of the major institutions 
in the financial sector of any economy. 
Banking sector plays a vital role as a 
financial intermediary in the economic 
development of the country. Among 
those factors, impact of employee 
participation on job satisfaction, employee 
fairness perception and organizational 
commitment, also considered as one of 
the most important factors that improves 
the performance of commercial banks. 
Employee participation is considered as 
a critical success factor for organizations 
because it enhances employee retention, 
increases productivity, reduces turnover, 
enhances loyalty, improves teamwork 
and ultimately increases the financial 
performance of commercial banks 
(Hussain, 2010).If rules are applied 
fairly and consistently to all employees 
and if they are rewarded based on their 
performance and merit, then employees 
will perceive the evaluation process as 
fair. This will lead to higher organizational 
commitment. However, if employees 
perceive organizational procedures as 
unfair, they may take destructive actions 
which may lead to reduced organizational 
commitment. Unfair procedures will cause 
a reduction in organizational commitment 
even when an employee is satisfied with the 
outcome.  On the other hand, employees 
may be dissatisfied with their outcomes, 
yet remain committed to an organization 
if they perceive procedures for their 
unattained outcomes to be fair (Tang 
and Sarsfield-Baldwin, 1996).Positive 
association between job satisfaction and 
organizational commitment is strongest 
for affective commitment (Mathieu and 
Zajac, 1990).Employees who are satisfied 

with their jobs may develop emotional 
attachments (high affective commitment) 
to their organizations. Participation helps 
management to decide in selecting the 
courses of action in enterprise. It gives the 
employee an opportunity to express their 
viewpoints about action. Participating 
in goal setting, the employees can play 
a vital role in achieving business target. 
Participation typically brings higher output 
and a better quality of output. It tends to 
improve motivation because employees 
feel more accepted and involved in the 
situation. Turnover and absences may be 
reduced if the employees feel that they 
have a better place to work (Newstrom 
and Davis, 2004). Job involvement and 
its outcomes such as job satisfaction, 
job commitment, and employee job 
performance are among the most studied 
areas in organizational behavior and 
human resource management research. 
Researchers showed the great interest 
in employee, involvement practices and 
their outcomes (Fenton-O'Creevy, 2001).  
Involvement in work and alienation from 
work effect the standard of one entire’s life 
experience(Argyris, 1964). Though there 
are these findings in the context of different 
study no such findings exist on Nepalese 
context. Gaps in knowledge exist regarding 
the impact of employee participation on job 
satisfaction, employee fairness perception 
and organizational commitment at banking 
sector of Nepal. These studiesfocused that 
the employee participation is a key factor 
for job satisfaction, employee fairness 
perception and organizational commitment 
for improving the performance of any 
organization. Although banking industry 
in Nepal is doing remarkable progress 
and growth. The employee participation, 
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fairness perception, job satisfaction and 
organizational commitment have been 
average and risks are rising. The major 
purpose of this study is to examine the 
impact of employee participation on job 
satisfaction, employee fairness perception 
and organizational commitment in the 
context of Nepalese banking sector. 

Literature Review
A study on the impact of performance 
measures on employee fairness 
perceptions; job satisfaction and 
organizational commitmentshowed that 
fairness of organizational procedures have 
an impact on organizational commitment 
because procedures define the 
organization’s capacity to treat employees 
fairly. Employees who perceive the use of 
nonfinancial measures to evaluate their 
performance as fair and hence are satisfied 
with their jobs.  Higher job satisfaction in 
turn leads to higher level of organizational 
commitment (Allen and Meyer, 1991).Job 
satisfaction and employee performance 
of Greek banking staff revealedthe use 
of human resources was of particular 
importance since this factor was the 
most important  asset  of  any  bank  
and  the  successful  implementation  of  
any  strategic objective depends on  the  
inspiration and hard work of  the  staff. A 
well-managed organization usually sees 
an average worker as the root source of 
quality and productivity gains. The paper 
investigates the problem of job satisfaction 
based on the results of research conducted 
in the Greek banking sector. Multiple 
theoretical frameworks regarding job 
satisfaction were used as the theoretical 
guide. The study used a descriptive survey 
design. The purpose of descriptive surveys  

was to  collect  detailed  and  factual  
information  that  describes  an existing 
phenomena. The target population of the 
study was bank personnel in Greece. The 
purpose of descriptive surveys  was  to  
collect  detailed  and  factual  information  
that  describes  an  existing phenomena. 
This finding may  be  probably  explained  
by  the  fact  that  the  higher  positions 
imply greater benefits, autonomy, more 
creative work etc. Finally, well-educated 
employees are characterizing by the 
significantly lower satisfaction with their 
salary. Also as educational level increase 
the bank employees are willing to find 
work elsewhere(Spector, 1997).In Allen 
and Meyer (1991), showed that higher job 
satisfaction in turn leads to higher level 
of organizational commitment.Spector 
(1997), explained by the fact that the 
higher positions imply greater benefits, 
autonomy, more creative work etc.Harter, 
Schmidt and Hayes (2002), showed that 
a causal model should be developed 
exploring the generalized path of employee 
satisfaction–engagement to short-term 
outcomes. Khan, Jam, Akbar, Khan and 
Hijazi (2011), clearly indicated that those 
organizations that have job involvement 
culture, their employees are more 
committed with organization than those 
organizations who do not involve their 
employees.Sowmya and Panchanatham 
(2011), reveals that job Satisfaction is 
dependent on supervisor behavior, 
coworker behavior, pay and promotion, job 
and working condition and organizational 
aspects. The employees have significant 
inclination towards optimistic supervisory 
behavior and pleasant organizational 
setup.Bhatti, Nawab and Akbar (2011), 
Investment in employee participation in 
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an organization showed better results, 
high employees’ commitment and 
productivity, development of desired 
knowledge, skills, attitudes and other 
behaviors result in higher job satisfaction 
and organizational performance.
Oluwakemi Ayodeji, Michael and Tunde 
(2011), demonstrated that training is a 
tool that can assist in building a more 
committed and productive workforce and 
can lead to greater commitment and less 
employee turnover. A study on business-
unit-level relationship between employee 
satisfaction, employee engagement, and 
business outcomesrevealed that most 
job satisfaction studies have focused on 
the individual employee level as a unit 
of analysis. For example, studies have 
found positive linkages between general 
workplace attitudes and individual 
performance outcomes. Important 
outcomes such as customer loyalty, 
profitability, productivity, employee 
turnover, and safety variables are typically 
aggregated and reported at the business-
unit level. Job involvement as predictor 
of employee commitment evidence in 
the context of Pakistan showed that job 
involvement has been one of the most 
effective tools used for increasing employee 
productivity by enhancing employee 
participation and commitment. (Khan, 
Jam, Akbar, Khan and Hijazi, 2011).Impact 
of employee commitment on employee 
satisfaction role of employee performance 
as a moderating variable showed that role 
of employee commitment was always 
been accepted as an active catalyst for 
improving organizational satisfaction 
(Khan, Rehman and Akram, 2012). Eevery 
organization should develop strategies 
that strengthen the work environment 

and increase the employee morale 
and employee satisfaction to enhance 
employee performance and productivity, 
which ultimately results in high profits, 
customer satisfaction as well as customer 
retention (Sageer, Rafat and Agarwal, 
2012).

Research plan and design
This study has employed descriptive 
and causal comparative research designs 
to deal with the fundamental issues 
associated with the impact of employee 
participation on job satisfaction, employee 
fairness perception and organizational 
commitment of commercial banks of 
Nepal.

Nature and sources of data
This study has used the primary data. The 
primary source of data has been used to 
assess the opinion of bank’s employees 
regarding the impact of employee 
participation on job satisfaction, employee 
fairness perception and organizational 
commitment of commercial banks in 
Nepal. The structured questionnaire 
survey has been conducted to collect and 
record the opinions and perception of 
employees regarding impact of employee 
participation on job satisfaction, employee 
fairness perception, and organizational 
commitment. The questionnaires used for 
the primary survey contain general, tick 
mark, ranking, five point Likert scale and 
close end questions designed to assess 
the impact of employee participation in 
different selected commercial banks.
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Description of the sample
Population of this study includes all 32 commercial banks of Nepal. In selecting the 
most reliable and representative samples, stratified sampling techniques was used. The 
population of the commercial banks can be stratified as joint ventures, non-joint ventures 
and public banks. 15 commercial banks were selected as a sample. Table 1 shows the 
description of the sample used for the study.The selected sample banks and the number 
of observations have been presented in Table 2.Total number of observations used for this 
study is 200 which include 70 observations from the joint venture banks, 110 observations 
from the non-joint venture banks and 20 observations from the public banks.

 Table 1: Composition of sample and population

S. No. Types of Banks Population 
No.

Sample 
No.

Percentage 
coverage by 

sample
1. Joint Venture Banks 7 5 15.63%
2. Non Joint Venture Banks 22 8 25%
3. Public Banks 3 2 6.25%
Total 32 15 46.88%

Table 2: Summary of sample banks and observations

S. No Strata Bank Observations
1

Joint Venture Banks

Nepal SBI Bank 10
2 Everest Bank 20
3 Nabil Bank 10
4 Himalayan Bank 10
5 Standard Chartered Bank 20
6

Non-Joint Venture 
Banks

Sanima Bank Ltd 20
7 Bank of Kathmandu 10
8 Prabhu Bank Ltd 10
9 Machhapuchhre Bank 10
10 Kumari Bank 10
11 Laxmi Bank 10
12 Mega Bank Ltd 20
13 Global IME Bank Ltd 20
14 Public Banks Nepal Bank 10
15 Agriculture Development Bank 10
Total number of observation 200

Sampling technique
Stratified sampling technique categories the banks in three strata namely joint ventures, 
non- joint ventures and public banks out of total population of 32 commercial banks. After 
dividing the population into three strata, 15.63 percent of joint venture banks, 25 percent of 
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non-joint venture banks and 6.25 percent 
of public banks have been included in the 
sample based on established period (before 
2002/03). Similarly, for the selection of 
sample respondents, systematic random 
sampling has been used to select the bank’s 
branches within Kathmandu valley.

Instrumentation
Primary data were gathered by 
surveying the bank’s employees. The self-
administered survey questionnaire  in 
Likert scale. 

Validity and reliability
To test the reliability and validity of data 
Cronbach’s alpha (α)is used. The value of 
cronbach’s alpha  was 0.893 on 51 items.

Results and Discussion

Respondents’ demographic profile
Out of the 200 questionnaires send to 
the potential respondents 160 valid 
respondents gave their response to the 
questionnaire. Hence, the response rate 
was eighty percent. All the respondents 
were the employees of commercial 
bank inside the Kathmandu Valley.  The 
percentages of male respondent were 48 
percent and that of female respondent were 
52 percent. The age of the respondents, 
where majority of them represented 18-29 
years age group. Out of total respondents 
66 percent represents this age group. 
Similarly, 31 percent respondents were 
from 30-39 years age group and 3 percent 
respondents represent 40-49 age group. It 
has been found that the number of single 
respondents is greater than that of married 
respondents. Single respondents represent 
56 percent, and married respondents 
represent 44 percent of total respondents. 

Majority of the respondent’s comes under 
university level category that is 80 percent 
and 15 percent respondents comes from 
college level and 5 percent respondent’s 
comes under high school level. The larger 
pie represents university level, medium pie 
represents college level while the smaller 
pie represents high school level. Majority 
of the respondents of this study works in 
customer service department which is 20 
percent and 19 percent respondents works 
in loan. Similarly, 18 percent, 14 percent, 
10 percent, 8 percent, 4 percent, 4 percent 
and 3 percent of respondents works in 
cash, others, retail, SME, HR some are 
managers, and corporate department 
respectively. Majority of the respondents 
of this study were general staff which is 
responded by 66 percent respondents and 
17 percent respondent’s works as an officer. 
Similarly, 8 percent respondents work as 
manager, and 9 percent works in other 
includes junior assistant, management 
trainee, respectively. It has been found that 
majority of respondents with experience 
of 2-5 years, which were responded by 
40 percent respondents. 25 percent of 
respondent with the experience of more 
than five years, respondents having 
experience of 1-2 years were responded 
by 21 percent respondents, 8 percent of 
respondents with the experience of 1 year 
and 6 percent respondents with experience 
of half year. Majority of the respondents 
with income of Rs. 20,000-30,000 which 
is responded by 84 percent respondents 
and 8 percent respondents with income 
of Rs.30,000-40,000. Similarly, 6 percent 
respondents with income of Rs.40,000-
50,000. 1 percent respondents with income 
of 50,000-60,000 and respondent having 
the salary above 60,000 is 1 percent.
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Employee participation practices in Nepalese commercial banks
The ranking questions were prepared and the respondents were requested to fill up the 
rank according to their perception on participation shown on table 4.1. Where, management 
gives recognition for job performance has the highest ranking, which covers mean 3.49 
and standard deviation 0.932 it shows organization gives most priority in encouraging 
employees to perform better job. Whereas, managers encourage employees to apply their 
new abilities and skillsin their daily work has the lowest ranking which covers mean 2.78 
and standard deviation 1.038 is given less priority, which shows that employee using their 
new abilities and skills are less encouraged  in organization.

Table 3: Employee participation practices in Nepalese commercial banks
Statements 1 2 3 4 5 Total Mean S.D Rank
My supervisor asks me for my 
opinions when determining my 
work.

n 14 43 34 56 13 160 2.9 1.053 XII

Highly motivated by work goals. n 0 49 43 60 8 160 3.28 0.964 IV
I feel involved in important decisions 
in organization. n 10 59 45 40 6 160 2.93 1.01 XI

Employees affected by decisions are 
asked for their inputs. n 7 26 63 58 6 160 3.22 0.902 VII

Management gives recognition for  
job performance n 9 29 42 69 11 160 3.49 0.932 I

I feel free to suggest changes in my 
job. n 11 46 32 53 18 160 3.42 0.987 II

I participate in decision-making n 2 57 29 54 18 160 3.22 0.923 VI

I have influence over the division of 
work n 7 59 40 44 10 160 2.83 0.929 XIV

Employees take action when a 
problem or opportunity arises. n 5 13 38 87 17 160 2.97 0.945 X

Managers encourage employees to 
apply their new abilities and skills in 
their daily work.

n 3 36 32 57 32 160 2.78 1.038 XV

Employees’ suggestions are seriously 
taken into account. n 3 39 58 47 13 160 2.89 1.025 XIII

I volunteer for activities beyond job 
requirement. n 2 39 46 57 16 160 3.38 1.104 III

Organization is committed to 
professional development n 2 26 52 61 19 160 3.27 0.969 V

Organization is financially stable. n 13 18 32 74 23 160 3.07 0.932 VIII
Organization  is committed to CSR n 7 24 43 62 24 160 3.01 0.971 IX

Source: Field Survey, 2015
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Job satisfaction practices in Nepalese commercial banks
The table below shows the response of the employees working in 15 commercial banks of 
Nepal with the sample size 160. This shows frequency, percentage of respondent, mean 
and standard deviation. It is measured in five point likert scales 1 as very unsatisfied, 2 
unsatisfied, 3 don’t know, 4 satisfied and 5 very satisfied are shown. Table 4 reveals job 
satisfaction practices in Nepalese commercial banks.

Table 4: Job satisfaction practices in Nepalese commercial banks

Statements  1 2 3 4 5 Total Mean S.D Rank

How satisfied are you with work 
conditions? n 12 55 36 51 6 160 3.07 1.139 XIII

Are you satisfied with work 
equipments? n 3 42 30 78 7 160 3.17 0.926 X

How satisfied are you with the task 
variety in your job? n 9 47 63 28 13 160 2.83 0.998 XV

Do you feel you are valued in your 
job?             n 0 41 53 56 10 160 3.19 0.906 VIII

How satisfied are you with your 
immediate supervisor? n 3 21 50 67 19 160 3.28 1.021 VII

How satisfied are you with your 
immediate supervisor’s abilities? n 0 35 46 56 23 160 3.13 1.155 XII

Are you satisfied, you don’t do 
things against your conscience?   n 0 42 53 53 12 160 3.18 1.081 IX

To what extent does the current 
work reflect your abilities?

n 9 53 60 33 5 160
2.94 1.036 XIV

% 5.6 33.1 37.5 20.6 3.1 100
Are you satisfied with the freedom 
in work? n 1 60 51 38 10 160 3.61 0.897 I

How satisfied are you with the 
banks salary? n 13 64 32 47 4 160 3.49 1.105 II

Are you satisfied with banks 
benefit system? n 12 54 36 55 3 160 3.17 0.955 XI

Are you satisfied with your co-
workers do they get along? n 12 21 42 64 21 160 3.29 0.987 VI

Are you satisfied with praise for 
doing a job? n 5 32 50 61 12 160 3.43 0.943 V

Are you satisfied with career 
advancement opportunities? n 3 45 60 42 10 160 3.48 1.121 III

The ranking questions, prepared and the respondent were requested to fill up the rank 
according to their perception on job satisfaction shown on table 4. Where, the question are 
you satisfied with the freedom in work has the highest ranking which covers mean 3.62 
and standard deviation .897 which shows that employees are satisfied with the freedom 
given to use their judgment in work. Whereas, the question regarding how satisfied are 
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you with the task variety in your job, has 
the lowest ranking with mean 2.83 and 
standard deviation .998 which shows that 
employee are not satisfied with the task 
variety that means organization lacks job 
rotation. 

Employee fairness perception practices 
in Nepalese commercial banks
The table below shows the response of 
the employees working in 15 commercial 
banks of Nepal with the sample size 160. 
This shows frequency, percentage of 
respondent, mean and standard deviation. 
It is measured in five point likert scales 
1 as strongly disagree, 2 disagree, 3 
don’t know, 4 agree and 5 strongly agree 
are shown. Table 5 reveals employee 

fairness perception practices in Nepalese 
commercial banks.

The ranking questions, prepared and the 
respondent is requested to fill up the rank 
according to their fairness perception in 
organization shown on table 4.3. Where, 
every employee has opportunity to 
get promotion in bank has the highest 
ranking, which covers mean 3.33 and 
standard deviation 1.092 which shows 
that employees get promoted in bank 
according to their merit. Whereas, the 
question regarding bank provides equal 
benefits for every employee has the lowest 
ranking, which covers mean 2.41 and 
standard deviation 1.006 which shows 
that, there is inequality in benefit system 
in organizations.

Table 5: Employee fairness practices in Nepalese commercial banks

Statements 1 2 3 4 5 Total Mean S.D Rank
Every employee is treated 
equally in the bank. n 17 68 49 24 2 160 2.54 0.917 IX

I get respect from other 
employees. n 3 43 26 75 13 160 3.33 1.019 II

Bank has fair evaluation 
system. n 15 32 76 33 4 160 2.87 0.932 VII

Bank manager is fair in 
communicating with 
employees.

n 11 29 53 54 13 160 3.18 1.045 IV

Same level of employees 
receives same salaries. n 12 38 48 41 21 160 3.13 1.144 V

Bank exist different 
work hour for different 
employees.

n 17 74 36 30 3 160 2.55 0.976 VIII

Promotion is fair in bank. n 32 51 54 21 2 160 2.44 0.995 X
Bank provides equal 
benefits for every employee. n 22 83 28 21 6 160 2.41 1.006 XI

Bank emphasizes fair 
competition in workplace. n 5 23 73 50 9 160 3.22 0.874 III

Every employee has 
opportunity to get 
promotion in bank.

n 7 31 49 48 25 160 3.33 1.092 I

Job performance 
evaluations done by my 
supervisor is fair and based 
on performance.

n 10 45 59 29 17 160 2.99 1.07 VI
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Organizational commitment practices in Nepalese commercial banks
The table 6 shows the response of the employees working in 15 commercial banks of 
Nepal with the sample size 160. This shows the frequency, percentage of respondents, 
mean and standard deviation. It is measured in five point likert scales 1 as strongly 
disagree, 2 disagree, 3 don’t know, 4 agree and 5 strongly agree are shown. Table 6 reveals 
organizational commitment practices in Nepalese commercial banks.

Table 6: Organizational commitment practices in Nepalese commercial banks

Statements 1 2 3 4 5 Total Mean S.D Rank

I am willing to put in a great deal 
of effort beyond expected in order 
to help this organization to be 
successful

n 0 21 20 87 32 160 3.81 0.906 I

I talk up this organization to my 
friends as a great organization to 
work for

n 0 25 37 85 13 160 3.54 0.853 III

I would accept  any type of  job 
assignment in order to keep 
working for this organization

n 3 31 65 49 12 160 3.23 0.911 VI

I find that my values and this 
organization’s values are very 
similar

n 8 65 43 36 8 160 2.82 1.002 IX

I am proud to tell others that I am 
part of this organization n 6 20 49 66 19 160 3.45 0.983 IV

This organization really inspires the 
very best in me. n 3 53 43 45 16 160 3.11 1.04 VII

I am extremely glad that I chose 
this organization to work for over 
others 

n 3 41 35 64 17 160 3.32 1.03 V

I really care about the fate of this 
organization n 3 19 43 64 31 160 3.63 0.988 II

For me, this is the best of all 
organization  to work n 11 53 54 29 13 160 2.87 1.051 VIII

I would be very happy to spend 
the rest of my career with this 
organization.

n 9 63 48 29 11 160 2.81 1.023 X

Summary of Dimensions
The descriptive statistics shows that organizational commitment has the highest mean of 
3.26 with standard deviation 0.697 followed by employee participation with mean 3.25 and 
standard deviation 0.616, and the variable job satisfaction with mean 3.11 and standard 
deviation 0.596 followed by employee fairness perception with lowest mean of 2.91 and 
standard deviation 0.618. It shows that compared to fairness perception and satisfaction, 
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employee participation has more impact on organizational commitment.Table 7  shows 
the descriptive statistics of the variables used in the study.

Table 7: Descriptivestatistics 

N Minimum Maximum Mean Std. Deviation

Employee Participation 160 1.80 4.80 3.25 .617
Job Satisfaction 160 1.73 4.80 3.11 .596
Employee Fairness Perception 160 1.45 5.00 2.91 .619
Organizational Commitment 160 1.40 4.90 3.26 .697

Relationship between the 
variables 
Correlation among employee participation 
with job satisfaction, employee 
fairness perception, and organizational 
commitments are explained in this section 
of study. Correlation analysis, using Pearson 
correlation coefficient was conducted on all 
independent and dependent variables. The 
sample size for this research study was 160 
participants. Therefore, it is reasonable 
to expect some kind of statistically 
significant relationship among these 
pairs of variables. Table 8 shows the 
Pearson correlation coefficient between 
the independent variable employee 
participation with dependent variable job 
satisfaction, employee fairness perception 
and organizational commitment.The 
correlation between the independent 
variable employee participation with 
dependent variable job satisfaction.This 
table contained the correlation information 
needed to answer the first hypotheses of 
this research study. Here, p<.01 it shows 
significant relationship between employee 
participation and job satisfaction at 1 
percent level. Which implies higher the 

employee participation higher will be the 
job satisfaction. 

The correlation between the independent 
variable employee participation with 
dependent variable employee fairness 
perception.This table contained the 
correlation information needed to answer 
the second hypotheses of this research study. 
Here, p<.01 it shows significant relationship 
between employee participation and 
employee fairness perception at 1 percent 
level. Which shows higher the employee 
participation higher will be the fairness 
perception among employees.

The correlation between the independent 
variable employee participation with 
dependent variable organizational 
commitment.This table contained the 
correlation information needed to answer 
the third hypotheses of this research study. 
Here, p<.01 it shows significant relationship 
between employee participation and 
organizational commitment at 1 percent 
level. Which further implies higher the 
employee participation higher will be the 
organizational commitment.
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Table 8: Pearson correlation coefficient

  Employee 
Participation Job Satisfaction Employee Fairness  

Perception
Organizational 
Commitment

Employee 
Participation

r 1    
N 160    

Job Satisfaction
r .690** 1   
N 160 160   

Employee Fairness 
Perception

r .637** .678** 1  
N 160 160 160  

Organizational 
Commitment

r .718** .701** .638** 1
N 160 160 160 160

**. Correlation is significant at the 0.01 level (2-tailed).

Conclusion
The major conclusion of this study is, 
impact of employee participation on job 
satisfaction, employee fairness perception 
and organizational commitment have 
positive significant relation. Among 
all three determinants organizational 
commitment is more influenced by 
employee participation as it has highest 
correlation coefficient. The most of 
the surveyed employees agreed that 
management gives recognition for job 
performance and they are satisfied with 
the freedom in work, every employee has 
opportunity to get promotion in bank, and 
they are willing to put in a great deal of 
effort beyond expected in order to help the 
organization to be successful.

Based on the findings of the study, it 
shows that much awareness is required 
in the area of employee’s involvement 
in organizational decision making. It 
concludes that three research hypothesis 
was formulated and tested to test the 
relationship where the result showed 
positive significant relationship and 
rejected all three null hypotheses. Likewise, 

it can also be concluded that the employees 
of Nepalese commercial banks are highly 
motivated by employee participation.
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Statistical Analysis on Impact of 
Increasing Trend of Automobiles in Nepal

Basanta Dhakal* 

Abstract 
The advancement of 21th century’s science and technology has a great impact to the 
Nepalese automobile trend. The growing of urbanization and influence of western culture 
has cultivated the diverse and sound updated utilization of the automobiles/vehicles. The 
main aim of this study is to analyze the automobile trend in Nepal based on its impact and 
present status. It is found that the annual rate of increase of automobile registration is 
16,114.54 in Nepal during the last decade whereas the increase rate of motor cycle is 20,742 
and the road accident is 942.14 per year. There is no any evidence to infer that the average 
consumption of fuel differ among the last three years ( p value= 0.968). This study expects 
that the findings of this paper may facilitate planners and decision makers for formulating 
policy regarding to the physical development of the nation.

Keywords: Analysis of variance, Pollution index, Statistical trend.

Introduction
Over the course of the 21th century, the 
automobile rapidly developed from an 
expensive toy for the rich into the de 
facto standard for passenger transport in 
most developed countries, in developing 
countries, the effects of the automobiles 
have lagged, but they are emulating the 
impacts of developed nations. The effects 
of the automobile on everyday life have 
been a subject of controversy. While 
the introduction of the mass-produced 
automobile represented a revolution in 
mobility and convenience, the modern 
consequences of heavy automotive use 
contribute to the use of non-renewable 
fuels, a dramatic increase in the rate of 

* Mr. Dhakal is Associate Professor, Statistics, Nepal Commerce Campus, T.U.

accidental death, social isolation, the 
disconnection of community, the rise in 
obesity, the generation of air and noise 
pollution, urban sprawl and urban decay. 

The need of time, influence of globalization 
and steps towards (marching towards) 
the era of civilization has drastically 
changed the overall automobile industry 
of Nepal baked any wants, needs and 
desire of Nepalese people. Owing to fact, 
and stipulated intensification towards the 
public/ private ownership of automobiles 
that are encountered on the roads; the 
roads that in Kathmandu Valley are 
about to surrender in front of the crowd. 
The crowded traffic might have various  
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explicit and implicit impacts to human 
society, civilization and overall beauty 
of the city. In fact, to diagnose these 
effects it is enough wiser to go to the root 
causes of traffic hassles and congestion 
in Kathmandu. The degree and depth of 
traffic hassles in Kathmandu valley may 
rise on various data but their impact and 
responsibilities may vary. It is not easy 
to diagnose the open secret facts and 
the underlying hidden grass-root causes 
responsible for traffic jam in Kathmandu 
valley’s roads.

As per emission inventory done in 2005, 
the major contributors to PM10 levels 
in the Kathmandu Valley are transport 
sector (37%) followed by re-suspension 
road dust (25%) and brick industries 
(11%). The PM10 contribution from the 
transport sector is about 7890 tons per 
year that includes both tailpipe emission 
and re-suspension of road dust. Thus, it is 
necessary to curb vehicular pollution in the 
valley through promotion of cleaner fuel 
and vehicles, better transport system, and 
effective and efficient vehicle inspection 
and maintenance system. Studies have 
shown that about 20 percent of the most 
polluting vehicles are responsible for 
about 50 percent of the pollution (Raut, 
2002). Hence, an effective vehicle emission 
inspection and maintenance system should 
be in place in conjunction with other Air 
Quality Management Measures to ensure 
clean air for all. 

In this respect, it needs to study the 
impact of increasing automobile trend in 
Nepal, which may help to planners for 
making policies regarding to the physical 
development of the nation. In this context, 
this paper attempts to investigate the 

current trend of automobiles in Nepal. It  
also tries to analyze the fuel consumption, 
road accident and length of road of Nepal.

Materials and Methods
The present study is descriptive as well 
as analytical in nature. All analysis and 
discussion have been based on published 
sources of secondary data such as Statistical 
Year Book of Nepal 2011, National 
Population and Housing Census 2011, 
Nepal in Figure 2012, and Pollution Index 
2014. Number of vehicles registered, fuel 
consumptions, number of road accidents 
and length of roads are the main variables 
of this study. Some descriptive Statistics 
such as mean, standard deviation, 
coefficient of variation, percentage, 
percentage change, bar diagram and pie 
diagram are used to analyze the pattern of 
automobile trend in Nepal.  The inferential 
statistics like One Way ANOVA (Analysis 
of Variance) is used to test whether the 
average consumption of fuel and average 
length of roads differ along the year. Trend 
analysis by least square method is used to 
analyze the trend of automobile registered 
in Nepal. Software tool, which is used is 
SPSS package.

Results and Discussions
Nepal is one of the least developed 
countries of the world. Among 26.6 million 
people of the country as per the census of 
2011, 83 % of people live in the rural areas 
where the road excess is rarely reached. 
However, the number of registration 
of vehicles is increased by day to day. 
The following table shows the number 
of vehicles registered by year of the last 
decade.
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Table 1: Number of Vehicles registered 
by Year

Year Number of 
Vehicles

Percentage 
Change

2001/02 49560 -
2002/03 37610 -24.11
2003/04 39699 5.55
2004/05 40531 2.09
2005/06 55775 37.61
2006/07 88735 59.09
2007/08 85739 -3.38
2008/09 102570 19.63
2009/10 201787 96.73
2010/11 163640 -18.90
Trend line(Yc) 90664.1+16114.54X -

Source: CBS,2011. Statistical Year Book 
Nepal.

Table 1 shows that the annual increase 
of automobile is 16114.54 during the last 
decade. The negative percentage change 
of number of vehicles registered occurs 
in the year 2002/03, 2007/08 and 2010/11 
only in the last decade. In the remaining 
year, the percentage change of number of 
registration of vehicles is in positive. 

Figure 1: Number of Vehicles registered by Year
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Figure 1 shows that the numbers of registration of automobiles are in haphazard in way, 
but it has increasing in tendency.

Nepal is a land locked country; it cannot produce any type of fuel product. It imports  all 
types of fuel from the neighboring countries especially from India. The following table 
shows the fuel consumption like diesel, petrol and others (Kerosene, Aviation Turbine 
Fuel, LDO+FO and Light Petroleum gas) of last three years.
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Table 2: Fuel Consumptions (in Kilolitre)

Year Total 
     Diesel       Petrol      Others 
In KL % In KL % In KL %

2009/10 1057197 612505 57.94 162275 15.35 282417 26.71
2010/11 1154506 655128 56.75 187641 16.25 311737 27.0
2011/12 1181724 648513 54.88 199749 16.90 333462 28.22
CV (%) 3.34 3.60 - 10.44 - 8.28 -

Source : CBS, Nepal in Figures, 2012.

Table 2 shows that diesel are consumed 57.94%, 56.75% and 54.88% to the total consumption 
of fuel in the fiscal year 2009/10, 2010/11 and 2011/12 respectively. It is followed by petrol 
15.35% in 2009/10, 16.25% in 2010/11 and 16.90% in 2011/12. Similarly, other types of fuel 
like kerosene, aviation turbine fuel; LDO+FO and light petroleum gas are consumed 
26.71% in 2009/10, 27.0% in 2010/11 and 28.22% in 2011/12. The coefficient of variation of 
diesel, petrol and others (kerosene, aviation turbine fuel; LDO+FO and light petroleum 
gas) are  3.60% ,10.44% and 8.28% respectively. There is no any evidence to infer that 
the mean consumption of fuel differ among the last three years [One way-ANOVA- The 
calculated value is less than critical value (0.033 <5.14) or Sig. value (0.968) >α (0.05), thus 
do not rejecting H0]

Figure 2: Fuel Consumptions (in Kilolitre)
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Figure 2 indicates that the maximum consumed fuel in Nepal is diesel in comparison to 
others.

The following table shows that the road accidents including seriously injured, minor 
injured, fatalities and affected person during the last seven years.
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Table 3:  Scenario of Road Accidents

Year Road 
Accidents

Seriously 
Injured Minor injured Fatalities Affected 

Person 

2004/05 3894 1795 4039 1139 2403
2005/06 5269 1866 3655 828 6349
2006/07 4545 2583 5345 953 8881
2007/08 4637 2663 5245 1131 9039
2008/09 8353 3609 6457 1356 11422
2009/10 7438 7383 4130 1734 13247
2010/11 8803 4701 8503 1689 14893

Trend line(Yc) 6134.14
+942.14X

3514.29
+742.07X

5339.14
+551.75X

1261.43
+138.04X

9462.0
+1921X

Source: Police Head Quarter, 2012.

Table 3 shows that the road accident is increased by 942.14 per year. The seriously injured 
and minor injured persons are increased by 742.07 and 551.75 per year respectively. The 
fatality is increased by 138.04 and number of affected person is increased by 1921 per year. 
These numerical figures indicate that the road accident of Nepal has been increased  by 
day to day.

Figure 3: Road Accidents
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Figure 3 shows that the graph of number of affected persons is rapidly growing from one 
year to another. The fatality is not increased as compare to others.

Ecologically, Nepal is divided into three regions like Mountain, Hill and Terai that 
occupies the 15%, 68% and 17% of the total land of Nepal respectively. Therefore, it is 



T H E  N E P A L E S E  M A N A G E M E N T  R E V I E W  A p r i l  2 0 1 6

89

difficult to construct the road in the country. The following table gives the glimpse of 
current condition of roads like blacktopped, graveled and earthen of last three years. 

Table 4: Length of road (in KM)

Type 
       2009/10     2010/11      2011/12

KM % KM % KM %
Black- topped 6669 31.62 9902 42.66 9917 42.28
Graveled 5007 23.74 5670 24.43 5715 24.37
Earthen 9417 44.64 7637 32.91 7822 33.35
Total 21093 100 23209 100 23454 100

Source: CBS, Nepal in Figures, 2012.

Table 4 shows that the black- topped road is 31.62% in 2009/10, 42.66% in 2010/11 and 
42.28% in 2011/12. The graveled road is 23.74% in 2009/10, 24.43% in 2010/11 and 24.37% 
in 2011/12. Similarly, the earthen –road is 44.64 in 2009/10, 32.91% in 2010/11 and 33.35% 
in 2011/12. There is no any evidence to infer that the mean length of road differ among the 
last three years [One way ANOVA-The calculated value is less than critical value (0.122 
<5.14) or Sig. value (0.888) >α (0.05), thus do not rejecting H0]

Figure 4: Length of road (in KM)
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Figure 4 shows that the earthen –road is the highest in 2009/10 in comparison to others. 
However, in the year 2010/11 and 2011/12, the blacktopped road is the highest in 
comparison to other types of road.

The following table shows that the number of vehicles like bus and minibus; car, jeep and 
van; tempo; motorbike; microbus; pickup; truck, tanker, dozer and crane; tractor; and 
other types of vehicles registered during the last seven year in Nepal.
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Table 5: Number of vehicles Registered by type

Year 
Bus,
Mini bus
 

Car ,
Jeep, Van Tempo Motor

bike
Micro
bus Pickup 

Truck,
Tanker,
Dozer,
Crane 

Tractor Others

2004/05 1038 4781 48 31093 584 0 1592 1374 21
2005/06 2191 5114 60 45410 66 36 2263 635 0
2006/07 2370 5156 12 72568 138 736 3278 2942 1535
2007/08 2598 4741 18 69666 31 1588 3594 3297 206
2008/09 2436 6857 20 83334 128 1287 3643 4663 202
2009/10 2668 12268 9 168707 145 1975 4524 11460 31
2010/11 2980 8510 2 138907 115 3087 1969 7937 133

Source : CBS,2011. Statistical Year Book Nepal 

The trend line equation of bus and mini bus is 2325.9 + 244.5X i.e. the annual increase 
is 245.5. The trend line equation of car, jeep and van is 7511.29 +971.29X i.e. the annual 
increase is 971.29. The trend line equation of tempo is 24.14 -8.29X i.e. it is decreased 
by 8.29 per year. The trend line equation of motorbike is 91282.29 +20742.93X i.e. it is 
increased by 20742 per year. The trend line equation of microbus is 172.42 -44.96X i.e. it is 
decreased by 44.96 per year. The trend line equation of pickup is 1244.14 +488.93X i.e. it is 
increased by 488.93 per year. The trend line equation of truck, tanker, dozer and crane is 
3162 + 214.93X i.e. it is increased by 214.93 per year. The trend line equation of tractor is 
5118.14 +1537.86X i.e. it is increased by 1537.86 per year. The trend line equation of other 
types of automobile is 315-31.14X i.e. it is decreased by 31.14 per year.

Figure 5: Number of vehicles Registered by type
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Figure 5 shows that motorcycle is the maximum registered vehicle during the last seven 
year. Car, jeep and van stood in the second position. It indicates that the private vehicles 
are registered in comparison to public vehicles.

Kathmandu is the fourth worst polluted city with 101.05 points, according to Pollution 
Index 2014, after Xi’an, china (101.90), Kingston, Jamaica (103.45) and Accra, Ghana 
(111.18). The Nepal government, however, has failed to provide the status of air quality 



T H E  N E P A L E S E  M A N A G E M E N T  R E V I E W  A p r i l  2 0 1 6

91

of the city, which is home to 2.51 million 
people ( Pokhrel, 2014).

Table 6: National Ambient Air Quality 
Standard’12 (microgram/m3)

Pollutant 8hrs 24hrs Annual 
TSP •N/A 230 •N/A
PM10 •N/A 120 •N/A
SO2 •N/A 70 50
NO2 •N/A 80 40
CO 10,000 •N/A •N/A
Benzene •N/A •N/A 5
PM2.5 •N/A 40 •N/A
03 157 •N/A •N/A
Lead •N/A •N/A 0.5

Source: MOSTE, 2014. 
•N/A: No standard set

Table 6 shows that the ambient air quality 
that is measured in different pollutant 
levels-particular matter (PM2.5 and 
PM10), total suspended particulate (TSP), 
carbon monoxide (co), nitrogen dioxide 
(NO2), sulfur dioxide(SO2), lead and 
benzene in Kathmandu Valley. It indicates 
that Kathmandu Valley could turn into 
a city of cardiac and chronic obstructive 
pulmonary diseases in the next years if 
nothing is done immediately to curb air 
pollution. 

Conclusion
The number of vehicles registered per year 
is 16115 per year in number. Diesel is the 
highest consumed fuel. The air quality of 
the Nepalese cities, especially Kathmandu 
valley is worsening day by day. Public 
health and economy are also deteriorating. 
Hence, the major problem like vehicle 
emission has to be addressed urgently. The 
local community, civil society and media 
have a crucial role in creating pressure 
to improve the air quality of Kathmandu 

Valley. The media can sensitize and educate 
the local communities on the hazards of air 
pollution so that they are willing to take on 
more responsibility to reduce emissions 
and demand improvement on air quality.  
Motorbike has the highest registered 
vehicles in comparison to others, which is 
the common characteristics of developing 
country. The road accident is increased by 
942 per year. Serious considerations have 
to be made at the policy level, as well as 
the grassroots level. It is prime time that 
the government should sit with all the 
stakeholders and addresses the problems 
of negative impact of increasing trend 
of automobiles in Nepal strategically. 
Therefore, Nepal government should make 
strong policy to address the problem of 
negative impact of increasing automobile 
trend in the country.
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Current Status of Female Entrepreneurial 
Environment in Nepal

Dr. Manoj Kumar Chaudhary*

Abstract
Entrepreneurial spirit  has emerged as a most crucial development in recent economic 
history around the globe. Nepal is no exception. There has been a significant change in the 
mindset of the salaried class people. Due to the change, many educated young people—both 
male and female—are  starting their own business as never before. This study  examines 
the theoretical knowledge about the current status of women entrepreneurship in Nepal.  Its  
result  shows that political instability and weak implementation of law and order in Nepal 
have not given the right kind of fillip to female entrepreneurial growth—a reality which calls 
for greater attention to the formation of a conducive ambiance for female entrepreneurship. 
Therefore, the study arrives at the conclusion that there is still a considerable room for female 
entrepreneurial growth in Nepal because Nepali women’s current status in entrepreneurship 
is a far cry. 

Key Words: Women, Factors, environment, economic growth, status, entrepreneurship, 
Nepal
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1.  Introduction
The role of an entrepreneur has been 
considered as an important thing for 
the economic development of a country. 
According to Schumpeter (1934), 
entrepreneurship can be considered as the 
formation of a new venture that often uses 
innovation either for entering existing 
markets or for creating a new market. 
It is obvious that an entrepreneur is a 
person who not only organizes, manages 
and utilizes the factors of production 
but also innovates and takes risks. It is 
because entrepreneurship, as the process 

of creating something new but valuable, 
requires a real buckling to the task—a 
strong loyalty to the undertaking—
which, however, incurs the chance of 
being waylaid by the accosting financial, 
psychological, social, and occupational 
risks. In the case of success, rewards 
of monetary and personal satisfaction 
also become central to entrepreneurship 
(Hisrich, 2005). Furthermore, during 
the past few decades, creating and 
transforming ideas into economic 
opportunities have turned out to be crucial 
issues for the growth of entrepreneurship. 



T H E  N E P A L E S E  M A N A G E M E N T  R E V I E W  A p r i l  2 0 1 6

94

It has become increasingly apparent that 
entrepreneurship, indeed, acts as a catalyst 
to social and economic development 
in both the developed and developing 
countries (Ilo, 2006). The main goal is to 
grow in a sustainable manner by meeting 
potential demands while taking market 
share away from the existing suppliers. 
Furthermore, it must be kept in mind 
that entrepreneurs are the same persons 
who independently own and actively 
manage a business (Collins et. al; 2004). An 
astute individual should be encouraged 
to become an entrepreneur as he or she 
will invigorate economy and generate 
employment (Van Praggee and Cramer, 
2001). 

As it is obvious from the preceding 
discussion so far, entrepreneurship 
development and empowerment 
correspond with one another. Therefore, 
entrepreneurship development and social 
empowerment in the 21st century are poised 
to be influenced by the growing concern for 
business practice and ethics among male 
and female entrepreneurs. The process of 
entrepreneurship is common to both man 
and woman. However, women stand as a 
special focus group for entrepreneurship 
development. They differ in terms 
of motivation, business skills, formal 
training and education, household chores, 
etc. But technological change, innovation 
and rising consciousness through 
education among woman has facilitated 
the growth of women entrepreneurship 
in a developing country like Nepal 
(Chaudhary, 2015). In 1990, the country 
adopted a democratic political system 
but due to the male dominant society, 
women entrepreneurs still do not find not 

an easy path . In Nepal, entrepreneurship 
has been traditionally seen as a male 
preserve and the idea of women taking up 
entrepreneurial activities are considered 
as a distant dream (Dhungana, 2014). 
But mindset has been changing; women 
entrepreneurship is getting importance in 
Nepal as well. There are lots of measures 
underway to boost women participation 
in business. However, women have been 
facing several challenges to get going with 
their venture ideas (Bushell, 2008). 

In spite of these findings with respect 
to motivational factors for female 
entrepreneurs and the fact of the growing 
recognition of the fundamental role of 
women in the world economy, it still 
remains a challenging task.. Previous 
research has explored several motivations 
and their positive effects on women 
entrepreneurship. However, there are 
still some barriers. Women in developed 
and developing countries face many 
problems to get ahead in their career 
in business. Despite the difficulties, 
there has been emphasis on shoring up 
women entrepreneurship. Microfinance 
institutions (MRIS), INGO, NGO and 
the State itself encourage women to take 
to entrepreneurship (Agrawal, 2013). In 
spite of the emphasis, access to finance 
by women entrepreneur still remains 
a far cry. Moreover, intimidation and 
under-representation compound the class 
(Nkamnebe, 2009). Therefore, research 
into the general issues faced by female 
entrepreneurs focuses on a number of 
critical barriers and challenges. For this (a) 
traditional stereotyping of socio-cultural 
role relegates women to being household 
chores (Rijal, 2014). (b) in the absence of 
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coordinated effort among government and 
other institutions, women entrepreneurs 
cannot be successful (Mayoux, 2003). (c) 
comparatively low level social integration 
(Shapero, 1982). (d) Net working is not 
established to the same degree as with 
male counterparts (O'Donnell, et. al, 2001). 
(e) Women are generally low risk takers, 
because of their primary responsibility 
towards family (Goffee and Slase, 1985). 
(f) legal and regulatory barriers, limited 
management competencies, lack of 
financial and credit availability (Felumini 
and Wosowei, 2013).

It can be observed that there are several 
factors hindering women entrepreneurs in 
their way towards business success. These 
factors include family obligation, poor 
access to financial support, male dominance, 
lack of managerial competencies, passive 
attitude, lack of knowledge and know-
how, low-level risk taking, attitude and 
alike. Therefore, these key factors indicate 
both the social and personal features that 
are considered hindrances for aspiring 
women entrepreneurship in a business 
venture. Unfortunately, the literature 
review does not clearly pin down the key 
motivational and constraining factors. 
Even empirical evidences do not quite 
throw light on these factors.

Women entrepreneurship has been 
considered as a key ingredient for poverty 
reduction and empowerment (Bushell, 
2008). Thus, there are numbers of previous 
research findings, focused on motivational 
factors for women entrepreneurship (Stoner 
et. al. 1990; Hamilton; 1993 Brown; 1997 
Winn, 2005; Naser, et. al; 2009; Stewart and 
Roth; 2007; Bushell, 2008). These scholars 

have identified some motivational factors 
for women entrepreneurship for economic 
development and empowerment in the 
context of a nation. Thefactors identified 
are self fulfillment or achievement, 
extrinsic rewards, desire for autonomy; 
intrinsic rewards, family support and 
security, social network, social support, 
and technological innovation and 
education. These factors determine the 
motivational level of female entrepreneurs 
for the success of a business.

Women entrepreneurship is, however, a 
relatively recent phenomenon in Nepal. 
It can be noticed that apart from the 
initiatives of the government of Nepal, 
several women-based organizations (both 
INGO and ) have come up with various 
policies for the economic development 
and social empowerment of women 
in Nepal but when we realize the real 
scenario of women’s status in business, 
people generally think of some small micro 
level business such as handicrafts, beauty 
parlours, knitting, sewing, agriculture, 
cleaning, health and education, etc. 
According to Gender Gap report (2012) 
published by the world economy forum, 
Nepal ranks at 123 among 136 countries 
in terms of overall gap index. Women 
in Nepal have a low status in public 
life with adequate disadvantage in 
entrepreneurial activities. Based on the 
above facts, Nepalese women are under-
represented as business leaders and are 
less likely to actively participate in formal 
entrepreneurial activities. Therefore, this 
paper reviews the literature to develop 
idea on about the current status of women 
entrepreneurs in Nepal and aims to 
identify and explore the factors that create 



T H E  N E P A L E S E  M A N A G E M E N T  R E V I E W  A p r i l  2 0 1 6

96

environment for women entrepreneurial 
growth in the Nepali context.

2. Women Entrepreneurship in 
Nepal

Women entrepreneurship, in a formal 
sense, is a relatively new phenomenon 
in Nepal. Although certain ethnic 
communities in the country, especially 
the Newars and highland groups such as 
the Sherpas, Gurungs, and Thakalis are 
known to have a long tradition of women 
involvement in small business enterprises, 
it is only within the last ten years that the 
concept of women entrepreneurship has 
progressively gained some acceptance 
among the overall dominant majority in 
the Nepalese society (Agrawal, 2013). With 
the growing recognition that women have 
unique talents which could be harnessed 
for development and for creating 
employment opportunities for others who 
are not suited to an entrepreneurial career, 
developing women as entrepreneurs has 
become an important part of national 
development planning and strategies 
(Chaudhary, 2015).

Gender equality and economic 
development go hand in hand. Since 
the early 1980s, the policymakers and 
planners have become acutely aware of 
the economic significance of women's 
productive activities and the nature of 
their contribution to income generation. It 
has been firmly established that women in 
Nepal are vitally productive contributors 
to the national economy but their access to 
knowledge, skills, resources, opportunities 
and power still remains rather low 
(Dhungana, 2014).

Although women constitute a little over one 
half of Nepal's population, they rank lower 
than men in almost every social indicator 
in the country. Within the increasing tides 
of poverty in Nepal, women are the poorest 
of the poor, a relatively more deprived 
segment than even the poor. Forty-five 
percent of women aged 10 and above are 
listed as economically active, while the 
corresponding figure for men. The growth 
rate in the female labour force exceeded 
that of males between 1981-1991, but 
they are still confined to a few activities 
indicating their disadvantaged position 
in reaping the benefits of diversification 
in many areas of employment. Over the 
past fifteen years women's participation 
in economic activities has also moved 
beyond agriculture into the local market 
economy. Women are moving into small 
business and self-employment ventures, 
thereby creating many formal and 
informal opportunities for work. Women 
are increasingly migrating to urban areas 
for employment in a range of cottage 
industries, such as carpet weaving, textiles 
and handicrafts. Some 82% of working 
women are self-employed and 12% are 
wage-employed, as compared to 69% and 
27% in the case of men. More than 4% of 
women are unpaid family workers, the only 
category where women have outnumbered 
men. Less than 1% of the working women 
hold the status of "employer". Women's 
participation in the informal sectors has 
increased significantly in both urban and 
rural areas. Vending, petty trade, liquor 
making, and vegetable selling are some of 
the more common employment ventures 
undertaken by women (World Bank, 
Annual Report, 2014).Currently, women 
in Nepal holds about 14,300 small and 
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medium size enterprises which accounting 
for 2 percent in GDP and employing over 
200,000 people. Therefore, women are to 
some extent adequately empowered and 
can lead small, medium and even big 
enterprise in the country Nepal.

In spite of the above-mentioned data by 
Dhungana (2014), it is still difficult to 
accurately present the data about numbers 
of women involved in entrepreneurial 
activities. This is simply because who 
actually runs and controls business is a 
debatable issue. In most of the cases, it is 
the husband or father or others who are 
the real owners of the business (Ganesan, 
2003; Bushell, 2008). Therefore, it can be 
discerned that the real scenario of women 
in business is still not clear in Nepal. 
Therefore, this paper mainly focuses on 
the present information, presented by 
several previous researcher, which is 
already theoretical as well as empirical. 

3. Methodology
This paper reviews the literature to develop 
idea about what the current status of women 
entrepreneurs in Nepal is and what factors 
motivate and prevent them. This study 
first examines the theoretical knowledge 
about women entrepreneurship in Nepal. 
The examination draws on qualitative and 
quantitative methodology apart from a 
discussion of the available literature on 
female entrepreneurship in Nepal.  The 
study is not survey-based and, therefore, 
the data and information presented in the 
study are largely gathered from published 
literature rather than the perception of the 
women entrepreneurs and others. Further, 
rationality in this paper is to address all 
these issues related to entrepreneurial 

environment in Nepal. There is a dearth 
of articles available related to the above 
mentioned issues in Nepal. Thus, this 
paper mainly focusses on the present 
information which is already theoretical 
as well as empirical. Finally, in addition 
to the already conducted research, this 
analysis draws upon three sources (a) 
qualitative and quantitative research 
along with literature reviews, (b) public 
documentation and website, and (c) 
pPersonal observation.

4. Discussion And Conclusion
The entrepreneurial life-force has 
appeared as an indispensable lever to 
the socio-economic transformation of a 
country. Nepal also remains alive to this 
welcome development. Awareness has 
dawned upon Nepali women to empower 
themselves and better their life-style by 
breaking free from the limiting space of 
the four walls of the house for meaningful 
activities outside the home, one of which 
is the inclination to entrepreneurship.

Over decade period of time, the 
government of Nepal has come up 
with several programmes, policies and 
incentives for the economic development 
and empowerment of women. Similarly, 
several INGO, NGO and other private 
institutions are also actively involved 
in promoting business women. That  is 
why, based on the result mentioned in 
a previous section, it is worthwhile to 
mention here that the traditional household 
roles of women has been changing. The 
government of Nepal has come up with 
policies related to women empowerment 
and economic development. There is an 
act where propertyowned by women is 
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given 25% of Gross Domestic Product 
(GDP) of the country, which is the highest 
contribution among the south Asian 
nations, and out of this, women migrant 
workers contribute 11 percent. But the 
situation is still not satisfactory in Nepal. 
Women in the country have been facing 
complex problems to get going with their 
business ideas. However, now women 
are being genuinely encouraged to 
participate in business and obtain support 
in all aspects of enterprise development 
through training on management skills, 
new forms of financing etc. (Acharya, 
2001). In addition, women in Nepal play 
the significant role for economic growth. 
Currently, women in Nepal hold about 
14,300 small and medium size enterprises, 
which account for 2 percent in GDP 
and which employ over 200,000 people. 
Therefore, women are, to some extent, 
effectively empowered and can lead small, 
medium and even big enterprise in the 
country. 

In spite of these developments, the ability 
of women to participate in a business 
is still being constrained by several 
factors including the subscription to the 
traditional gender role which, despite 
being increasingly weakened, still prevails.  
The other factor is that the male members 
of the family do not wish to invest in 
the business which is basically run by 
women since they believe that the lack of 
confidence in women render them to run 
business efficiently and effectively. 

Moreover, though gender-friendly policy 
has been adopted by the government of 
Nepal and some level of positive change 
with respect to women empowerment in 

business has come about in the country, 
still women are under-represented, as 
particularly in formal entrepreneurial 
activities. Many socio-cultural factors 
confine women to traditional, family and 
socially acceptable roles that leave a a 
very small scope for their entrepreneurial 
aspirations. The literacy rate of women in 
rural area is still very low. (i.e. less than 
40 percent). Literacy is the fundamental 
requirement for the growth of women, 
yet they are being kept illiterate. Besides, 
women in the country face many problems 
like accessing credit, training networks 
and information, security, as well as policy 
constraints. Political instability and weak 
implementation of law and regulation in 
Nepal has been a major stumbling block 
for a fear-free movement of women. Thus 
poor mobility discourages women to 
become entrepreneurs. Similarly, some 
of the factors are poor access to finance, 
weak finance literacy, lack of gender 
sensitivity, poor access to national and 
market and existing social structure 
Therefore, gender-friendly law should be 
introduced by the government of Nepal 
besides giving greater attention to the 
creation of a culture conducive to women 
entrepreneurial growth.

Nepalese women entrepreneurs are 
suffering from different problems in 
their organizations such as financial, 
technical know-how, training, market, 
and environment. So, in order to tackle 
the problems, Nepal introduced economic 
liberalization a decade ago and is committed 
to achieving high economic growth through 
active women's participation in the private 
sector. Therefore, this study concludes 
that there is still a considerable room for 
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women entrepreneur environment in 
Nepal because women’s role in business 
is far from satisfactory. Further, family 
background and support, social structure, 
government role, etc play a crucial role 
in Nepalese women's entrepreneurial 
journey.

5. Further Prospects and 
Challenges

Women entrepreneurship offers women 
not only job opportunities outside of the 
traditional work structure that is often 
based on a male-dominant hierarchy but 
also flexibility in terms of time, which 
is suited to their multiple roles in the 
society. Small business provides women 
with good opportunities to utilize their 
entrepreneurial capacity, thus contributing 
to the knowledge in the society. The rising 
consciousness gained through education, 
training and support programmes for 
women have been contributing to the 
growth of women entrepreneurship 
in Nepal. In particular, emphasis has 
been placed on how the small business 
is related to the improvement of 
productivity by female entrepreneurs. 
More women entrepreneurs are involved 
in such businesses as handicraft and agro-
based enterprises and service-oriented 
enterprises and formulating strategies 
to help them in improving the quality of 
goods and services.

However, in Nepalese joint family system, 
families ties, male dominant culture, 
poor literacy rate and alike are the major 
obstacles to women entrepreneurship in 
the country. One of the most noticeable this 
is that women cannot yet travel alone with 
confidence that they will not be harassed 

and assaulted. Therefore, (a)  Government 
should improve policy and regulatory 
environment (b) improve financial 
literacy for women entrepreneurship (c) 
provide preferential loans and introduce 
collateral free loans as well as create trust-
worthy environment for women and (d) 
promote capacity building for women by 
facilitating women competencies. Thus, 
this study helps future researchers and 
policy makers understand how to ensure 
and promote Nepalese women in business 
in an effective manner. This study is also 
important for all concerned stakeholders 
as they get insight into future research 
on women issues with suitable variable 
and methodology. Finally, the result 
of this study will be beneficial to those 
women who are planning to start their 
own business. Women enterprise has new 
environment in Nepal. So, it is essential to 
exchange ideas and share knowledge and 
experience among women entrepreneurs 
who are engaged particularly in micro 
and cottage businesses. With the rapid 
development of information technology 
(IT), women's entrepreneurship 
opportunities have become increasingly 
diversified, particularly in urban areas. 
The  IT-based business has not become 
so far a popular choice among women 
entrepreneurs in Nepal.
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Abstract
The employee survey was done to know about Total quality management (TQM) practices 
in commercial banks in Nepal. Based on the views of 206 respondents of ten commercial 
banks, the paper seeks to establish the relationship between components of total quality 
management and service quality. Factor analysis is used to abstract the TQM components. 
Five components out of eight have been defined. Scale reliability analysis of emergent factors 
has been done by using cronbach’s alpha and found the alpha value higher than 0.75, implying 
that items included in each factors are highly consistent. Descriptive statistics of emergent 
factors have been calculated. Mean value of each scale is tilted towards positive direction, 
implying positive attitude of employees’ towards TQM practices. Hierarchical regression 
model has been used to select the best model. The model adequacy tests have also been 
performed which shows the data satisfied the assumptions of multicollinearity, normality of 
residuals, and homoscedasticity. The fitted model has been found to be significant. This study 
is likely to be more relevant in the competitive scenario of commercial banking operations 
in Nepal. 

Keywords: Total Quality Management, Service Quality, Factor Analysis, Hierarchiacl 
Regression Model, Scale Reliability
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1. Introduction
Competitiveness and effectiveness of 
an organization is possible only when 
customers’ satisfaction is ensured by 
managing the business process through 
service quality approach. For the growth 
and development of service sector, 
quality in service sector is prime factor. 
The measurement of service factors will 

help service sectors identify the major 
factors contributed in the organizational 
performance so that the service sectors 
could manage accordingly in order to 
gain competitiveness and effectiveness 
in the business environment. Customers 
perceive the differences in the products 
and services offered by Government 
banks, Joint venture banks and private 
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banks in context of Nepal. However, any 
new offerings are quickly matched by 
the competitors in the banking sector. 
Customers keep on looking for the financial 
institutions that meet their growing and 
changing expectations. In this context, 
Financial Institutions strive for offering 
the new products and services to the 
customers differently from their customers 
with greater service quality to bring in the 
customers loyalty. It would be beneficial 
to Financial Institutions to identify the 
existing status of the institutions in 
connection with the implementation 
and control of the quality improvement 
programs for services with the help of 
managers, employees and customers. 
Employee’s view point about services 
received by customers in an organization 
is strongly related with the customers’ 
attitude towards service quality. This 
supports in the employees and customers 
view point in service quality.

Banking sector plays a significant role in the 
country’s national economy. Since banking 
sector involves in fund-channeling from 
those having surplus to those having its 
shortage, banks have to reach maximum 
customers offering the products and 
services. The banking products and 
services are almost same in the country. 
So, the quality aspects associated with 
products and services meant a lot to banks. 
The implementation and control part of 
Total Quality Management is proved to be 
the most important activity which offers 
the solution to quality related problems in 
banking sector [5].

TQM starts with strategic planning and 
given effect through product design, 

processing, testing and sales. Likewise, it 
stars with the people, and extends through 
all levels, from top to bottom. Hence, 
continual improvement by satisfying both 
internal and external customers is the 
main motto of TQM [4]. 

There have been many definitions of 
TQM. It is defined as the “management 
approach of an organization, centered on 
quality, based on the participation of all its 
members and aiming at long-term success 
through customer satisfaction, and benefits 
to all members of the organization and to 
society”[8].

There had been many comprehensive 
reviews on TQM and service quality 
which reviewed about the constructs 
of TQM. Due to the vast array of TQM 
definitions and different methods adopted 
by various scholars, it is difficult to reach 
to the conclusion of TQM constructs. 
Researchers such as [6] [3] [9] [10] 
empirically analysed the major practies 
of TQM, specifically leadership and top 
management commitment, teamwork and 
employee involvement, customer focus, 
training and development, supplier quality 
management, process improvement, 
service design, benchmarking, quality 
improvement rewards, and organisation. 
Based on all these studies, they came up 
with six costructs of TQM practices VIZ: 
leadership, strategic planning, information 
analysis, customer focus, human resource 
focus, and process management. This 
study also considers this six costructs of 
TQM practices in commercial banks in 
Nepal.
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The pre-notion about the banks are in 
finance sector has been changed into 
service industry since banks depend 
on customer satisfaction to continue 
business. We need to consider the effect 
of applying TQM on the financial capital 
and return of a given organization. The 
study on the application of TQM in the 
Jordanian banking sector aims to identify 
the relationship between TQM principles 
and the bank performance. In this study 
the proposed model of TQM developed 
by[1] is being used which considers 
three building blocks VIZ: requirements 
which will consider the critical factors 
needed for the implementation of TQM 
and measurement of organizational 
performance, actions which will 
consider the activities needed for the 
implementation of TQM philosophy in an 
organization, and results which will cover 
the customer satisfaction and financial 
development as end outcome of the TQM 
practices in an organization.

The tenets of TQM : leadership, 
empowerment, strategic quality planning, 
and human resource development which 
was practiced in secondary school of 
Kenya according to [6]; TQM model of 
commercial branch banking operations 
according to [5] and different departments 
components of service quality according 
to [11] for building the model entitled 
“A TQM model for commercial branch 
banking operations” which visualizes the 
tenets of TQM that should be practiced 
by branch management while handling 
the various functional units in a branch. 
These will results into quality services 
which ultimately will satisfy the customer 
leading to higher sales and bigger market 
share.

Quality is of more subjective rather than 
objective as customers’ perceptions and 
expectations are directly involved in 
measuring the quality of an organization 
regarding its product or service. The 
researches mainly focused on good 
quality which means “conformance to 
specification and standards”. Having the 
knowledge on good quality does not seem 
sufficient enough to understand about 
the service quality as service quality has 
following three underlying themes.

Customer feels more difficult to • 
evaluate service quality than goods 
quality

Service quality assesses the gap of • 
the actual service performance of 
an organization from the customers’ 
expectation.

Service quality evaluates the process of • 
service delivery [7].

The instruments developed by [7] through 
exploratory research focuses to quantify 
the customers’ global assessment of a 
company’s service quality

The objective of this study was to assess 
and model the TQM practices on service 
quality of Nepali commercial banks. For 
statistical modeling hierarchical regression 
model is used.

2. Methodology

2.1 Data and variables
The developed questionnaire was 
distributed to 300 employees of 10 
commercial banks. Respondents included 
in the survey were from assistant level to 
special class level employee. They were 
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administered questionnaires from any 
functional department those encountered 
during survey. Out of 300 questionnaires 
206 responded, giving a response rate of 
68.66 per cent.

The study variables included leadership 
(LD), information and analysis (IA), 
strategy and planning (SP), employee 
empowerment (EE), employee training 
and development (ETD), customer focus 
(CF), design quality management (DQM), 
process control (PC), and service quality 
(SQ).

2.2 Statistical Analysis
After data management scales are 
developed for each item of the factors by 
adding the scores obtained. The software 
used in the analysis is SPSS 18.

Factor analysis is done in this study to 
abstract the TQM components which will 
have significant impact on service quality. 
Both KMO and Bartlett’s tests are carried 
out to observe whether the data supports 
principal component analysis (PCA) or 
not. Both scale reliability and descriptive 
statistics are obtained for emergent 
factors and service quality. Hierarchical 
regression model is used to establish the 
linkage between TQM components and 
service quality 

2.3 Model Adequacy Tests
For the test of the reliability of the built 
model several measures of model adequacy 
tests have been considered in this study. 
The tests include the followings:

Statistical significance test for the • 
overall model 

Statistical significance test for  estimated • 
coefficients

Residual Analysis for the model• 

Multicollinearity diagnosis• 

The statistical significance for the overall 
model is carried out by F test while 
t-test is done for the same purpose in 
case of estimated coefficients. Similarly, 
residual analysis is done to observe how 
well a model fits the observed data. It is 
well known that the residual is normally 
distributed and homoscedastic. The 
histogram and scatter graph of residuals 
can be visualized to check if the residuals 
are normally distributed or not and to 
check if there exists constant error variance 
respectively. Variance inflation factor 
(VIF) is taken into account for detecting 
multicollineraity.

3 Results

3.1 Abstraction of TQM components by 
using factor analysis

A PCA with subsequent rotation 
(Varimax) was conducted on 30 items of a 
questionnaire completed by employees of 
commercial banks under study concerning 
TQM Practices.

Both KMO and Bartlett’s tests produced 
criteria that supported the application of 
PCA. The Kaiser-Meyer-Olkin measure of 
sampling adequacy is 0.926 implying that 
factor analysis is appropriate for these 
data. Bartlett’s Test of Sphericity shows 
that this test is highly significant 

( p0.001),which tells us that correlation 
matrix is not an identity matrix indicating 
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that there are some relationships between 
variables we hope to include in the 
analysis and therefore factor analysis is 
appropriate [Table 1]. Many correlations 
were excess of 0.40. Communalities varied 
from0.798 to 0.401.

Applying Kaiser’s rule and scree test, five 
factors were deemed important.

Following rotation, factor 1 was loaded on 
4 items that reflected strategy and planning 
and accounted for 39.632% of the variance 
exemplified by the item, “I think strategic 
plan is linked to quality values in this 
bank”.

Factor 2 was loaded on 4 items and 
accounted for 6.209% of variance. It was 
labeled as Design Quality Management 
.This factor included the items, “we 
have improved at least one feature of 
products/service in the past year”, “In 
the past year we have introduced at 
least one new product/service”, and “we 
make improvements in product/services 
continually”.

The third factor accounted for 5.584% of 
variance and was loaded on 3 items which 

are “We ask customers systematically what 
they expect in product/services”, “We 
ask customers if they are satisfied with 
product/services” and “we collect data to 
monitor changes in customers’ need’. This 
factor was labeled as Customer Focus. 

The fourth factor was labeled as Leadership 
which included items “My supervisor 
maintains close contact with staffs”, “My 
supervisor conducts regular reviews of 
quality performance”, and “My supervisor 
enforces total quality commitment to all 
staffs”. This factor accounted for 4.326% 
of variance. 

Finally fifth factor accounted for 3.998% of 
variance which included 2 items “All staffs 
are focused on continuous improvement 
effort in all areas” and “Staffs members 
are responded with immediate feedback 
on his/her task”. 

Scale reliability analysis of emergent 
factors shows each resulted factors 
chronbach’s alpha is higher than 0.75, 
implying that items included in each 
factors are highly consistent. Mean value 
of each scale is tilted towards positive 
directions, implying positive attitude of 
employees’ towards TQM practices [Table 
2].

Table1: KMO and Bartlett’s Test
Kaiser-Meyer-Olkin Measure of Sampling Adequacy. .926
Bartlett's Test of Sphericity Approx. Chi-Square 2239.128

Df 435
Sig. .000
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Table 2: Resulted Factors, Reliability and Statistics

Factor serial 
number Factor description cronbach's 

alpha
# of 

Items Mean SD Min Max

1 Strategy and planning 0.838 4 14.86 2.98 4 20
2 Design quality management 0.863 2 7.9 1.75 2 10
3 Customer Focus 0.833 3 10.11 2.37 3 15
4 Leadership 0.803 3 11.3 2.22 4 15
5 Employee Empowerment 0.757 3 10.21 2.19 3 15

3.2 Statistical Modeling
In the present model building, Hierarchical Regression Model is used to associate TQM 
components with service quality by looking at the influence of TQM components in a 
sequential way.

The table 3 reveals the sequence in which independent variables are entered in the analysis 
which gave rise to 5 models as shown in table 4. This table depicts the Model Summary, 
providing the R, and adjusted R2 values for five models, as well as the change statistics 
as each model takes in another independent variable. Since adjusted R2 of Model 5 is 
65% making this model as the best predictive function for explaining variance in Service 
Quality. Moreover, the significant of F Change of Model 5 was also significant (p =.016) 
indicating addition of the fifth variable is adding to the predicted value of the Modeling.

Table3: Variables entered/Removed

Model Variables Entered Variables Removed Method

1 Strategy and Planning . Enter

2 Design Quality Management . Enter

3 Customer Focus . Enter

4 Leadership . Enter

5 Employee Involvement . Enter

Table 4: Model Summary

Model R R 
Square

Adjusted 
R Square

Std. Error 
of the 

Estimate

Change Statistics

R Square Change F Change df1 df2 Sig. F 
Change

1 .652 .426 .421 2.67241 .426 100.026 1 135 .000
2 .736 .542 .535 2.39579 .116 33.974 1 134 .000
3 .786 .618 .609 2.19657 .076 26.409 1 133 .000
4 .805 .648 .637 2.11621 .030 11.292 1 132 .001
5 .814 .663 .650 2.07762 .015 5.948 1 131 .016
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Table 5 is ANOVA table which shows the F values for each model. The table clearly informs 
that independent variables used together in all models as a set are significantly related to 
dependent variable (service quality).

Table 5: ANOVA

Model  Sum of Squares df Mean Square F Sig.

1
Regression 714.360 1 714.360 100.026 .000
Residual 964.137 135 7.142
Total 1678.496 136

2
Regression 909.365 2 454.682 79.216 .000
Residual 769.132 134 5.740
Total 1678.496 136

3
Regression 1036.785 3 345.595 71.627 .000
Residual 641.712 133 4.825
Total 1678.496 136

4
Regression 1087.356 4 271.839 60.701 .000
Residual 591.140 132 4.478
Total 1678.496 136

5
Regression 1113.032 5 222.606 51.571 .000
Residual 565.464 131 4.317
Total 1678.496 136    

Table 6 displays the unstandardized  coefficients of Model 5 which provides evidence of 
the unique individual contributions of each independent variable to dependent variable. 
The table also clearly shows all independent variables are significant. We can produce 
regression equation from model 5 as 

Service quality=.970+0.239(Strategy and Planning) +0.398(Design quality management) 
+0.320(Customer focus) +0.307(Leadership) +0.375(Employee Involvement)

Table 6: Coefficients

Model Unstandardized 
Coefficients

Standardized 
Coefficients

T Sig. VIF
 B Std. 

Error Beta

(Constant) .970 1.155 .839 .403

Strategy and Planning .239 .080 .205 2.976 .003 1.852

Design Quality Management .398 .087 .284 4.597 .000 1.481

Customer Focus .320 .097 .227 3.312 .001 1.822

Leadership .307 .098 .185 3.122 .002 1.363

Employee Involvement .375 .154 .168 2.439 .016 1.851
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3.3 Model Adequacy Tests
Statistical significance test for the overall model 
is done calculating F value for each model. 
The overall regression of all five models 
is highly significant with F=100.026, 
79.216, 71.627, 60.701, and 51.571, p .001 
respectively.

Statistical significance of test for estimated 
coefficients is done by calculating t-value 
for each independent variable fitted in each 
model. This study selected the model 5 as 
the best model. In this model regression 
coefficients are significant, namely, 
strategy and planning at p=.003, design 
quality management at p=.000, customer focus 
at p=.001, leadership at p=.002 and employee 
involvement at p=.016

Residual analysis for the model is done via 
various residual plots such as histogram 
considering regression standardized 
residuals and scatterplot considering 
regression standardized residual and 
regression standardized predicted value 
and detection of outliers by calculating 
Mahalnobosis distance .Examination of 
histogram shows the patterns of errors 
are normally distributed. Likewise, 
examining scatterplot the residuals are 
scattered randomly around zero implying 
that the errors have constant variance. 
Only six cases out of 206 found to be 
outliers as these cases had probability 
of Mahalnobosis distance as 0.00 which 
was less than 0.001. However, these were 
retained in an analysis since the outliers 
were not significant in number.

Multicollinearity Diagnosis shows that the 
models do not suffer from the problem 
of multicollinearity since VIF for each 
independent variable is below 1.85.

Fig.1 (a) Histogram (b) Scatter plot

4 Conclusions
A hierarchical multiple regression was 
performed to determine whether the 
addition of relationships with strategy and 
planning, design quality management, 
customer focus, leadership, and employee 
involvement in predicting service quality. 
Five models were evaluated and found 
all significant. Among them model 5 
produced adjusted R2 = 65% and this was 
significantly different from zero (F = 51.571, 
P =.000). All five independent variables 
were uniquely and significantly contribute 
to service quality. The IVs according 
to their importance are design quality 
management, employee involvement, 
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customer focus, leadership, and strategy 
and planning.

In order to assess the TQM practices on 
service quality of commercial banks in 
Nepal, an employee survey is done and 
analyzed. The statistical analysis showed 
various TQM components are associated 
with service quality of banks. These factors 
included strategy and planning, design 
quality management, customer focus, 
leadership, and employee involvement.

Model adequacy tests supported by 
statistical significance test for the overall 
model, statistical significance test for 
estimated coefficients, residual analysis for 
the model and multicollinearity diagnosis 
revealed that the built model came out as 
good.

Six cases out of 206 have been identified 
as outlier which is only 0.029%. So, these 
cases are retained in a current model 
building process. Minor percentage of 
outliers may be due to presence of errors 
in the response of employees. Finally, 
in order to provide quality service in 
commercial banks in Nepal, the TQM 
components discussed in the paper closely 
be monitored for achieving better position 
in providing services to customers.
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Abstract
Higher Education has played a important role in economic development of the country. It attained a 
crucial position all over the world in general, but the impacts of technology and globalization have 
resulted in loss of monopoly of the higher education institutions. Higher education governance 
and quality has resulted each other. People demand for transparency relevance, accountability and 
quality has increased.
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Quality and Governance of 
Education
The wealth of nation depends more on 
its people, management and government, 
than on its natural resources. Education 
helps to enhance the knowledge base of a 
nation and therefore it has a vital role to 
play in shaping the future of a nation.

The term ‘governance’ refers to the 
‘processes of decision-making within an 
institution which enable an institution to 
set its policies and objectives, to achieve 
them, and to monitor its progress towards 
achievement’ (Oxford, 2006). ‘Quality’ 
is a concept long associated with the 
manufacturing sector but later on its value 
accepted in service sector as well. Although 
the theories of quality emerged in the 
United States through American thinkers, 

the application of quality concepts were 
initially mastered by the Japanese in their 
production sectors(Becket, 2006). Quality 
assurance (QA) was about ensuring 
that standards were specified and met 
consistently for a product or service. As 
the debate and interest in quality in higher 
education grew, newer definitions and 
meanings of QA where everyone involved 
contribute to and strive for quality(Frazer, 
1992).

Governance of government universities 
is significantly influenced by government 
policy, with particular emphasis on 
efficiency. Without real autonomy and 
accountability, universities can be neither 
really responsive nor innovative. In 
return for being freed from dysfunctional 
over-regulation and micro-management, 



T H E  N E P A L E S E  M A N A G E M E N T  R E V I E W  A p r i l  2 0 1 6

112

universities need to recognize the 
importance of accountability and more 
professional management(Bleiklie, 1998). 

Coming to the governance, governments, 
universities and the public are often 
preoccupied with governance. Most of the 
Higher Education Institutions face crises of 
confidence in governance at some stage or 
the other in their evolution(Fletcher, 1968). 
Some problems are distinctly structural, 
but many are financial, such as stemming 
from pressing financial exigencies owning 
to government cutbacks or declining 
local or international enrolments. Some 
relate to the governance of dysfunctional 
units within otherwise well-governed 
institutions. Many problems arise simply 
because public universities are constantly 
in a state of flux and metamorphosis that 
is in the nature of academic life(Damrosch, 
1995). Frequently, perceived governance 
crises prompt governing bodies to make 
exaggerated changes in governance 
models in order to produce radical and 
different results. Such overreaction may 
draw out bad governance practice, as 
when glitches in personnel and financial 
systems lead to micromanaged financial 
systems in which every transaction is 
scrutinized for irregularities.

Governance as a concept and its role in 
functioning of higher education system 
is well established and is in practice since 
restoration of democracy in Nepal at 
1990. Its interpretation and application of 
principles for actual system’s management 
has been varying depending on the 
structure and functions and structure 
function relations that are operating in 
the country. The scope of governance 
constitutes state regulations, stakeholder’s 

guidance, academic self governance, 
managerial self governance, accountability 
and competition that are on the card for 
resources as major items. Some of the major 
decision making bodies that are directly 
or indirectly covered within the ambit of 
governance are Regulatory Bodies at the 
Central level, Senate, Executive Council, 
Board of Management, Academic Council 
etc. at the institution levels.

As far as the present context of universities 
is concerned, it can be stated as a global 
society which caters to the labor market 
knowledge. Obvious it is, that the Higher 
education system needs to have been 
internationalized and become open and 
operate globally.

Education intends to promote such 
values and improve people's capacity that 
sustains environment and development 
issues of any countries. Education helps 
to create awareness, welfare attitudes, 
skills and behavior as well as a sense of 
ethical responsibilities among the people. 
Education has different levels such as 
primary, secondary, higher secondary 
and university education. Among these, 
university or higher education is one of 
the fastest growing parts of the education 
system. In these contexts, higher 
education should be standard, welfare 
and sustainable development oriented. 
One of the key aims of higher education 
is to anticipate the needs of the economy 
and prepare highly skilled workers to 
make it competitive (Ghimire, 2010). 
Quality improvement concepts could be 
applied in higher education: curriculum, 
non-academic functions, administrative 
functions and the core learning process.
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Nepal seems a good location for studying 
forces for change and stability in higher 
education, since quality management 
was introduced only recently into higher 
education system; Nepal, therefore, 
becomes an important area for research 
work. Nepal may be an attractive place 
for a higher education to Indian, Bengali, 
Pakistani as well as Chinese youngster 
because of its rich history, food, natural 
beauty and good environment. But recent 
position about its universities seems 
dominated by strikes, student marches, 
protest and similar issues have eclipsed 
any focus on the quality of Nepalese higher 
education. Some views regarding quality 
assurance in higher education are found in 
the University Grants Commission (UGC), 
Nepal Reports published in 20011(UGC, 
Education Management Information 
System, 2010). The reports claimed that 
eleven public colleges had received 
quality assurance and accreditation 
certificates and other five public colleges 
are going to awarded quality assurance 
and accreditation (QAA) certificates. The 
reports claimed that the framework for 
operating a national system for quality 
assurance in higher education is essential 
for all those universities, colleges who 
offer the higher education to Nepalese 
people. This research work will focus 
on to examine a period during which 
quality assurance, evaluation and quality 
management have a heavily debated 
meaning for the universities in Nepal.

In this research paper the overall 
intention is to present thoughts on and 
some experience from studies of quality 
management and quality improvement 
in Higher Education Institutions and its 
implication in Nepalese perspectives. 

Higher education has an important and 
seemingly increasing role in society. One 
expression of this is the observation that 
during the last decades, the proportion 
of youth entering higher educational 
institutions has increased in most of the 
countries. Some common elements in 
the discussion around such issues are 
'Total Quality Management', 'Continuous 
Improvements' and 'Process Management', 
and there have been substantial changes in 
the way many organizations operate with 
respect to quality aspects.

The assumption that quality improvement 
is desired in higher education, approaches 
which directly address related issues seem 
to be worth investigating. Even though 
perspectives, approaches and methods 
with respect to quality management and 
quality improvement may have their 
origin outside higher education, they 
could be relevant and beneficial to higher 
education as well.

Quality management has been a very 
important factor for the leaders in 
higher education. The application of 
business related quality activities have 
been a success story for many leading 
institutions. 

Educational system model
The educational system can be represented 
as a multi-stage input-process-output-
outcomes system. Higher education, at 
the university level, is the last stage in 
this educational system. The input to 
the university stage is the pre-university 
educational system, while the outcomes 
are the job market. It can be ensured 
through quality and governance. Nepalese 
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universities are in the window of quality 
and governance. In order to satisfy the 
job market, we first need to identify its 
requirements and compare them with 
our educational system's capabilities of 
meeting those requirements.

Nepalese Context
The quality of public higher education 
institution has suffered in Nepal due 
to economic constraints and a shift in 
priorities from advanced levels to basic 
education. There are strong expectations 
that quality assurance is linked to 
professional mobility and a growing 
number of universities or colleges. Some 
few initiatives have taken by University 
Grants Commission (UGC), Nepal is 
strongly appreciable but it is not accepted 
all level of higher education institutions. 
It has not been intended to provide a 
comprehensive list of accrediting bodies 
in business education or the institutions 
they represent and accredit. However, 
it is essential to understand the value 
of governance and quality by Nepalese 
universities.

Nepalese higher education institutions 
either universities or colleges, they have 
their beginning relied on the prestige 
of their faculties to attract students and 
scholars and to give credibility to their 
degree programs, their graduates and 
their researchers. 

The UGC, Nepal has launched a Quality 
Assurance and Accreditation (QAA) 
programs, which can be considered an 
essential aspect of reform in the higher 
education system of Nepal. Additionally, 
a Quality Assurance and Accreditation 

Committee (QAAC) have been formed to 
develop and implement QAA activities 
in Nepal's higher education. There 
is a separate QAA division in UGC 
which facilitate QAAC and performs 
activities related to quality assurance 
and accreditation. In Nepal, it was 
taken initiation after restoration of 
democratic system. Accreditation is both 
for institutions and programs but it has 
not taken simultaneously in Nepal. It is 
organized at the national level only. It 
is voluntary and cyclical. In part due to 
capacity constraints and largely because 
of inconsequential and largely because of 
inconsequential nature, its coverage has 
been very weak and poor, while it has 
definitely helped in sensitizing the higher 
education institutions towards quality, its 
impact in fostering accountability has been 
limited. It has weak signaling power and 
has limited persuasive role in prospective 
students' choice of an institution. While 
quality assurance and accreditation system 
is widely accepted in Nepal, then program 
based quality assurance and accreditation 
system will be initiated.

Conclusion 
There is growing debate among  
government universities about how to 
deal with the governance and quality 
of issues and crises that is emerging 
due to changing context of Nepal. 
Nepal is in political transition and it 
just implemented new constitution with 
federal structure. In federalism, obviously, 
there are opportunities for grooming 
higher education institutions in all federal 
state. There are different structures in 
higher education institutions as well, 
central structure, state structure and local 
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structure. A major fear is that a governance 
crisis can and will be responsible for the 
plight of staff and students in universities 
elsewhere and has direct influence 
on quality. A converse fear is that, if a 
governance crisis is not revealed, the 
university will implode. Despite highly-
publicized conflicts over university 
governance at some leading public 
institutions, most governance and quality 
conflicts are resolved and normalcy does 
resume.

Universities are the major pillars of the 
society. The development of any society is 
dependent on its higher education system 
in general and universities in particular. 
Since the beginning it is believed that 
universities must have autonomy from 
all extraneous factors in order to govern 
and manage the academic activities. The 
development of academic programmes; 
recruit, assess, and develop the faculty; and 
select, train and educate the students. Lack 
of proper leadership, lack of transparency, 
vested interest, and politicization is the 
root cause for deterioration in quality and 
relevance in Nepalese higher education. 
To the extent, there is deficiency of 
understanding amongst the politicians 
with regards to their role in the university 
administration in Nepal. 
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Abstract
Stock markets play key role in effective allocation of savings and investments in the economy. 
However, high levels of volatility in stock markets may adversely affect the financial system 
and weaken the economy as a whole. This paper, therefore, aims at measuring the volatility 
in the stock market of Nepal. The study uses GARCH (1, 1) for measuring conditional 
volatility, and EGARCH (1, 1), TGARCH (1, 1) and PGARCH (1, 1) models are used 
to identify the presence of the leverage effect in the volatility. Using daily return series of 
NEPSE index with 3567 observations covering the period of more than 14 years starting 
from July 16, 1997 to December 31, 2012, it is found that the stock market of Nepal is 
volatile. It has both symmetric and asymmetric effect in the volatility. There seems to be 
presence of volatility clustering which means large volatility follows another large volatility, 
and it is persistence over time. PGARCH (1, 1), as a best model in capturing asymmetric 
effect, confirms asymmetric effect suggesting that return reacts differently to different news 
in Nepal. Finally, the result of the GARCH –M model shows that Nepalese stock market 
does not offer any risk premium. 
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Introduction1. 
Stock market plays a significant role in 
the economy by channeling investment 
where it is needed. It works as the channel 
through which the public savings are 
channelized to industrial and business 
enterprises. Mobilization of such resources 
for investment is certainly a necessary 
condition for economic take off, but quality 

of their allocation to various investment 
projects is an important factor for growth. 
This is precisely what an efficient stock 
market does to the economy. Pardy 
(1992) insists that even in less developed 
countries, capital markets are able to 
mobilize domestic savings and allocate 
funds more efficiently. In such markets, 
long term economic growth is promoted 
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by providing investors with liquidity, risk 
diversification, information about firms, 
corporate control and saving mobilization. 
However, a common problem of small and 
developing economies like Nepal is the 
shallow and volatile financial sector. 

Stock volatility refers to the potential 
for a given stock to experience a drastic 
decrease or increase in value within a 
predetermined period of time. High 
levels of volatility can adversely affect 
stock market and undermine the financial 
system as a whole. It discourages risk-
averse investors and savers. The volatile 
stock market causes to raise the cost 
of capital to corporations that leads to 
increase in the value of the “option wait” 
and hence, delayed investments. It also 
discourages firms from seeking a stock 
market listing or attempting to raise funds 
by new issues. In other word, high levels 
of market volatility can impede investment 
and slow overall economic growth (De 
Long et al. 1989). Engle (2004), by using 
data for the S&P 500, demonstrates that 
asymmetric volatility has a significant 
impact on stock market risk and asserts 
that ignoring asymmetry in volatility leads 
to a significant underestimation of the 
Value at Risk (VaR).Thus, understanding 
the degree of stock market volatility can 
help forecasters in predicting the path of 
an economy’s growth, and the structure 
of volatility gives signal to investors to 
hold stocks in their portfolio to achieve 
diversification (Krainer 2002). 

One of the important aspects in measuring 
stock volatility is volatility clustering 
(Mandelbrot 1963). Another phenomenon 

often encountered with it is leverage effect 
(Black 1976), which occurs when stock 
prices changes are negatively correlated 
with changes in volatility. Observations of 
this type in financial time series have led to 
the use of a wide range of variance models 
to estimate and predict volatility. These 
are the models of conditional variance, 
but in order to understand how they are 
similar and different, it is important to 
clarify the difference between conditional 
and unconditional moments. Hence, to 
capture the conditional volatility and its 
symmetric and asymmetric effects in the 
stock market of Nepal, this study applies 
ARCH series of models, which includes 
GARCH, EGARCH, PGARCH and 
TGARCH.  

Stock market volatility differs dramatically 
across international markets. Cohen 
et al. (1978) suggest the differences in 
return volatility between developed and 
developing markets because of different 
level of market thinness and turnover. Stock 
market of Nepal is small in size, illiquid, 
and dominated by few large companies. It 
has not sufficient capacity to handle risk 
relative to the volume of trading (K.C. 
2010).  Stock market volatility in Nepalese 
economy can be a stumbling block in the 
way to attract investments. Understanding 
volatility in such economies is important 
for determining the cost of capital and for 
evaluating direct investment and asset 
allocation decisions. Investors evaluate 
the volatility of stock before making a 
decision to purchase a new stock offering, 
buy additional shares of a stock already 
in the portfolio, or sell stock currently in 
their possession. Thus, volatility analysis 
in such markets is quite important for 
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market participants and policymakers 
to develop and implement appropriate 
strategy to cope with volatility effectively.

To sum up, this study tries to address the 
following issues:

How does stock market volatility • 
change over time in Nepal Stock 
Exchange?

Is there any evidence of volatility • 
persistence over long period of time?

Does asymmetric volatility exist in • 
Nepalese stock market?

Does stock market of Nepal reflect the • 
riskiness? How sensitive are the returns 
of the listed companies with their risk?

As this section introduces the topic and 
related issues, the remainder of the paper is 
organized as such: the second section deals 
with review of literature. An overview of 
the stock market of Nepal is provided in 
the third section. The fourth section of the 
paper describes the methodology used 
in this study. The fifth section is all about 
result and discussion. The last section 
provides conclusion and implications. 

Literature Review 2. 
A large number of studies in modeling stock 
market volatility can be found in the case 
of developed and emerging economies but 
such studies are scanty for the Nepalese 
stock market. In Nepal, G.C. (2008) 
measured the volatility of the Nepalese 
stock market by using daily return series 
consisting of 1297 observations from July 
2003 to Feb 2009. The results indicated 

that the most appropriate model for 
volatility modeling in Nepalese market 
was GARCH (1, 1), where no significant 
asymmetry in the conditional volatility 
of returns was captured. The study 
revealed strong evidence of time-varying 
volatility, a tendency of the periods of 
high and low volatility to cluster and a 
high persistence and predictability of 
volatility in the Nepalese stock market. 
Similarly, Thapa (2012) examined the 
presence of volatility using GARCH (1, 
1) with 1803 observations of daily returns 
series from January 1, 2004 to December 
31, 2011 on eight sub indices and NEPSE 
index and found that six out of the eight 
sub indices and NEPSE as a whole were 
volatile during the observation period. 
Conditional volatility persisted in the 
stocks of commercial banks, development 
banks, trading companies, manufacturing 
companies, and insurance companies and 
other sector companies while it did not 
exist in the stocks of hotel and finance 
company. A strong evidence of time-
varying volatility was found. However, 
these studies are limited to modeling the 
symmetries of the market.

Mittal and Goyal (2012) studied the stock 
price behavior and test the asymmetric 
volatility in stock return structure of 
India through S&P CNX Nifty returns 
over the ten years period starting from 
April 1, 2000- June 30, 2010 and found the 
presence of leverage effect and volatility 
persistence. They also found GARCH (1, 
1) model as the most appropriate model to 
capture the symmetric effects and among 
the asymmetric models, PARCH (1, 1) 
was found to be the best as per AIC & LL 
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criterion. However, the ARCH in Mean 
model used by them reported that Indian 
markets did not offer risk premium. 

In emerging economies, Mala and 
Reddy (2007) used the Autoregressive 
Conditional Heteroskedasticity (ARCH) 
model and its extension, the Generalized 
ARCH (GARCH) model to find out the 
presence of volatility on Fiji’s stock market. 
The analysis was done using a time series 
data for the period 2001- 2005 on specific 
firms and it was found out that seven out 
of the sixteen firms listed on Fiji’s stock 
market were volatile. Similarly, Kanasro, 
Rohra and Junejo (2009) examined the 
presence of volatility at the Karachi Stock 
Exchange (KSE) by using GARCH family 
models and confirmed the presence of 
high volatility at Karachi Stock Exchange 
throughout the study period. 

Alberg, Shalit and Yosef (2008) performed 
a comprehensive empirical analysis of 
the mean return and conditional variance 
of Tel Aviv Stock Exchange (TASE) 
indices using various GARCH models. 
The prediction performance of these 
conditional changing variance models 
were compared to newer asymmetric 
GJR and APARCH models. They then 
quantified the day-of-the-week effect and 
the leverage effect in test for asymmetric 
volatility. Their results showed that the 
asymmetric GARCH model with fat-tailed 
densities improves overall estimation 
for measuring conditional variance. The 
EGARCH model using a skewed Student-t 
distribution was seemed to be the most 
successful for forecasting TASE indices. 

In the context of South African stock 
market, Darrat, Li and Wu (2012) 
investigated the risk-return relation, using 
data covering the period from 1973 to 2011. 
This analysis was based on three different 
data frequencies (weekly, monthly and 
quarterly) and was derived from three 
different generalized autoregressive 
conditional heteroskedasticity (GARCH) 
models in addition to a plain vanilla 
time-series approach. The results failed 
to support a significantly positive risk-
return relationship in South Africa across 
various data frequencies and model 
specifications. 

Oskooe and Shamsavari (2011) assessed 
the extent of asymmetric volatility 
effects in the Iranian stock market as an 
emerging stock market, using a variety 
of nonlinear autoregressive conditional 
heteroskedasticity specifications. Tests 
based on standardized residuals from a 
fitted GARCH model suggested a lack 
of asymmetric effects in the dynamic 
volatility of the Iranian stock market. 

Jegajeevan (2010) examined daily and 
monthly returns in the Colombo Stock 
Exchange (CSE) in order to identify 
dynamics of return series and find out 
whether asymmetric volatility exists in 
the market. The study was carried out 
employing symmetric GARCH model, 
EGARCH model and GARCH-M model 
with a sample period from January 1998 
to June 2009. The study found that daily 
return, not normally distributed, exhibited 
ARCH effect while the monthly return 
series was found to be normally distributed 
and it did not exhibit ARCH effect. In-depth 
analysis on daily return using symmetric 
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GARCH model supported the fact that the 
daily return shows time-varying volatility 
with high persistence and predictability. 
Asymmetric EGARCH model witnessed 
the presence of asymmetric volatility 
indicating that the market reacts more to a 
negative shock than a positive shock of the 
same size. The study also found that risk-
return relationship was not statistically 
significant, though it was found to be 
positive. 

In Jordanian stock market, Rousan and 
Al-Khouri (2005) used daily observations 
from Amman Stock Exchange Composite 
Index (ASE), for the period from January 
1, 1992 through December 31, 2004 to 
measure stock volatility and found 
ARCH and GARCH models as the best to 
capture the characteristics of ASE. They 
also found no asymmetry in the return 
series. However, Sami and Naeem (2008) 
found the volatility characteristics of the 
UAE stock markets measured by fat tail, 
volatility clustering and leverage effects. 

Caiado (2007) modeled the volatility for 
daily and weekly returns of the Portuguese 
Stock Index PSI-20 by using simple 
GARCH, GARCH-M, EGARCH and 
TARCH models and found the significant 
asymmetric shocks to volatility in the 
daily stock returns, but not in the weekly 
stock returns. They also found that some 
weekly returns time series properties were 
substantially different from properties 
of daily returns, and the persistence in 
conditional volatility was different for 
some of the sub-periods referred. 

In the context of Bangladesh, Rayhan, 
Sarker and Sayem (2011) used 23 years 

(January 1987 to March 2010) monthly 
stock returns of the Dhaka Stock Exchange 
(DSE) to detect the volatility and to search 
the possible solutions thereto. The study 
revealed that monthly DSE returns follow 
Generalized Autoregressive conditional 
Heteroskedasticity (GARCH) properties. 
Similarly, Emenike (2010) investigated the 
behavior of stock return volatility of the 
Nigerian Stock Exchange returns using 
GARCH (1, 1) and the GJR-GARCH (1, 1) 
models assuming the Generalized Error 
Distribution (GED). By using monthly All 
Share Indices of the NSE from January 
1999 to December 2008, the study indicated 
the evidence of volatility clustering and 
leverage effects in the series. Overall 
results from this study provided evidence 
to show volatility persistence, fat-tail 
distribution, and leverage effects for the 
Nigeria stock returns data.

Hence, there are a large number of studies 
carried out in developed and emerging 
capital markets throughout the world 
in stock market volatility. However, it 
is under-researched area in the context 
of Nepal. This study, therefore, tries to 
analyze the volatility in Nepalese stock 
market.

An Overview of Stock Market 3. 
of Nepal

Nepal Stock Exchange (NEPSE) was 
established in 1994 with the objective 
of imparting free marketability and 
liquidity to the government and corporate 
securities by facilitating transactions in its 
trading floor through members, market 
intermediaries, such as broker and market 
makers. Major financial instruments 
trading in NEPSE include corporate 
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shares, debentures, government bonds 
and mutual funds. NEPSE introduced 
fully automated screen based, order 
driven market trading since 2007. As 
a capital market regulator, Securities 
Board of Nepal (SEBON) facilitates the 
orderly development of a dynamic and 
competitive capital market and maintains 
its credibility, fairness, efficiency, 
transparency and responsiveness under 
the Securities Act 2006. 

Stock market of Nepal is dominated 
by financial sector. Among 216 listed 
companies, 194 companies belong to 
financial intermediaries: commercial 
banks, development banks, finance 
companies, micro finance banks and 
insurance companies which stand almost 
90 percent of the listed companies. 
Moreover, in daily trading stocks, almost 
98 percent companies belong to financial 
sector. 

In the nineteen years of study period 
(1993/94 – 2011/12), the average market 
capitalization of Nepal's stock market 
was Rs. 140376.4 million (24 percent of 
GDP) with the highest capitalization of 
Rs. 512939 million in 2008/09 and the 
lowest capitalization of Rs.12295 million 
in 1995/96. Nepal Stock Exchange had 
an annual average turnover of 3.52 
percent during this period. These low 
ratios indicate the relative illiquidity and 
stunting of the overall market growth. This 
is also supported by the dominance of a 
few companies in the market as the market 
capitalization of the top ten equities listed 
on the Nepal Stock Exchange accounted for 
about 62 percent of the total stock market 
capitalization in 2012. This signifies the 

adverse effect it may have on the liquidity 
of the market (Thapa 2012). Similarly, 
average number of listed companies in 
Nepal stock market for this period was 
127 with average annual growth rate of 
6.78 percent. In the mid July 2012, the 
number of listed companies reached 216 
with NEPSE index of 390. There are 50 
licensed securities brokers but no dealers 
in Nepalese securities markets. Major 
indicators of Stock Market of Nepal are 
shown in Appendix I. 

Data and Methodology4. 
Daily, monthly and quarterly NEPSE Index 
is used to model the volatility in Nepal 
Stock Exchange. The study period covers 
more than 14 years starting from July 16, 
1997 to December 31, 2012. It consists of 
3567 in daily, 186 in monthly and 65 in 
quarterly observations of NEPSE return 
series. 

In measuring volatility, volatility 
clustering, volatility persistence and 
leverage effects are mostly investigated. 
The original tool for analyzing volatility 
forecasts is Autoregressive Conditional 
Heteroskedasticity (ARCH) model, 
introduced by Engle (1982). This was 
further extended as Generalized ARCH 
(GARCH) by Bollerslev (1986). Both the 
ARCH and GARCH models capture 
volatility clustering and leptokurtosis, but 
as their distribution are symmetric, they 
fail to model the leverage effect. To address 
this problem, many nonlinear extensions of 
GARCH have been proposed, such as the 
Exponential GARCH (EGARCH) model 
by Nelson (1991). Similarly, to model the 
asymmetric effects, Threshold GARCH 
(TGARCH) model was introduced by 
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Zakoian (1994), and Rabemananjara and 
Zakoian (1993). This study uses GARCH 
model to find out the volatility clustering 
and persistence, and EGARCH, PGARCH 
and TGARCH models are used to evaluate 
the leverage effect in Nepalese stock 
market.

The Model

To improve the statistical properties of 
the data, daily logarithmic returns are 
calculated from the closing price series as 
follows:

Rt = Log (Pt/Pt-1)

Where,

Rt = continuously compounded logarithmic 
return

Pt = daily closing value of index at day t 
and 

Pt-1= closing value of index at day t-1

In measuring volatility, Engle’s (1982) 
autoregressive conditional heteroscedasticity 
(ARCH), and its extension generalized ARCH 
(GARCH) are commonly used. The appeal 
of the ARCH/GARCH model is that it 
captures both volatility clustering and 
unconditional return distributions with 
heavy tails. Possibly the most important 
aspect of the ARCH/GARCH model is the 
recognition that volatility can be estimated 
based on historical data and that a best 
model can be detected directly using 
conventional econometric techniques. 
Therefore, it is necessary to use the ARCH/
GARCH model to measure the conditional 
volatility of the stock market. 

To measure the conditional variance, 
the GARCH (1, 1) model is used. The 
conditional variance, ó2 t, can be stated as 
follows:

ó2
 t = ù + áå2

t-1 + âó2
t-1    

Where, ù is a constant term, áå2
t-1 is the 

ARCH term and âó2
t-1 is the GARCH term. 

To find out the leverage effect in the stock 
market of Nepal, exponential GARCH 
(EGARCH) model proposed by Nelson 
(1991) is estimated as follows:
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The leverage effect is denoted by γ and is 
present if γ is significantly negative.

Similarly, Threshold GARCH (TGARCH) 
model, introduced by Zakoian (1994) and 
Glosten, Jaganathan and Runkle (1993), is 
also used to identify the leverage effect as 
follows:
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Where, leverage effect is captured by γ. For 
a leverage effect, we would see γ>0 i.e. γ is 
significantly positive.

Power GARCH (PGARCH) model was 
proposed by Ding et al. (1993). This model 
is also estimated in this study as follows: 
 

βγγβσµσ ββ )( 111 −−− −++= tttt ee

Leverage effect is present if γ≠0.

This study also uses the GARCH-in-Mean 
(GARCH-M) model to identify the risk 
factor in the returns series as follows: 
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tttt xY µγσβα +++= 2  

Where,  
2
tσ  is conditional variance.

Analysis, Results and 5. 
Discussion

Properties of NEPSE Returns Series
Before fitting the GARCH series of model 
in the returns series, it is necessary to 
conduct preliminary analysis to ensure 
the non normality in return series and 
heteroscedasticity in the residual of the 
return series. The summary statistics of 
logarithmic daily, monthly and quarterly 
returns of NEPSE is given in Table 5.1. 
The mean of the three series is positive, 
indicating that overall the price indices 
have increased over the sample period. The 
return series shows a large gap between 
the maximum return and the minimum 
return as minimum returns under three 
series are negative. The standard deviation 
of quarterly return is highest followed by 
monthly return and daily return which 
confirms high volatility in larger time 
interval. Statistics show that the returns 

are positively skewed in monthly and 
quarterly returns series while it is negative 
in case of daily return series. It shows 
monthly and quarterly returns series have 
long right tails and daily returns series 
have long left tail.  Thus, only the daily 
returns series depict the property that 
is observed generally in stock returns. 
Further daily returns are leptokurtic of 
fat tailed, given its large kurtosis. The 
Jarque-Bera test of daily returns rejects 
the null hypothesis of normality proving 
that the daily return series is not normally 
distributed. However, it accepts the normal 
distribution of monthly and quarterly 
return as P-value is higher than 0.10. Thus, 
the daily return series is stationary, while 
the monthly and quarterly return series 
are normally distributed.

Table 5.1: Descriptive Statistics of 
NEPSE Return Series

This table presents the five point summary 
of NEPSE return series. The reported are 
also Histogram of return series, statistics of 
Skewness, Kurtosis, Jarque-Bera, Ljung-Box 
Q squared statistic and its p-values.

Daily Returns Monthly Returns Quarterly Returns
Observations 3567 186 65

Mean 0.000136 0.002663 0.006497
Median 6.25E-05 0.002956 0.008476

Maximum 0.055051 0.203246 0.242156
Minimum -0.055316 -0.100134 -0.156605
Std. Dev. 0.005569 0.035765 0.062330
Skewness -0.083662 1.098445 0.579417
Kurtosis 18.99773 5.956430 4.373201

Jarque-Bera 38041.39 12.3667 9.89057
Probability 0.000000 0.11900 0.14179

Box-LJung Q2 (36) 287.17 46.487 42.775
Probability 0.0000 0.113 0.091
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The stationarity of the series can also 
be confirmed using the Augmented 
Dickey Test statistic assuming Ho of non 
stationarity. The result of the ADF Test 
(Log transformation with 1st difference) is 
as follows:

t-Statistic   Prob.*

Augmented Dickey-
Fuller test statistic 51.08883  0.0001

Test critical 
values: 1% level -3.431997

5% level -2.862153
10% level -2.567140

*MacKinnon (1996) one-sided 
p-values.

The low p value of the t statistic calls for 
rejecting the null hypothesis of unit root 
and accepting the alternate of stationarity.

Another important feature of the series 
is volatility clustering. It implies a strong 
autocorrelation in squared returns. 

Large disturbances, positive or negative, 
become part of the information set used 
to construct the variance forecast of the 
next period’s disturbances. The simple 
way to identify clustering is to calculate 
first-order autocorrelation coefficient in 
squared returns. Ljung-Box Q squared 
statistic at lag 36 and its p-values are 
reported Table 5.1. The Q2-statistics at lag 
k is a test statistic for the null hypothesis 
that there is no autocorrelation up to order 
k (lag length). The Q2 (36) for daily return 
reveals the presence of autocorrelation 
and hence volatility clustering in daily 
returns. The significance of autocorrelation 
coefficients gives evidence of ARCH effect 
in the daily return. However, the monthly 
and quarterly returns do not show 
evidence of clustering as the presence of 
autocorrelation and partial correlation 
is rejected. This is further confirmed by 
plotting returns in Figure 5.1 in which 
time varying movement of the returns are 
seen only in daily returns series. 

Figure 5.1: Continuous Compounded Logarithm of NEPSE Return Series (Daily, Monthly and Quarterly)
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The residuals of daily returns series are further tested by using ARCH LM test for checking 
presence of heteroskedasticity. The result of ARCH LM Test is as follows:

Heteroskedasticity Test: ARCH

F-statistic 940.4187 Prob. F(1,2993) 0.0000

Obs*R-squared 716.0575 Prob. Chi-Square(1) 0.0000

The F statistic reported by ARCH LM 
test is significant and thus rejects the 
null hypothesis of no heteroskedasticity, 
confirming presence of heteroskedasticity. 
Hence, preliminary tests revealed the signs 
of presence of hetroskedacsticiity. 

In conclusion, the daily return series of 
NEPSE is not normally distributed and 
also exhibits ‘ARCH effect’, but monthly 
and quarterly returns are normally 
distributed and does not show ‘ARCH 
effect’. Therefore, linear model will not be 
able to capture the volatility of the series 
therefore non linear models such as ARCH/
GARCH need to be used for modeling the 
volatility of the Nepalese stock market.

Estimating Volatility Persistence 
using GARCH Model
The best model to forecast the volatility 
should have three major characteristics: 

(a) There should not be serial correlation 
in residuals, (b) There should not be 
significant ARCH effect in the residuals, 
and (c) Residuals should be normally 
distributed. GARCH (1, 1) with normal 
distribution model has no serial correlation 
in residuals (Appendix II a), no ARCH 
effect (Appendix II b) but residuals are 
not normally distributed (Apendix II c). 
Many econometricians suggest that non 
normality in the residuals may not be 
serious problem as estimators are still 
consistent. Therefore, GARCH (1, 1) model 
is the best model to estimate volatility in 
stock market of Nepal.

Low p-values of the ARCH and GARCH 
coefficients shown in Table 5.2 signify 
that both are significant. The sum of σ+ 
β= 0.96, which shows high persistence in 
volatility. It means a shock in the present 
will have a long lasting effect on the future 
returns and will die out slowly in around 
17 days. 

Table 5.2: Result of Conditional Variance Equation Estimation 

This table presents the results of GARCH (1, 1) model. The model estimates are constant (C), 
coefficients ARCH term {(RESID(-1)^2}, coefficients of GARCH term {GARCH (-1)}, p- value 
and other statistics of  the model. 

Variable Coefficient Std. Error z-Statistic Prob.
C 3.15E-06 9.51E-08 33.14761 0.0000

RESID(-1)^2 0.405038 0.017021 23.79692 0.0000
GARCH(-1) 0.551165 0.010160 54.25020 0.0000

Adjusted R-squared:             -0.002671
Akaike info criterion (AIC): -8.055358

                        Log likelihood (LL): 14370.73
    Schwarz criterion:   -8.048428
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Measuring the Asymmetric Volatility
Negative skewness of the daily NEPSE return series (Table 5.1) could be attributed due 
to the presence of asymmetric effects in returns which calls for using model such as 
EGARCH, TGARCH and PGARCH. The results of all asymmetric models used in this 
study are presented in Table 5.3 and interpreted in the following section.

Table 5.3: Asymmetry Equation Estimates

This table reports the results of equation measuring the effect of asymmetry from EGARCH (1, 
1), TGARCH (1, 1) and PARCH (1,1) of NEPSE return series. The model estimates constitutes 
of constant (C), coefficients ARCH term, GARCH term and Asymmetric term. AIC, LL and 
Schwartz Criterion are also presented. Just below each coefficient p statistics are also provided. 

 EGARGH(1,1) TGARCH(1,1) PGARCH(1,1)

C
-1.69643 3.06E-0 5.45E-05
0.00000 0.00000 0.00120

ARCH Term
0.47215 0.46488 0.34608
0.00000 0.00000 0.00000

GARCH Term
0.87228 0.52606 0.62946
0.00000 0.00000 0.00000

Asymmetric Term
0.070463 -0.12387 -0.09993
0.00000 -0.01720 -0.00010

AIC -8.05260 -8.05741 -8.05987
Log Likelihood (LL) 14366.82 14375.40 14380.70
Schwartz Criterion -8.043941 -8.048753 -8.05617

EGARCH (1, 1)
In EGARCH (1, 1), the coefficients of the variance equation are significant. The asymmetric 
factor is significant but positive. The ARCH and GARCH coefficients sum up to more 
than 1 suggestive of an integrated process and shows high persistence in volatility. 

TGARCH (1, 1)
The coefficients of the variance equation are significant here too. The asymmetric factor 
is significant and is negative. The sum of ARCH and GARCH terms (0.99< 1) shows high 
persistence in volatility.

PGARCH (1, 1)
The significance of the coefficients of the variance equation of the asymmetric models 
point towards the leverage effect in the Nepalese stock market in PGARCH (1, 1) model as 
well. It can be seen that the sum of alpha and beta coefficients turn up around 97% percent 
which shows a high persistence in volatility and the effect of shocks on returns die out 
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slowly. The high persistence in volatility is 
indicative of inefficiency of the Nepalese 
stock market. 

Hence, among the model tested above, 
PGARCH (1, 1) model is the best in 
modeling the conditional variance of the 
Nepalese stock market as it has lowest 
Akaike Criterion (-8.05617) and highest 
Log Likelihood (14380.70). This result is 
consistent with Sinha (2006), Mittal and 
Goyal (2012) and Oskooe and Shamsavari 
(2011).

Estimating Risk-Return Trade-off 
in NEPSE returns series
One of the important features of stock 
market is its returns variability due to 
risk. In other words, it is necessary to 
know if greater risk allows for greater 
return in market. To capture this feature 
of the Nepalese stock market, this study 
has used standard deviation in the mean 
equation (GARCH-M). The results are 
shown in Table 5.4.

Table 5.4: Results of GARCH in Mean (M)

This table reports the results of GARCH in Mean (1, 1) of NEPSE return series. The model 
estimates constitutes of constant (C), coefficients GARCH denotes effect of risk on NEPSE returns. 
Standard error, Z-Statistic, P value, AIC, LL and Schwartz Criterion are also presented.

Variable Coefficient Std. Error Z-Statistic Prob.
GARCH 5.884615 2.209504 2.663320 0.1177

C -0.000202 5.80E-05 -3.488799 0.0005
Adjusted R-squared:                -0.008543

Akaike info criterion (AIC):    -8.055777

  Log likelihood (LL): 14372.48

   Schwarz criterion:    -8.047115

The risk term incorporated into the mean 
equation is positive but statistically 
insignificant, which means that high risk 
does not necessarily lead to high return 
in Nepalese market. In other words, 
Nepalese stock market does not offer the 
risk premium. It suggests that though there 
is an ARCH effect in mean returns but it is 
not directly affected by the risk factor. This 
result is consistence with Mittal and Goyal 
(2012) in Indian stock market, Jorge (2004) 
in Portuguese markets and Jegajeevan 
(2010) in Sri-Lankan markets.

Summary, Conclusion and 6. 
Implications

This paper tries to measure the volatility 
of stock market in Nepal using 3567 
observation of daily NEPSE returns series 
from 16 July 1997 to 31 December 2012. The 
study specifically focuses in identifying 
the symmetric and asymmetric effects in 
the volatility of stock market of Nepal. 
This study concludes that stock market 
of Nepal is volatile. It has both symmetric 
and asymmetric effect in the volatility. 
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There is strong evidence of conditional 
heteroscedasticity in the stock returns 
of Nepal. The findings of GARCH (1, 
1) indicate that NEPSE returns are not 
independent through time. There seems to 
be presence of volatility clustering which 
means large conditional volatility follows 
another large conditional volatility, and its 
persistence over time. The long persistence 
in volatility indicates that Nepalese stock 
market is inefficient and information is 
not reflected in stock prices quickly. A 
volatility shock in the market persists for 
about 17 days. GARCH (1, 1) model is 
found the best for modeling the symmetric 
volatility. The result is consistent with most 
of the studies in developed and emerging 
countries such as; Bollerslev, Chou and 
Kroner (1992), Mala and Reddy (2007), 
Thapa (2012), Mittal and Goyal (2012) and 
Jegajeevan (2010).

In measuring asymmetry in the volatility, 
this study uses EGARCH (1, 1), TGARCH 
(1, 1) and PGARCH (1, 1) models. The 
result shows that significant asymmetric 
effect exists in Nepalese stock market. It 
means return reacts differently to different 
news. Bad news increase volatility more 
than good news. Among the asymmetric 
models, PGARCH (1, 1) is found to be 
the best as per AIC and Log Likelihood 
criterion. This result is consistent with 
Black (1976), French, Schwert and 
Stambaugh (1987), Schwert (1990), Nelson 
(1991), Jegajeevan (2010) and Sinha (2006). 

The results of GARCH in Mean 
(GARCH-M) model show that the risk 
term incorporated into equation is 
insignificant, which means that higher 
risk does not necessarily lead to higher 

mean return. This finding is in the line of 
findings of Christos (2008).

The findings of this research have three 
major implications. First, since Nepalese 
stock market is volatile, true intrinsic value 
of the stock may no longer be seen in the 
market. This is the evidence of inefficiency 
in the market. In such a situation, investors 
might start losing confidence in the stock 
market. Hence, to bring more efficiency, 
Security Board of Nepal is suggested for 
the institutional development of securities 
market of Nepal. Second, it confirms the 
leverage (asymmetric) effect suggesting 
that return reacts differently to different 
news. Hence, investors are suggested to 
develop investment policy to buy shares 
with good news and sell shares just before 
coming bad news. Finally, the GARCH-M 
model reported that Nepalese market does 
not offer risk premium. It means higher 
risk may not lead to the higher return in 
Nepal suggesting that investors should 
not expect more returns with riskier 
investment.
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The Future of Corporate Social 
Responsibility
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Abstract
The current literature on the concept and practices of corporate social responsibility (CSR) 
is largely dominated either by the historical roots on CSR or by the current theories and 
practices on it. In this context, the primary concern of this paper is to review the current 
trends and, more importantly, the future direction(s) of CSR. In addition, it provides a brief 
discussion of the way forward for today and tomorrow’s managers. The review of literature 
mainly finds that the stakeholder approach to CSR will prevail in future as well but in 
different forms and guises. The issues will remain more or less same but corporate social 
performance bar will be continuously raised because of both internal (such as strategic) 
and external (such as stakeholder demands) reasons. There will be a professionalization of 
CSR and it will continue to grow more rapidly and enthusiastically in developing countries 
compared to that in developed countries. Thus, the way forward for managers around the 
world shall be to embrace CSR in more innovative and strategic way rather than to oppose 
or ignore or simply follow the traditional approach.

Keywords: Corporate social responsibility, Future direction, Stakeholder approach
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Background
One can learn from the past but present 
and the future are relatively more 
important than the past. Even the present 
becomes past very soon particularly in the 
context of dynamic business environment.  
Thus, identifying emerging trends and 
being aware of the future direction is more 
important for decision makers than simply 
understanding the past and looking at 
the snapshot of current state of affairs. 
Against this backdrop, this article mainly 
focuses on the review of future direction 

of corporate social responsibility (CSR) in 
the global as well as developing countries 
context and suggests the way forward for 
managers.

Future Direction of CSR in the 
Global Context
Carroll (2015) argue that the best way 
to consider the future direction of CSR 
is to discuss under three distinct future 
scenarios – gloomy scenario, hopeful 
scenario and the probable scenario – that 
could possibly play out over the coming 
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decades. In the Gloomy Scenario, a concern 
for CSR and its related concepts would 
begin to fade from the scene and eventually 
disappear from business’s agenda. This 
could happen under some degree of global 
economic collapse, but this pessimistic or 
cynical scenario is doubtful. At the other 
extreme is the Hopeful Scenario. Under 
this, companies the world over would 
significantly grow their CSR commitments 
and programming, and the approaches 
would move from transactional to the 
transformational. Besides, there will be a 
growing number of social entrepreneurs 
with innovative solutions to society’s 
most pressing problems. The Probable 
Scenario postulates that neither the CSR 
Lite nor the Deep CSR shall prevail; rather 
CSR Strategic and CSR Integrated are most 
likely to prevail (Strandberg, 2002; Carroll, 
2015). 

In the similar vein, White (2005) assert 
that it is by no means clear which way the 
world will go ahead, but it is certain that 
one of the three scenarios  shall prevail 
– scenario 1: fad and fade or scenario 2: 
embed and integrate or scenario 3: transition 
and transformation. Under scenario 1, 
companies will still face the challenges 
of poor governance, labor problems, 
attitude-behavior gap etc. and hence true 
and full-fledged CSR practices will remain 
on paper. Under scenario 2, most of the 
companies will integrate CSR in there core 
business strategy and operations. Scenario 
3 envisions a radically redesigned model, 
under which short-term shareholder value 
will be replaced by stakeholder model of 
the company, within which employees, 
communities, suppliers, and shareholders 
are all considered as ‘investors’ with the 

right to participate in the firm’s governance 
and to benefit from its surplus.

But, Visser (2012) predicts future state 
of CSR leaving no room for paradoxical 
multiple scenarios. He has predicted ten 
most promising future trends in CSR for 
at least the next ten years. They are briefly 
stated as under:

Trend 1• : We will see most large, 
international companies having moved 
through the first four types or stages of 
CSR (defensive, charitable, promotional 
and strategic) and practicing, to varying 
degrees, transformative CSR, or CSR 
2.0.

Trend 2• : Reliance on CSR codes, 
standards and guidelines will be seen 
necessary but insufficient way to 
practice CSR. Instead, companies will 
be judged on how innovative they are 
to tackle social and environmental 
problems.

Trend 3• : Ethical consumers will become 
less relevant as a force for change. 
Companies – strongly encouraged by 
government policies and incentives – 
will cease to offer ‘less ethical’ product 
ranges, thus allowing guilt-free 
shopping.

Trend 4• : Cross-sector partnerships will 
be at the heart of all CSR approaches. 

Trend 5• : Companies practicing CSR 
2.0 will be expected to comply with 
global best practice principles, such as 
those in the UN Global Compact, but 
simultaneously demonstrate sensitivity 
to local issues and priorities.
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Trend 6• : Progressive companies will 
be required to demonstrate the goal of 
zero-waste, carbon-neutral and water-
neutral production, with mandated 
take-back schemes for most products.

Trend 7• : Some form of Generally 
Accepted Sustainability Practices 
(GASP) will be agreed, including 
consensus principles, methods, 
approaches and rules for measuring 
and disclosing CSR. Furthermore, a 
set of credible CSR rating agencies will 
have emerged.

Trend 8• : Many of today’s CSR practices 
will be mandatory requirements. 
However, CSR will remain a voluntary 
practice for those companies that are 
either willing or able to go ahead of the 
legislation to improve quality of life 
around the world.

Trend 9• : Corporate transparency 
will take form of publicly available 
sets of mandatory disclosed social, 
environmental and governance data 
– as well as CSR feedback platforms, 
whistle-blowing sites and product 
rating applications.

Trend 10• : There will be little or no CSR 
departments but most of the employees 
will have knowledge of how to integrate 
CSR issues into their functional areas 
such as HR, marketing, finance etc.

Despite the lack of consensus among 
scholars, it is however clear that 
vast majority of scholars believe that 
stakeholder approach will be the most 
widely used approach to manage CSR 
issues during the next few decades, 
whether through managerial decisions to 

protect stakeholders’ interests or through 
stakeholder engagement or through their 
representation in the firm’s governance 
system (Srandberg, 2002; White, 2005; 
Mele, 2008; Chatterji, 2011; Carroll, 2015). 
Stakeholders will be more powerful and 
increasingly working together on issues 
of common concern. Consumers and 
employees will become more demanding 
as and when they perceive the connections 
between corporate behavior and their 
quality of life. CSR issues are expected 
to remain more or less same, though the 
performance bar will be continuously be 
raised. The environmental sustainability, 
community development, social 
entrepreneurship, social inclusion, public-
private partnership, poverty alleviation, 
governance, ethics, transparency and 
accountability are expected to be the 
dominant CSR issues in future (Strandberg, 
2002; Blowfield & Murray, 2008). There 
will be a professionalization of CSR and 
hence the role and status of CSR managers 
will be better recognized by the corporate 
world (Blowfield & Murray, 2008; Chatterji, 
2011).

Future Direction of CSR in the 
Developing Countries Context
Hopkins (2007) and Carroll (2015) believe 
that CSR will continue to grow more 
rapidly and enthusiastically in developing 
countries compared to that in developed 
countries not only because of economic 
progress but also because of supply 
chain pressures from the developed 
world. Moreover, people will not tolerate 
corporations that have no connection with 
local cultures and aspirations. CSR will 
extend to SMEs through rapid assessment 
and implementation tools. Hopkins 
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(2007) argues that CSR in the developing 
countries will become more embedded 
and there will be no need for a CSR exit 
strategy simply because business will 
only survive if they can show a clear social 
responsibility in their continued treatment 
of their stakeholders. 

Lenssen and Wassenhove (2012) identified 
– through expert interviews and EABIS 
Colloquium discussions summary – that 
innovative companies in the developing 
countries are gradually moving from 
building ‘‘shareholder value’’ to ‘‘shared 
value’’ for all stakeholders; from ‘‘quarterly 
capitalism’’ to ‘‘long-term capitalism’’. 
This clearly indicates that CSR will no 
longer be an important agenda for only 
the developed countries. Companies in 
developing countries of Asia, Africa and 
South America will also embrace CSR 
more broadly and strategically though the 
specific drivers or motivations may differ 
across regions and the countries. 

Conclusion and the Way Forward 
For Managers
To sum up, the future of CSR seems more 
promising and widespread during the 
next decades. Likewise, the relevance of 
stakeholder theory will not disappear 
nevertheless it may prevail in different 
forms and guises. Despite no significant 
change in theoretical orientation, more 
emphasis will be given in implementation 
of CSR aspirations by companies while 
at the same time it will be an integral 
aspect of not only big corporations but 
also SMEs all around the world. Similarly, 
CSR agenda will become more popular in 
developing countries than ever before.

Thus, the way forward for managers 
around the world is to embrace CSR in 
more innovative and strategic way. It is 
high time for managers to internalize the 
fact that CSR is not a zero-sum game (Porter 
& Kramer, 2006; 2011) where, if one party 
gains other party looses and vice versa. By 
being innovative and strategic, companies 
can help address social problems while 
at the same time it can create value for 
business. In one hand, it is the right thing 
to do and on the other hand it pays off to 
business. 
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Abstract

Consumers are very influenced by their friends and their admirers. How they think about 
them matters a lot. They want to relate themselves to the group by buying same kind of 
products the group is using. And when it comes to fashion apparels, the consciousness 
is even higher. The main objective of the study is to see the linkage between the three 
different reference group influences - Informational Influence, utilitarian influence and 
value expressive Influence and their linkage with the purchase decision of Fashion apparels. 
Correlation coefficient has been used to estimate the relationship and t-test are carried out 
to estimate where there is significant difference or not.
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Expressive Influence, Utilitarian Influence.

* Ms. Koirala is Lecturer at Central Department of Management, Tribhuvan University,  
E-mail: Ushakoirala55@gmail.com

Background of the study
It appears that products and brands that 
individuals select can be influenced by their 
reference groups (Bearden & Etzel, 1982). 
The original concept of a reference group 
(Hyman H. H., 1942) has been refined and 
clarified, leading to distinctions between 
comparative reference groups, which are 
used for self-appraisal, and normative 
reference groups, which are groups that 
are used as a source of personal norms, 
attitudes, and values (Kelley, 1947). Given 
the potential impact that both of these types 
of reference groups can have on individual 
decision making and consumption 
behavior, scholarly scrutiny of reference 
group influences is clearly desirable. 

In one such investigation, Bearden and 
Etzel (1982) examined how reference 
group influence varied for products 
consumed publicly versus privately and 
for products considered luxuries versus 
those considered necessities.

A group is comprised of persons who 
are in sustained interaction in accord 
with normative patterns and who define 
themselves and are defined by others as 
members. For example, a church or family 
is a group. Collectivities are comprised 
of persons who share a diffused sense 
of solidarity because of common norms 
and values and who see themselves as 
obligated to fulfill shared role expectation 
(Escalas and Bettman, 2003).
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Metron & Rossi, (1950) said that before 
people can compare themselves to others or 
use a group's norms as a point of reference 
for their own attitudes, they must perceive 
"some similarity in status attributes 
"between themselves and member so 
for group or collectivity. In addition, 
Merton and Rossi (1950) emphasized that 
individuals must be oriented to the values 
of a group. 

Further, Merton and Rossi (1950) noted 
that sustained interaction is a criterion for 
group influence. Finally, Merton indicated 
the importance of significant others for 
those who would be influenced by a group: 
such persons should be both highly visible 
and capable of articulating group norms 
and values.

Statement of Problem
The consumer purchase decision process 
has been the subject of much research since 
the frequently quoted (Katona & Mueller, 
1954).There have been studies of the 
amount of consumer information seeking; 
the types of information sought; and the 
sources consulted. One of the reasons 
the studies are of interest is that their 
findings frequently have been assumed 
to be related to consumer satisfaction. 
For example, it is commonly thought that 
a positive relationship exists between (a) 
amount of information sought and (b) 
buyer satisfaction (Katona & Mueller, 
1954). The latter, however, seldom has been 
addressed directly. The research reported 
here was under-taken to help fill that void 
by finding out how satisfied or dissatisfied 
consumers were with their experiences in 
arriving at purchase decisions.

Do reference group influence in the • 
purchase of fashion apparel?

What is the most effective way • 
to influence purchase decision of 
fashion apparels across various 
demographics?

Which influencers work better across • 
different demographic on purchase 
decision of fashion apparels?

Objective of the study
The specific objectives of the study are:

To identify the trustworthiness of 1) 
source of information by consumers 
while purchasing fashion apparels.

To measure the effectiveness of the 2) 
social influences on consumers in 
purchase of fashion apparels.

To determine the differences in 3) 
social influences across different 
demographics in purchase of fashion 
apparels.

Research hypotheses
The study will be directed to test the 
following research hypothesis:

H1:  Reference groups have significant 
influence on purchase of fashion 
apparels decision.

H2: Reference groups have significant 
informational influence on purchase 
of fashion apparels.

H3: Reference groups have significant 
value expressive influence on 
purchase of fashion apparels.
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H4: Reference groups have significant 
utilitarian influence on purchase of 
fashion apparels.

Review of Literature
Shibutani (1955) states that a reference 
group, then, is any identifiable group 
whose supposed perspective is used by 
the actor as a frame of reference in the 
organization of his perceptual field.  

Krech, Crutch-field & Ballachey (1962) state 
that any group with which an individual 
identifies himself such that he tends to use 
the group as a standard for self-evaluation 
and as a source of his personal values and 
goals. 

Newcomb, Turner, & Converse (1965) state 
that it should now be clear that a group is 
a reference group for an individual with 
respect to a certain object when the group 
and its attitude towards the object are part 
of the same system as the individual's own 
attitudes toward the object.

Normative and Comparative Reference 
Groups reference group selection based 
on whether groups served as normative 
or comparative. Two of these types the 
comparative associated with relative 
deprivation and the normative associated 
with positive sentiment toward the 
reference group are directly related to 
educational grouping. Advocates of 
homogeneous grouping argue, though 
not in these words, that the low ability 
student in a heterogeneous class takes 
high ability students as a comparative 
reference group. The results are assumed 
to be feelings of inferiority and inadequacy. 

A homogeneously grouped low ability 
student fares better because such feelings 
do not occur. Those opposing homogeneous 
grouping, however, hold that a low ability 
student in a heterogeneous class emulates 
and learns from his high-ability peers 
proposed the following regarding the 
visibility and meaningfulness (Riche, 
1976). 

Witt & Bruce ( 1972), in their article 
suggested the primary determinants of 
the nature and amount of social influence 
in a given purchase decision context: (1) 
the perceived conspicuousness of the 
product or service involved; (2) the level of 
perceived risk associated with the purchase 
decision; (3) the nature and extent of the 
product or service's symbolic involvement 
in the purchaser's social interaction 
framework; (4) the attractiveness of the 
purchaser's reference group, social class, 
etc.; (5) the perceived purchase decision 
expertise of the referent involved; (6) the 
purchaser's need for social approval or 
reinforcement; and (7) the extent to which 
the anticipated satisfaction associated 
with a given purchase is derived from the 
purchaser's social environment.

Talpade & Beatty (1994) in his article 
has seen the influence of the teenager on 
family decision.

According to Escalas & Bettman (2005), 
reference groups can be a critical source of 
brand meanings. Consumers use others as 
a source of information for arriving at and 
evaluating one’s beliefs about the world, 
particularly others who share beliefs and 
are similar on relevant dimensions
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Research Design
This study is based on the descriptive 
research design and follows the survey 
approach. The Primary data for this study 
were collected through the questionnaire 
survey. The survey is selected because 
of its appropriateness in obtaining the 
required quantity and quality of data.

For this research, dependent variable is 
the consumer purchase decision and the 
independent variables are based on the 
three motivational group functions. They 
are informational, utilitarian and value-
expressive reference group functions. The 
influence of these groups on the fashion 
apparels has been seen on the study.

Judgmental sampling was made for the 
study. Total 400 questionnaires were 
distributed to the respondents personally 
in hand. The data were provided to the 
respondent in hand and was collected 
the day after. And before handing 
the questionnaire to the respondent a 
short briefing about the questionnaire 
and purpose of the research was given 
to them to receive the completely 
filled up questionnaire. Out of the 400 
questionnaires 85.75% were returned 
on time. Out of which 343 questionnaire 
were properly filled and returned on time. 
Hence the data analysis was conducted on 
343 questionnaires.

The questionnaire was divided on two 
parts. First part of questionnaire consists 
of demographic profile, designed to collect 
the information about the participant 
gender, age, occupation, family structure 
and economic status. 7- point  likert scale 

was developed, which ranged from  1= 
Strongly disagree, 2=Disgree, 3=Somewhat 
disagree, 4= Neutral, 5= Somewhat agree 
6= Agree and 7= Strongly agree.

Sources of data
Primary data are used in this study. Primary 
data are used for finding the relationship 
between the dependent and independent 
variable chosen for the study.

Primary data was collected by using the 
questionnaire survey by distributing 
questionnaire personally to the 
respondents. The survey was conducted 
on Kathmandu district. 

Techniques of Analysis
Collected data were tabulated and essential 
statistical values like percentage, mean 
and standard deviation were calculated 
to draw inferences. Correlation is used 
to measure the relationship between the 
different variables. To test the significance 
of the result, correlation coefficients and 
t-test have been carried out. Decisions are 
made at 5 % level of significance.   The 
collected data were edited and entered in 
the spread sheet and  further analyzed by 
using SPSS version 18, some inferential 
as well as descriptive analysis were 
computed. The following tools have been 
analyzed to analyze the data.

Reliability test was undertaken to ensure 
that the research findings has the ability 
to provide consistent results in repeated 
incidences.  The coefficients was .780, thus 
it indicates that all items used in the study 
are sufficiently reliable measures.
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Major Findings
The difference in response to the reference group influence scale was examined for the 
product. An individual’s perception for the purchase expertise was measured on the 7 
point Likert scale, 7 for (strongly agree) and to a low of one (strongly disagree). The 
responses of all members of a group were averaged to produce individual scores; mean 
scores ranged from a high of 5.07 to a low of 3.13.

Table 1: Reference Group Influence Manifestation Statements Designed for the Survey

S.N Items Mean Std. 
Deviation

1
Search for information about various brands of 
clothing apparel from various designers, boutiques 
and fashion experts

3.18 1.756

2 Advise/suggestion from professionals working in the 
fashion industry 3.65 1.58

3 Ask my friends and acquaintances about their view 4.21 1.447

4 Sales person at the clothing store or designers and 
experts wearing particular fashion apparels 3.43 1.722

5 Review by a critic or reviews from other customers 
help me decide 3.96 1.491

6 Information from friends or family about a product 3.99 2.106
7 Consumers’ word of mouth or reviews by them. 3.79 1.386
8 Friends' evaluation and preference towards them. 4.02 1.533
9 Family’s brand preferences 3.75 1.522

10 Desire to satisfy the expectations of others on my 
choice of apparel. 4.05 1.479

11 Other’s people recommendation may influence my 
final decision 5.5 1.363

12 To satisfy the expectation of classmates and work 
associates, 3.61 1.549

13 Identify with the other people by purchasing the same 
brands they purchase. 5.07 1.522

14 Portray the personality of the person in the 
advertisement of the given brand 3.13 1.727

15 I feel that people who buy the brand that I buy, are 
sometimes admired and respected by others. 3.93 1.54

16 Using the particular brand of clothes help me express 
myself or my aspirations to others. 4.14 1.692
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As per table1, it can be concluded that 
the most of the respondents agree on the 
presence of the social reference group 
influence in their purchase of the fashion 
apparels. Respondents highly agree 
with that other people recommendation 
influence their final decision. Also they 
highly agree on the friends and others 
people recommendation have higher 
influence on the purchase decision. 
Similarly evaluation and preferences, 
family preferences and reviews from the 
experts, designers and their comments 
are also taken into consideration while 
making the purchase of fashion apparels.

Table 2: Mean value on informational 
reference group

Values 1 2 3 4 5 6

Mean 3.18 3.65 4.21 3.43 3.96 3.99

Table.2 shows the mean of the 
informational reference group influence 
on the response of questionnaire survey. 
In case of the informational function, 
statement 3, I would ask my friends and 
acquaintances about their view on various 
brands of fashion apparels, has the highest 
mean score. Similarly statement 1, I would 
search for information about various 
brands of clothing apparel from various 
designers, boutiques and fashion experts 
has the least mean value.

Table 3: Mean value on utilitarian 
reference group

Values 8 9 10 11 12 Overall 
mean

Mean 4.02 3.75 4.05 5.5 3.61 4.186

Similarly, in case of utilitarian 
function, statement 11, Other’s people 
recommendation influence my final 
decision has the highest mean score of 
5.5. Whereas the statement 12, To satisfy 
the expectation of classmates and work 
associates, my decision to purchase is 
influenced by their preferences has the 
lowest mean score.

Table 4: Mean value on value expressive 
reference group

Value 13 14 15 16 Overall 
score

Mean 5.07 3.13 3.93 4.14 4.0675

Similarly, in case of Value expressive 
function, statement 13, I often identify with 
the other people by purchasing the same 
brands they purchase, has the highest 
mean score whereas statement 14, I wish 
to portray the personality of the person in 
the advertisement of the given brand  has 
the least mean score.

Informational, utilitarian, value-
expressive function and overall 
group influence
To test the significance of three influences 
and their influence in aggregate, t- statistics 
were estimated for each of the functions. 
The mean scores, standard deviations, t- 
value and their respective p-values for each 
functions have been presented below.
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Table 5: One-Sample Statistics for Reference group Influences

Mean Std. 
Deviation t- value P-value

Informational influence 23.946 7.56544 5.176 0
Utilitarian influence 20.8507 5.42023 7.409 0
Value expressive influence 16.2128 4.80698 6.176 0
Reference Group Influence 60.602 15.1 9.379 0

The t-statistics for overall Reference 
Group influence function is 9.379 and its 
corresponding P-value is 0.000<0.05, the 
null hypothesis is rejected at 5% level of 
significance. Thus, the first hypothesis- 
H1: Reference groups have a significant 
influence on purchase of fashion apparels- 
is true.

For the informational function the t- 
statistics is 5.176, and p- value is .000 
which is less than 5% level of significance, 
so null hypothesis is rejected. So it is 
interpreted that- Reference group have 
significant informational influence on the 
purchase decision and the second research 
hypothesis (H2) has been true.

In the same way , t- statistics is  7.409 
and the p- value is 0.000 which is 
lesser than 5% level of significance  for 
utilitarian function i.e. we fail to accept 

null hypothesis which makes our third 
hypothesis (H3) true i.e. Reference group 
have significant Utilitarian  influence on 
purchase decision.

In the same way , t- statistics for value 
expressive function is 6.176 and the p- 
value is 0.000 which is lesser than 5% 
level of significance i.e. we fail to accept 
null hypothesis which makes our fourth 
hypothesis (H4) true i.e. Reference group 
have significant Utilitarian  influence on 
purchase decision.

Association between reference 
group influences and purchase 
decision
Table presents the value of the bivariate 
Carl Pearson’s correlation coefficient 
between the social reference group and the 
purchase decision of different consumer 
group.

Table 6: Association between reference group influences and purchase decision

Informational 
influence

Utilitarian 
influence

Value 
expressive 
influence

Purchase 
decision

Informational influence 1 .465** .571** .534**
Utilitarian influence 1 .648** .596**
Value expressive influence 1 .703**
Purchase decision 1
**. Correlation is significant at the 0.01 level (2-tailed).
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The correlation coefficient between the 
purchase decision and informational 
influence is 0.534, which is significant 
at 1% level of significance which shows 
that there is positive correlation between 
the purchase decision and Informational 
influence.

In the same way, correlation coefficient 
between the purchase decision and 
utilitarian influence is 0.596, which is 
significant at 1% level of significance 
which shows that there is positive 
correlation between the purchase decision 
and utilitarian influence.

In the same way, correlation coefficient 
between the purchase decision and value 
expressive Influence is 0.703, which is 
significant at 1% level of significance which 
shows that there is positive correlation 
between the purchase decision and value 
expressive influence.

Impact of gender and age on social 
reference group influences
The study also examines the impact of 
reference group influence on the gender, 
age. Table shows the mean value, standard 
deviation, t- value and their p-values for 
each of the function.

Table 7: Difference in informational 
influence between male and female

Gender Mean Std. error Std. error

Male 24.0368 8.51179 0.72988

Female 23.8771 6.78287 0.50698

value of t= .185 and P value =.02

For informational function, t- statistics 
is .185 and the p- value is .02, which is 
lesser than the level of significance i.e. 
P- value <.05, which indicates that there 
is significant difference in informational 
function between male and female.

Table 8: Difference in utilitarian 
influence between male and female

Gender Mean Std. error Std. error
Male 21.3333 5.94497 0.49541
Female 20.4869 4.97346 0.35987
value of t=1.417 and P value =.016

For utilitarian function, t- statistics is 1.417 
and the p- value is .016, which is less than 
the level of significance i.e. P- value < .05, 
which indicates that the there is significant 
difference in  utilitarian influence between  
male and female.

Table 9: Difference in Value expressive 
influence between male and female

Gender Mean Std. error Std. error
Male 16.482 4.77213 0.40477

Female 16.0158 4.83536 0.35079
value of t= .869 and P value =.822

For value expressive function, t- statistics 
is .869 and the p- value is .822, which is 
greater than the level of significance i.e. 
P- value > .05, which indicates that the 
there is no significant difference in  value 
expressive influence between  male and 
female.
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Impact of age on reference group influence

Table 10: ANOVA table

Sum of Squares Df Mean Square F Sig.
Between Groups 2443.992 2 1221.996 5.519 0.004
Within Groups 65539.647 296 221.418
Total 67983.639 298

As the P-value of the ANOVA is .004 (smaller than the level of significance .05) which 
suggests that there is significant difference in the mean scores across the age group. 
According to presented table of test statistics, since P-value is lesser than .05, thus it fail 
to accept null hypothesis. So, alternative hypothesis is accepted that there is significance 
difference in the mean sum of social reference group influence and age group. To know 
which group is significantly differing from which group post-hoc analysis is carried out.

Table 11: Post hoc Analysis

Mean 
Difference 

Std. 
Error Sig.

20 to 39 years of age 40 to 60 years of age 6.44221 3.94432 0.103

Upto 19 years of age 17.42446* 6.13999 0.005

40 to 60 years of age 20 to 39 years of age 6.44221 3.94432 0.103

Upto 19 years of age 23.86667* 7.18778 0.001

up to 19 years of age 20 to 39 years of age 17.42446* 6.13999 0.005

40 to 60 years of age 23.86667* 7.18778 0.001
*. The mean difference is significant at the 0.05 level.

The post- hoc test shows that there is no 
difference of reference group between 
younger and older age group. However, 
there is difference in reference group 
influence between   teenager and older 
age group.  Similarly, there is difference 
in reference group influence between   
teenager and younger age group.

Discussion of findings
It has been found from the research that 
the views of friends and peers plays a 

major role and their opinions are valued 
while purchasing the fashion apparels. 
Moreover, people tend to seek for the 
information about the various brands 
of clothing apparels from designers, 
boutiques and fashion expert. However, 
friends are the major trusted source.

The major finding of the study is that 
there is a positive association between 
the references group influences and the 
purchase decision. Purchase decision 
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varies with the different types of the 
influences made. It has been found out 
from the analysis that reference group 
have significant informational influence, 
utilitarian and value expressive influence 
on the purchase decision. 

All hypotheses proposed has been 
validated with strong statistical evidences.
Among the three influences tested, the 
value expressive influence has the strongest 
impact on the fashion clothing consumers. 
More precisely, value expressive function is 
in the first position followed by utilitarian 
functions statements and at last come the 
informational functions.

The further result indicates that among 
the different sources of the information 
the most trusted source of the information 
by the respondents is the information and 
recommendation obtained from other 
people who obviously include friends, 
fashion expert, boutiques and various 
designers for purchasing the fashion 
apparels.

The correlation coefficient between the 
purchase decision and informational 
influence shows that there is positive 
correlation between the purchase decision 
and informational influence. In the same 
way, correlation coefficient between the 
purchase decision and utilitarian influence 
shows that there is positive correlation 
between the purchase decision and 
utilitarian influence. Similarly, correlation 
coefficient between the purchase decision 
and value expressive influence shows that 
there is positive correlation between the 
purchase decision and value expressive 
influence.

From the analysis, it is found that people 
often identify with the other people by 
purchasing the same brand they purchase. 
This generally happens when the person’s 
mentor, is wearing the particular brand 
and design of the cloth, they tend to 
wear similar design and fabric cloth to 
resemble them. It may be the case when 
their favorite actor/ actress, favorite 
sportsperson, famous business tycoons 
are wearing particular design than others 
imitate them. By doing so, they attach 
themselves with those people and they 
feel proud in front of others as they are 
also wearing similar kind of cloth the 
famous people are wearing.An individual 
seek information from people they know 
and from those they are inspired.

When it comes to the product which others 
people can see, value expressive influence 
plays a major role. People feel proud by 
purchasing the cloth their favorite actor is 
wearing. They also buy those cloths which 
are worn by the person they admire. They 
feel proud by purchasing the cloth their 
favorite actor is wearing or their mentor or 
some famous business tycoons is wearing. 
They feel that by doing so their image in 
the society is enhanced. Consumers do so 
because of the psychological association 
with those groups.  
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Opportunities and Challenges of 
M-Learning:

Learners’ and Institutions’ Concern

Sunita Bhandari (Ghimire)* 

Abstract 
Mobile learning or M-learning is not just a Tele-learning rather it is an emerging tool with 
efficiency and effectiveness of higher degrees. In the due course of development in the field 
of information technology, M-learning is getting popularity day per day in the different 
developed and developing countries. 

This study seeks to facilitate the inquiry, among others, into the possible factors in m-learning 
and also the necessity to pursue these possibilities. A central theme is identified as the need 
to develop overarching principles and realistic visions for m-learning approaches, moving 
beyond specific implementations and branded technologies to examine global trends. This 
paper also advocates the development of a best-practice framework to guide future action 
and thinking in m-learning environment. While seeking such best possible practices in this 
new technology of m-learning, concern of both the learners and the institutions involved is 
kept in the middle of the study.  

Keywords : M-learning, e-learning, tele-learning, Wi-fi, WAP

Introduction
Time is changeable and in course of 
the change in time, the ways of doing 
and learning things also have been 
changing day per day. But the speed of 
change is different in many sectors as it 
is rapid in the field of information and 
communication technologies. The one area 
of such rapid development is net learning 
and M-Learning is an emerging concept. 
We can consider it as the emerging trend 
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that is extensively facilitating the Learning 
module.

In this paper, it has been tried to present 
some of the aspects of M learning, 
opportunities and challenges enshrined 
in M-learning with the learner’s and 
institutions’ perspectives.  

Today, the boundary of learning has been 
widened. Learners don’t merely learn, 



T H E  N E P A L E S E  M A N A G E M E N T  R E V I E W  A p r i l  2 0 1 6

150

they also have to fulfill their respective 
responsibilities in different field they are 
engaged in. So they just can’t attend the 
conventional type of class rooms paving 
ways for distance learning preferably in the 
form of mobile learning or M-learning.

According to Malladi and Agrawal (2002), 
mobile wireless technologies consist of two 
aspects—mobility and computing. They 
claimed that mobile computing represents 
users’ continuous access to network 
resources without limitation of time and 
location. Wireless means that transmission 
of any form of data—text, voice, video or 
image—is conducted through radio waves, 
infrared waves or microwaves rather than 
using wires (Dubendorf, 2003).

Many scholars have shed lights on 
usefulness of M-learning and their 
pros and cons. Walker, 2006, has stated 
M-learning as learning across contexts. 
Winter (2006) conceptualized the nature of 
mobile learning and addressed “mediated 
learning through mobile technology”. 
Pea and Maldonado (2006) used the term 
wireless interactive learning devices 
or WILD, an acronym created at SRI 
International’s Center for Technology in 
Learning, to define technology that made 
it possible for learners to work at unique 
activities in ways that were previously 
impossible. 

Recently, many researchers have focused 
on m-Learning and its environment, such 
as users’ acceptance of m-Learning, setting 
the environment for m-Learning (Chen 
and Li, 2010; Brown et al, 2006;), and the 
application of m-Learning in developed as 
well as developing countries). 

In considering the implementation of 
mobile learning, Attewell (2005) suggests 
five broad categories of technology that 
should be considered, namely transport, 
platform, delivery, media technologies, 
and development languages.

Study Methodology
As the main purpose of this paper is to give 
general outline regarding the opportunities 
and challenges of M-learning in the 
context of Learning,  from the learners 
and institutions’ perspectives, wide range 
of web based study have been done.

Referred such web based documents 
consist of some of the conferences 
proceedings, journal articles, reports and 
policies prepared by some international 
organizations like UNESCO and so on. 

Analysis
Before we describe in detail the 
opportunities and challenges of 
m-learning, we first try to be more familiar 
on M-learning. 

M- Learning is being popular day by day 
not only because of its easiness, but also 
because of many other factors. These 
factors, as outlined below, are directly 
affecting positively for m-learning-

For being Portable: It’s easier to carry it • 
along with you everywhere including 
the restroom. This makes information 
access through this platform easy 
and fast everywhere(Singh,2010; 
Mehdipour,2013)

For being easy for Social Interaction: • 
Data can be shared between friends, 
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colleagues and institutions as well.
(Mehdipour, 2013)

For being Sensitive to the Context: • 
This has a capability of gathering 
data unique to the current location, 
environment, and time. This includes 
both types of data - real and simulated. 
(Douch et al.2010) 

For being wide Connectivity: With the • 
help of a strong connectivity network, 
one can connect to data collection 
devices, other mobile phones, and to 
a common network. (Savill,2010; Elias 
2011; Crescente and Lee,2011, Falk 
2003)

For being Customized tools of • 
learning: The most unique capability is 
to be able to offer customized learning 
information for the users.(Nyiri,2006; 
Ling 2004, Dahn and Schwabe,2002)

M-Learning Channels 
Any message and information passes 
through the channels. M-learning also has 
its own channels in the forms as mentioned 
below: (Petsas et.al,2001, Kling and Lamb, 
1996; Perugini and Ramakrishnan,2003; 
Ally 2004)

SMS• 

MMS• 

Voice (IVR)• 

Video• 

Interactive Applications• 

These features incorporated in M-learning 
arena can also be expressed in terms of 
following 4 Cs (Quinn, 2011). 

 Content – the delivery (documents, 1. 
audio, video etc.)

 Compute –calculations and have 2. 
programmatic responses 

 Capture – capturing data from the 3. 
local environment 

 Communicate – the ability to reach 4. 
others with text, voice, or even video

In the context of distance learning, 
M-Learning includes the use of mobile 
devices to perform any of the following 
jobs: (Perugini and Ramakrishnan,2003; 
Cheng et al, 2000; Petsas et al., 2001; 
James,2008)

Deliver Education/Learning • 

Foster Communications/Collaboration • 

Conduct Assessments/Evaluations • 

Provide Access to Performance • 
Support/Knowledge 

Capture Evidence of Learning Activity•  

Opportunities and Challenges: 
Learner’s and Institutions Concern
M-Learning is a package consisting of both 
opportunities and challenges, not only for 
the learners but also for the institutions 
imparting educations in distance 
mode. Basically from the following 
points, we can discuss the dimension of 
opportunities and challenges enshrined 
in m-learning(James,2008; Ting, 2005; 
Mehdipour,2013)

Opportunities: Rays of Warm 
Hopes
M-Learning is not merely a theory based 
approach but it’s a ‘ground reality’ for 
almost every corner of the world today. 
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Both the learners and institutions imparting 
the M-learning module of education are 
using mobile devices to have access on rich 
educational content and share information 
with all concerned(Quinn,2001; Kim 2007; 
Sharples,2000; Falk;2003)

This study, by explaining the advantages 
of M-learning, will try to open the horizon 
of in-built opportunities of M-learning 
from the learners’ and institutions’ point 
of view as pointed below: (Petsas et.al, 
2001; Cheng et. al, 2000)  

Making content universally • 
accessible—anytime, anywhere with 
any mobile devices( Savill,2010; 
Elias,2011; Crescente and lee 2011). 

Adapting to staff needs thus by • 
imparting effective teaching/learning 
materials( Collier, 2001; Earle 2002; 
Collins 1998) 

Increasing knowledge retention and • 
saving time for both the learners as 
well as institutions (Daniel, 1998).

Encouraging knowledge sharing and • 
gathering (Daniel, 1998). 

Developing grounds for continuous • 
development of teaching materials and 
techniques( Powell and Bailey, 2001).

Enhancing availability and accessibility • 
of information networks(Earle, 2002).

Engaging Learners in learning-• 
related activities in diverse physical 
locations(Bates, 2011).

Improving of communication • 
and collaborative learning in the 
classroom(Takahashi, 2008)

Enabling quick content delivery (Savill, • 
2010).

Besides these, M-Learning provides a 
customized way of accessing educational 
content useful for both the learners and 
institutions and pave way to build an 
extensive learning community(Dahn 
and Schwabe, 2002) . Management study 
being a very dynamic field of study, needs 
to be timely updated can increase its 
effectiveness from the M-learning. 

From above review we can say, M- Learning 
can be done confidentially in the privacy 
of one’s house or preferred learning area 
and has no time constraints. This is the 
greatest advantages of M-learning in 
learner’s point of view.

The other major attributes of M-learning 
is its feature of real time learning. The 
courses of M- Learning can be updated 
on a regular basis from anywhere. This 
type of real time update is quite relevant 
especially in the case of study materials 
which need constant reprints to remain 
relevant with up to date content as 
discussed in the review. 

 Applications on mobile phones can select 
among harder or easier texts for reading 
assignments depending on the skills and 
background knowledge of an individual 
user facilitating personalized learning as 
both types of texts could be provided as 
discussed by different researchers.  

Further, recently conducted UNESCO’s 
investigations have revealed that mobile 
devices can help instructors use class time 
more effectively. M-learning enhance the 
network by building new communities of 
learners.

Another important opportunity factor is 
its use to minimize educational disruption 



T H E  N E P A L E S E  M A N A G E M E N T  R E V I E W  A p r i l  2 0 1 6

153

in the situation of conflict and disaster 
because of being mobile infrastructure 
generally easier and quicker to repair.

M-learning has its contribution for learners 
with disabilities also. Because of the many 
friendly applications for such people, it 
can dramatically improve the learning of 
students with physical disabilities as it is 
highly flexible and can be personalized as 
we discuss above. 

The attribute of M-learning is also 
associated with improved communication 
and administration. This happens with 
the massive use of mobile devices for 
the communication amongst the learners 
or between learners and institutions. 
Besides, the use of application itself seeks 
better understanding of communication 
pattern contributing indirectly for the 
improvement in the communication skill 
as Takahashi, 2008 discussed. 

The major attribute of M-learning for 
institution is to train teachers to advance 
learning through mobile technologies 
as per the discussions held in previous 
paragraphs. 

M-Learning Challenges: Dark 
Circle to be removed
While talking about the challenges 
associated with M-learning, both in the 
perspective of learner and individual, 
in ODL, we have to consider following 
points-

Not perfect format available
Making mobile friendly version of study 
materials is the most challenging jobs 
for the institutions as their inability 
extensively affect the learners in taking 

full advantage of multimedia content 
and other interactive contents (Ting,2005; 
Crescente and Lee,2011; Ainsworth,1997)

Connectivity Challenges: Effective 
Offline Contents Required
For the interactive use of M-learning, 
challenges of connectivity is to be 
faced mainly in developing countries. 
Obviously, well advanced technologies 
have been developed; still Wi-Fi and 
other connectivity options available in 
such countries are playing as important 
restricting factors for M-learning arena( 
Keegan,2003; Cunningham et al., 2000; 
Menlah,2008)

Misuse of Technology: A Global 
Challenge
Mobile technology like other modern 
technologies can be misused for 
inappropriate materials as well. In the 
wrong hands mobile devices can also 
enable undesirable behavior – such as 
bullying, sending violent or sexually 
explicit messages, interacting etc. (Frand, 
2000; Oblinger,2003; Rickard and Oblinger, 
2003).  

Existing Social Attitude
Negative social attitudes are another 
challenge in developing countries 
while talking about the challenges for 
M-learning. Groups of people, though 
not majority but not negligible portion, 
are against the use of mobile devices even 
for the purpose of telephoning (Bates and 
Poole,2003; Cobcroft et al, 2006). 

Accessibilities: Bitter truth of 
existence of Poverty in mass
Because of the large community untouched 
with the developed technologies, even 
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with mobile, it is big challenge for the 
institutions imparting education in ODL 
module to overcome. Remoteness of 
educational institutions permits many 
children and adults from not being able 
to access them (James,2008; Prensky,2001; 
Young,2001).

Cultural and Religious Attitudes
Because of the gender inequality and 
mass practice of not educating girls to the 
extent educating boys, mobile learning 

needs to face these challenges of existing 
classical socio-cultural problems. Because 
of such situation, drop-outs also have 
been emerged as new challenges( Savill 
and Kent,2003; Strom and Strom 2002; 
Rodriguez et al, 2001)

Table presented below summarizes the 
factors of opportunities and challenges of 
M-learning for learners and institution in 
the context of Open and Distance Mode of 
Learning:

Warm Rays Of Hope

Applicable for 
L=Learners
I= Institutions
B=Both

Dark Circle To Be Removed

Applicable for 
L=Learners
I= Institutions
B=Both

Universally Accessible 
Contents B Unavailability Of Perfect 

Format B

Knowledge Sharing B Connectivity Challenge B
Developing Network B Misuse Of Technology L

Enhance Collaborative 
Interactions L Social Attitude B

Improved Communication 
And Interaction B Accessibilities B

Coordination And 
Communication B Cultural And Religious 

Attitudes B

Support Project Based Group 
Work L Fast Growing Device-Tech B

Quick Content Delivery I Rapid Change In Technology B
Real Time Learning L Poverty B
Relinking Lost Opportunities L Lack Of  Pursuit Of Learning L

Overcome Disruption/
Disaster L/B Increased Expectations B

Benefits For Disables L Gap In Technologies Used L

Communication And 
Administration L Gap In Technologies Used I

Imparting Training I

Customized Learning L
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Conclusion
Mobile technology is an effective and fast 
growing technology of 21st century. With 
the development of different types of 
smart phones and other mobile devices, 
today’s generation is far ahead in terms 
of technologies compared to previous 
generations(Nyiri,2002; Tapp et al.,2004;). 
With the development of technologies in 
many areas, mobile technologies have also 
expanded the horizon. Not only the mobile 
devices (hardware), but many more useful 
applications (software) have also been 
developed. With this pace of development, 
connectivity options are available in large 
forms. Especially Wi-fi & 3G in the form 
of broadband and General packet radio 
service (GPRS) are getting popularity.

With the advanced connectivity options and 
advanced models of smart mobile phones, 
learning through mobile devices is getting 
popular day by day(Ally,2004; Perugini 
and Ramakrishnan,2003, Cheng et al.,2000) 
. Conventional type of learning is being 
replaced with such online mobile learning 
as this type of learning pave so many ways 
of comfort learning environment both 
for the learners and institutions(Zhang 
and Shijagurumayum,2003; Dahn and 
Schwabe,2002). In the Open and Distance 
Learning module, it is even more useful 
and effective as the learners are bound 
to their daily regular activities and they 
simply can’t attend the classroom nor they 
can meet and discuss with the respective 
professors. Being professionals, since 
most of the learners in ODL are either 
professionals or engaged in some other 
fields, M-learning is the best choice for 
them all.

Todays’ learners are digital lover 
(application lover and technology 
lover). M-learning being all in one of 
todays’ learner’s choices, future learning 
will be digital learning and mobile 
devices will definitely be emerged as an 
inevitable educational tool(Prensky,2001; 
Oblinger,2003,2004; Oblinger and 
Oblinger,2005; Raines,2002;Jonas-Dwyer 
and Pospisil,2004). .

The coin has another side also. To 
overcome the misuse and to convert the 
attitude of society is the major challenge 
while talking about the M-learning. 

Despite the challenges, opportunities are 
of wide range and these opportunities 
will be able enough to overcome all the 
challenges. Learners and institutions will 
definitely be benefitted by M-learning 
arena at least in ODL module, to large 
extent in the days to come.
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Developing Countries, Prospects from 

South Asian Economy 
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Abstract
The main objective of this paper is to analyze the construction industry as a labor intensive 
industry and its impact and importance in South Asian economy. Unemployment is more 
complex in developed world after the financial crisis of 2008/2009 as well as developing 
countries. South Asia holds almost 24% of world population and has great potential of 
youth which can be productive if able to use it rationally. Generation of employment is a big 
issue for developing countries especially in South Asia where many youth are outside their 
countries in search of employment. This qualitative type of paper tries to show some evidence 
of how technology and machineries reducing the labor requirement for the projects. Result 
shows in earthwork of road construction industries more than 50% (In this case exact figure 
is 67%) of labors are reduced because of use of technology. Generating employment inside 
country is more than just employment. It has several benefits over migrant employee like 
social protection, women strengthening, culture preservation, state-people relationship and 
people’s happiness. Although this technique may not good in terms of time and cost, but 
to secure basic income for their people government can opt for labor intensive construction 
techniques. It is possible to adopt on rural roads, irrigation projects, building projects, 
energy projects which are implemented by government in regular basis. Certainly it will 
help to improve unemployment figure of countries.

Key Words: Labor Intensive Industry, Employment, Construction, Migration, 
Remittance

* Er. Chalise is Indian Institute of Technology Delhi, India and Chairman Strength Engineering Company 
Pvt. Ltd., Nepal

Introduction
A process or industry that requires a 
large amount of labor to produce its 
goods or services is known as labor based 

industry. Labor-intensive is a phrase 
in economics to describe an operation 
in which proportionately more labor is 
used than other factors of production 
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(Penguin Dictionary of Economics , 
1972). Labor-intensive construction may 
be defined as the economically efficient 
employment of as great a proportion of 
labor as is technically feasible results in 
the generation of a significant increment 
of employment. Opportunities per unit of 
expenditure by comparison with capital 
intensive methods. 

In many countries one of the foremost 
problems facing government is the 
extremely high level of unemployment 
and its accompanying poverty. Thus, there 
is a justified demand for the generation 
of employment opportunities. At the 
same time there are great pressures for 
the construction and maintenance of 
housing and public works, both urban 
(water supply, sewerage reticulation and 
treatment, storm water drainage, streets, 
electrical supply and waste disposal) and 
rural (dams, irrigation canals and roads). 
These problems are set within a low-level 
of individual and community capacity in 
both technical and institutional terms.

Engineers have traditionally used 
their skills and expertise to ensure that 
structures or structural components 
are serviceable and durable in addition 
to possessing adequate strength and 
stability. A well designed structure is, 
normally, considered to be one which 
meets these requirements in the most 
economically efficient manner, least cost 
being the measure of value for money. 
Engineers similarly design services using 
the same approach irrespective of national 
economy (B.Watermeyer, 1999). They care 
only availability of material and labor but 
hardly bothered about the job of people. 

But their effort of making infrastructure is 
creating employment for several people.

Unemployment rates of developing 
countries are invariably higher than others. 
Recent financial crisis made trouble to the 
developed countries as well. According 
to International Labor Organization, 
In the Developed Economies and the 
European Union, labor market conditions 
showed no signs of improvement during 
2013. In Central and South-Eastern Europe 
(non-EU) and CIS countries, the fall in 
unemployment recorded since the crisis 
peak of 2009 was reversed in 2013. In Latin 
America and the Caribbean, employment 
growth continued to outpace labor force 
expansion. In East Asia, employment 
growth remained weak, consistent with 
weak labor force growth. In South-
East Asia and the Pacific, employment 
expanded by 1.6 per cent in 2013 and 
is projected to outpace growth in the 
working age population in the coming 
years. In the Middle East and North Africa, 
the economic growth rate in 2013 proved 
too low to generate sufficient employment 
opportunities for a fast growing 
population, and unemployment remained 
the highest in the world. In Sub-Saharan 
Africa, paid employment opportunities 
are scarce and the vulnerable employment 
rate, at 77.4 per cent in 2013, remained the 
highest of all regions.

Demography of South Asia holds 
1,670,808,253.00 which are 23.5% of world 
population 7124543962.00. South Asia has 
great potential in under-utilized human 
resources which can be productive if we 
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use it rationally. Following table shows the demography of the region on which India is 
the leader of human capital.

Table-1: Population of South Asian Countries in Million 

Country Total Population Youth Population
Percentage of 

youth
Afghanistan 30.551674 7.811221 25.57%

Bangladesh 156.594962 77.609688 49.56%

Bhutan 0.753947 0.393212 52.15%

India 1252.1396 481.235954 38.43%

Maldives 0.345023 0.164252 47.61%

Nepal 27.797457 15.130809 54.43%

Pakistan 182.142594 65.56974 36.00%

Sri lanka 20.483 8.430666 41.16%

Source: World Bank

We can see the clear picture of population which is the important asset for developing 
countries. More interesting we have highest proportion of youth to people ratio as 
shown in above figure. The reality is 10% GDP of South Asian economy is contributed by 
remittance and most of the remitters are youth (Ozaki, 2012).

Figure 1: Youth Population proportion of South Asian Countries (Source: World Bank)
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These days providing employment 
opportunities inside their country is 
the challenge for those countries. Until 
and unless countries unable to utilize 
these people for their own countries, 
development is almost impossible. To 
return people from abroad we have to 
create lots of employment opportunities 
which are possible from labor intensive 
industries.

In South Asia, labor markets continued 
to suffer from high rates of informal/
agricultural employment where jobs are 
poorly paid and unprotected.  Proportion 
of youth is exciting on those countries as 
shown in above figure. The question is 
when these youth are being utilized by 
their government in productive sector. 
If we see the unemployment figures 
presented on table 2 seems there is not 
big issue. To lower the figures; migration, 
low paid workers and agriculture based 
economy have large contributions. For 
example, In Nepal, According to the 
Department of Foreign Employment, 
around 2,000 people at present are seeking 
permission to go abroad every day (The 
Kathmandu Post, 2012). According to the 
Department of Agriculture Nepal 66% of 
people are benefited from employment 
in agriculture sector. But only 39% of 
GDP is contributed by agriculture. These 
data show why employment rate shown 
above is not questionable in South Asian 
region. Quality employment is the biggest 
problem for developing countries.

Construction becomes the basic input 
for socioeconomic development of any 
country. The construction industry 
generates substantial employment. 

Federation of contractor’s Association of 
Nepal website writes “Construction sector 
provides very negligible contribution to 
GDP and employment opportunity”. In 
India 8%of the GDP is contributed by the 
construction sector (Narayan, 2013).

Statement of the Problem
Unemployment is one of the major issues 
for politicians, economists, sociologists 
and public. This is more complex in 
developed world after the financial crisis 
of 2008/2009.  At that time major cut off 
was done in service sector especially in 
technological sector. Philosophy behind 
this is, it is possible to live a life with lower 
technology but not with basic needs. Even 
now many countries are suffering from 
this problem.

Economy of South Asia
Like most developing regions, South Asia 
weathered the first phase of the global 
financial crisis (2008–09) relatively well. In 
fact, the region’s economy grew by 9.5 per 
cent in 2010, the fastest rate in two decades. 
This result was driven by India, which 
expanded by over 11 per cent in 2010, while 
Afghanistan, Bangladesh, the Maldives 
and Sri Lanka all grew by between 6 and 
8 per cent. Late in 2011, the economies of 
the region started to slow down, again 
led by India. Due to domestic factors and 
the reverberations of the weak economic 
situation in advanced economies, South 
Asia is estimated to have grown by just 
3.6 per cent in 2012 and 3.9 per cent in 2013 
(International Labour Organization, 2014). 
Following table shows the unemployment 
rate of South Asian countries.
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Table-2: Unemployment Rate of South 
Asian Countries

Country/Year 2010 2011 2012 2013

Afghanistan 8.5 8.4 8.7 8

Bangladesh 4.5 4.5 4.5 4.3

Bhutan 3.3 3.1 2.1 2.1

India 3.5 3.5 3.6 3.6

Maldives 11.7 11.5 11.1 11.6

Nepal 2.7 2.7 2.7 2.7

Pakistan 5 5 5 5.1

Sri lanka 4.9 4.2 4 4.2

Source: World Bank

Overall, growth in South Asia has been 
largely reliant on the services sector 
(taking a production perspective) and 
private consumption (in terms of aggregate 
demand). Beyond the overall slowdown of 
the economy, South Asia continues to face 
a number of macroeconomic challenges 
and imbalances. First, inflation has been 
high and persistent in this region: in 
2013, average consumer price inflation is 
estimated to have ranged from 5.8 per cent 
in the Maldives to 10.8 per cent in India. 
Second, all South Asian countries (apart 
from Afghanistan) run a current account 
deficit. In India, the deficit is estimated to 
have hit 4.9 percent of GDP in 2013, which 
makes the economy reliant on external 
capital flows. The economic slowdown, 
policy uncertainty and a general change in 
investor sentiment (away from emerging 
economies) led to volatility in capital flows 
in India (and hence, the exchange rate) in 
mid-2013. In Sri Lanka, the current account 
deficit exceeded 5 per cent of GDP in 2013. 
Finally, macroeconomic imbalances in 
South Asia are also caused by the large 
fiscal deficits, which reached almost 

5 per cent of GDP in the case of India in 
2012/13 (fiscal year) (International Labour 
Organization, 2014). Employment growth 
rate is 1.1% and average unemployment 
rate is just 4.0% in South Asia.

Role of Construction on Economy
During 2013, numerous economic 
indicators suggested signs of a global 
recovery. At the same time, Asia which was 
not greatly affected by the recession started 
to move toward a more consumer driven 
economy, and away from the export driven 
that facilitated the rapid economic growth 
of the previous two decades. Economic 
growth in Asia has slowed down as a result 
of the growing consumer spending. The 
ability to manage the restructuring process 
toward a consumer-driven economy will 
be a crucial determinant for the future 
success of many Asian economies. There 
is also increasing competition from other 
emerging regions, (Africa, Latin America 
and the Middle East) which are all expected 
to grow at healthy rates over the few years. 
Construction spending in India grows by 
7%, Pakistan 3.5%, Bangladesh 6.4% in 
2014In 2013, $427 billion in India, 24 billion 
in Bangladesh and $8.4 in Pakistan has 
been invested which is creating millions 
of jobs  (Aecom Technology Corporation, 
2014)..

 As discussed in introduction part many 
youths from south Asia are working 
abroad as migrant worker which is helping 
to solve the unemployment problem in 
the region. Following figure shows the 
reality of employment of the South Asian 
countries. It shows migrant workers are 
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the contributors to reduce the figure of unemployment. Most of the remittances come 
from golf countries including Malaysia.

Figure 2: Contribution of Remittance in GDP of South Asian Countries

Source: World Bank, Migration and Remittances Fact Book 2011

If we analyze the nature and sector of work 
doing by South Asian migrant workers 
construction is the major industry of above 
employment. More than 50% of migrants 
are working in construction industry 
in Qatar (Statistics Authority State of 
Qatar, 2011). This shows the importance 
of construction sector to create ample 
employment opportunities.

Role of technology in construction 
Industry
Five years after the start of the Great 
Recession, the toll is terrifyingly clear: 
Millions of middle-class jobs have been 
lost in developed countries the world over. 
And the situation is even worse than it 
appears. Most of the jobs will never return, 

and millions more are likely to vanish 
as well, say experts who study the labor 
market. What's more, these jobs aren't just 
being lost to China and other developing 
countries, and they aren't just factory 
work. Increasingly, jobs are disappearing 
in the service sector, home to two-thirds of 
all workers. They're being obliterated by 
technology (Bernard & Wiseman, 2013).

Introduction of technology and machinery 
is common even in a small construction. 
Technology changing the definition of 
construction from labor oriented industry 
to technology laden industry. Commonly 
using instruments are Earth Moving 
Instruments, Construction Vehicles, 
Material Handling equipment and 
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Construction Equipment. For example 
TBM for tunneling, Cranes for building 
construction, loader, Excavator, Front 
Loader, Forklift, Lining Machines on 
irrigation canal etc. are the common 
machines used for construction. Now these 
machines are unavoidable in construction 
industry.

Role of Labor in Construction
Labor are important from foundation 
stone layout to the handover of the project, 
labor are prime over any technology in 
the world. We can reduce number and 
type of labor but it’s almost impossible 
to eliminate the contribution of labor.  
Labor are not only important to execute 
the projects but equally important for 
quality and timely completion. According 
to the skill and knowledge labor can be 
categorize as unskilled, semiskilled and 
skilled. Construction labors influence 
every part of a project. They are involved 
in each and every activity of construction 
phases. They operate equipment and 
fabricate and install materials. 

In today’s fast-paced industrialized age, 
where many of the products we see are 
increasingly being mass produced in 
factories by machines, a building still 
remains as one of the few handcrafted 
products put together piece by piece by 
craftsmen. The construction industry, to 
which these craftsmen belong, is one of 
the most labor-intensive industries in 

the world. The labor cost component of 
a building project often ranges from 30 
to 50%, and can be as high as 60% of the 
overall project cost. Therefore, it is clear 
that construction labor is a vital component 
of a construction project.

How labor Intensive method 
works?
This method is as simple as the phrase 
we pronounce. Industries where cost of 
labor is more than other or the industry 
in which number of labors is important 
is known as labor intensive industry. 
With the development of technology and 
methods of construction labor market is 
mostly affected.

Let us take a comparative example of 
earthwork excavation with manual and 
automated methods. Let us take following 
facts of rate analysis to analyze the number 
of labor required per unit work. Following 
figure gives the number of labor required 
for a 10 m3 volume of earthwork. Table 3 
shows the difference between manual and 
other method of construction in terms of 
number of labor required per unit volume. 
It is sown that for 10 m3 of earth work 
we need 35 numbers of unskilled labors. 
For the same work if we use mechanical 
drilling approach it requires only 15 
workers. Here we can see reduction of 
67% of labor on earthwork using advance 
techniques.
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Table 3: Quantity of Labor in Earth Work

Road way excavation in Hard 
Rock 

Unit

Resources
Labor

Type Unit Qty.
I) Manual drilling 

 
 

10 m3

Unskilled md 35.00

blaster md 10.00

II)Mechanical Drilling  
(Normal)

Unskilled md 15.00

blaster md 10.00

Using chemicals   
I) Manual drilling 
 

skilled md 10.00
Unskilled md 40.00

II) Mechanical Drilling 
 

skilled md 10.00
Unskilled md 15.00

Source: Department of Roads, Nepal

This is the fundamental comparative analysis of labor requirement in different methods of 
construction work. Canal lining machine reduces significant number of people required, 
TBM reduces almost 70% of labor required and excavator and other small construction 
equipment also reduce significant number of labor required. They do not only reduce the 
number of people but also time of construction and possible loss of construction material. 
This means once you own the machine you can reduce the cost of work. From business 
point of view use of technology is essential.  Following analysis for tunneling work gives 
the relationship between time and cost difference in manual method over atomization.

Table-4: Time and cost required under different methods for excavation of tunnel (10 
m2)

Time Taken in Hours
Particulars Mechanized Semi-Mechanized manual
Crew Setup 0.25 0.25 0.25
Face Marking 0.25 0.25 0.25
Drilling 4 4 4
Hole Flushing 0.5 0.5 0.5
Explosive Charging 2 2 2
Connection & Blasting 0.5 0.5 0.5
Ventilation 0.5 0.5 0.5
Mucking 4 8 12
Scaling 0.5 0.5 0.5

 Cycle Time 12.5 16.5 20.5
 Manpower Cost Per Cycle 17875 25575 36285

Source: High Himalaya Hydro construction, Nepal
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This figure shows significant increment 
of time and cost for the prescribed work. 
Table doesn’t show the initial investment 
on machine used in mechanized method 
so cost is not big issue but time is a 
constant for specified number of labors. 
But if we see micro economic point of 
view mechanized technique is reducing 
many employment opportunities.

The main objective of this paper is to 
analyze the construction industry as 
a labor intensive industry. From those 
evidence there is no doubt for this 
assumption but the question comes 
what will be the solution for this labor 
replacing technology? Profit motive 
organizations are always sight about to 
reduce cost and time of the project so it 
is almost impossible to avoid that kind of 
technology for them. But somehow this 
is possible from government sector to 
amplify the employment opportunities in 
construction sector. This theory works on 
all other industry equally. For government 
time and cost always may not be a matter 
of deal over unemployment. 

Conclusion
Like labors, it is not possible to terminate 
use of technology in construction in each 
and every sector. But what we can do is 
Identification and classification of projects 
on which labors preference should be given 
from government level. If a municipality 
purchase a road sweepers machine than 
job of many sweepers would have be 
in trouble because single machine can 
replace tens of people. Before concluding 
let us analyze the pros and cons of labor 
intensive activities.

In general, the 'pros' of Labor-intensive 
activities are: 1. Flexibility (humans 
are more flexible and adaptable than 
machines), and 2. Minimization of up-
front capital investment (machines cost 
a lot). The 'cons' of Labor-intensive 
activities are: 1. High per-unit production 
costs under high-volume production 2. 
Variability in output quality (machines 
do repetitive task almost exactly the same 
way every time, and humans do not) 3. 
Poor scalability (a machine can put out a 
lot of widgets, humans not so much). In 
case of government such analysis may not 
be sufficient to take decision. Government 
should think their people first and other. 

Some mega projects, national pride 
projects, defense projects and emergency 
projects may not able to involve this 
kind of labor intensive method. Also it is 
very hard to implement this traditional 
technique in private sector because of 
their profit motive construction. But it is 
possible to adopt on rural roads, irrigation 
projects, building projects, energy projects 
which are implemented by government 
in regular basis. It may help to improve 
unemployment figure of countries.

South Asian economy is still not technology 
driven economy. It is primarily based on 
agriculture, remittances and production. 
Many people are suffering from day 
to day food and shelter problems or 
unemployment problem. Many people 
are suffering from low wages from private 
companies. Generating employment inside 
country has several benefits over migrant 
employee like social protection, women 
strengthening, culture preservation, 
state-people responsibility and people 
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happiness. Although this technique may 
not good in terms of time and cost, to secure 
basic income for their people government 
can opt for labor intensive construction 
techniques. This is a debatable on what 
extent we use this method because 
government should have to think future 
prosperity of people and country which 
comes from use of technology. Labor 
intensive method is perfect option where 
employment matters not time and cost.
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An application of the American Customer 
Satisfaction Index Model (ACSIM) in the 

Nepalese Mobile Phone Sector

Kaji Bahadur Dahal*

Abstract
Nepalese mobile phone market is one of the fast growing businesses with the penetration 
rate of at least 67.92% for GSM mobile services. Mobile phone providers have also been 
competing to offer dynamic services to customers. By doing this research, it is expected 
to offer inputs to enhance customer satisfaction with mobile services in Nepal. The term 
‘customer satisfaction’ has become an emerging issue for academic research as business 
organizations recognize that customer satisfaction is the only way to win in the given 
tough competitive business world. The aim of this paper is to measure the antecedents 
and consequences of overall customer satisfaction with mobile services in Nepal. This 
study is probably the first of its kind in Nepal, which uses standard customer satisfaction 
measures (American customer satisfaction index model, (ACSIM) to examine the customer 
satisfaction with mobile services. It uses a structured questionnaire to collect the data from 
242 young mobile users from two colleges in Nepal. Based on the observation, it is found 
that the influencing antecedents of customer satisfaction are customer expectation, perceived 
quality and perceived value. Similarly, it is also found that highly satisfied customers are 
more likely to repurchase and higher price tolerance to price increases by current mobile 
services provider or price decreases by rival. The result of this study is more applicable 
to young adult mobile services market in Nepal rather than to entire mobile subscriber 
population. The study reveals that mobile services provider must focus on improving mobile 
services quality to increase customer satisfaction and customer loyalty. The value of this 
study is that it uses well known research model to measure customer satisfaction with 
mobile services in Nepal. 

Keywords: Customer satisfaction, Mobile services, Nepal, Customer satisfaction index, 
American customer satisfaction index

Paper type: Research paper
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Introduction
Today, customer satisfaction (CS) has 
become one of the most key indicators to 
measure the success of firms in the business 
world. The idea of customer satisfaction 
has emerged rapidly among the business 
organizations more than ever before since 
the market is open to private sector as well 
as to the outside world. The objective of 
this study is to investigate the dominant 
antecedents and important consequences 
of customer satisfaction with the global 
systems for mobiles (GSM) mobile 
services in Nepal.  The mobile services 
markets have become more competitive in 
developing countries like Nepal because 
of three crucial factors like de-regulation 
of telecom industry, increasing number 
of mobile services providers and the 
saturated market in developed countries 
(Turel and Serenko, 2006:315). This change 
of paradigm actually drives the industry’s 
restructuring efforts and brings the 
competition among telecom firms which 
has not seen before (Awwad,  2012:530). 
Given to this scenario, importance of 
customer oriented business strategy has 
also gained popularity tremendously. The 
penetration rate of GSM mobile services 
has reached to 67.92% in the mid of 2013 
in Nepal (Nepal Telecom Authority, 2013). 
This clearly shows the degree of increasing 
popularity of GSM mobile services in 
Nepal in recent days. Table 1.1 shows Ncell 
has led the market with market share of 
58% in GSM mobile services followed by 
Nepal telecom with 42% market share as 
per the data of July 2013.

Table 1.1: GSM Mobile Services 
Providers and Their Market Share

Service 
Providers Subscribers Market 

Share

Nepal Telecom 7,469,327 42%
Ncell 10,526,798 58%
Total 17,996,125 100%

Source: Nepal Telecommunication Authority 
(NTA, 2013).

3.1. Theoretical Framework

3.1.1.  American Customer Satisfaction 
Index Model

American Customer Satisfaction Index 
Model (ACSIM) is one of the most widely 
adopted models in researches and practices 
(Awwad, 2012:530). Similar studies in 
the past employed ACSIM as a standard 
model to measure customer satisfaction 
with mobile services in different countries. 
Thus, ACSIM is proposed with slightly 
modification as a conceptual research 
model to measure customer satisfaction 
with mobile services as depicted in figure 
1.1. 

ACSIM has some important features. 
Firstly, ACSIM is most popular and 
practical model (Choi, et al., 2008:320) 
that is consistent with well-established 
marketing theories and approaches 
(Fornell et al., 1996:8). It is because ACSIM 
represents the findings in past literatures 
and developed by researchers and experts 
with the knowledge in marketing field. 
Further, Turel and Serenko (2006:317) 
stated that “as of March 2006, the 
Thomson Corporation’s ISI Web of 
Science® Social Sciences Citation Index 
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(SSCI)® listed 138 journal citations for 
the article that introduced the ACSIM”. 
Secondly, it offers both key antecedents 
and consequences of overall customer 
satisfaction which are strongly necessary 
to know to both researchers as well as 
business organization. Thirdly, ACSIM 
is the modern yardstick to evaluate the 
performance of firms, which can be used 
as complementary to existing performance 
measures like net profit margin, return 

on investment, profit and market shares 
etc. (Aydin and Ozer, 2005:487). Fourthly, 
ACSIM is believed to be perfect model as 
it measures products and services quality 
as experienced by customers (Choi, et 
al., 2008:320) and it may be employed to 
“various products and services, including 
information technologies and mobile 
services” (Serenko et al., 2006:21). Thus, 
this model measures the customer behavior 
and perceptions in a well defined way.

Figure 1.1: American Customer Satisfaction Index (ACSI) Model.
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Source: Fornell et al. (1996:8) and Turel and Serenko (2006:316).

1.4. Research Questions
To explore the aforementioned 
arguments, this study attempts to 
address two important questions 
through ACSIM as follows:

What are the most dominant 1. 
antecedents of customer satisfaction 
with mobile services in Nepal? 
Consistent with the previous 

researches that employed ACSIM 
(e.g. Turel and Serenko, 2006:318) this 
study adopts following hypotheses: 

H1: There is a positive association 
between customer expectation and 
overall customer satisfaction with 
mobile services.

H2: There is a positive association 
between perceived quality and overall 
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customer satisfaction with mobile 
services.

H3: There is a positive association 
between perceived value and overall 
customer satisfaction with mobile 
services.

H4: There is a positive association 
between customer expectation and 
perceived quality of mobile  services

H5: There is a positive association 
between perceived quality and 
perceived value of mobile services

H6: There is a positive association 
between customer expectation and 
perceived value of mobile services.

What are the key consequences of 2. 
customer satisfaction with mobile 
services in Nepal?

Consistent with the previous researches 
that employed ACSIM (e.g. Turel and 
Serenko, 2006:318) this study adopts 
following hypotheses: 

H7: There is a positive association 
between overall customer satisfaction 
and repurchase likelihood.

H8: There is a positive association 
between overall customer satisfaction 
and price tolerance.

H9: There is a negative association 
between overall customer satisfaction 
and customer complaint.

H10: There is a positive association 
between customer complaints and 
repurchase likelihood.

H11: There is a positive association 
between customer complaints and 
price tolerance.

Research Methodology

Sampling Design and Data Collection
A general rule of thumb is that the sample 
size above 200 is believed to “provide 
sufficient statistical power for data 
analysis” in structural equation modeling 
(Hoe, 2008:77; Lei and Wu, 2007:34). Thus, 
this study uses 250 randomly chosen 
undergraduate and graduate students as 
a sample from two colleges affiliated with 
the two universities in Nepal (Pokhara 
University and Purbanchal universities). 
The logic behind selecting students as 
sample is that they are expected to have 
the sufficient knowledge and experience 
with mobile services quality

The type of sampling method used in 
this study is convenience and judgmental 
sampling (Cooper et al., 2013:436–37). This 
study imposed the two conditions that 
sample students must have used mobile 
services for at least 1 years and age must 
be at least 18 years old. These criterions are 
expected to give reliable information about 
mobile services perception and opinions of 
mobile phone users to measure customer 
satisfaction level adequately (Turel and 
Serenko, 2006:319 and Awwad, 2012:533). 
The distribution of the sample between 
two GSM mobile services providers is 
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consistent with their market shares based 
on the data of July 2013 (Aydin and Ozer, 
2005:491). 

The research instrument for this study is a 
questionnaire to collect primary data that 
is adopted from Fornell et al. (1996:10). 
Each survey questionnaire consists of 
21 close–end questions with three parts 
as depicted in appendix A. Primary 
data were collected from a face-to-face 
survey by researcher from two groups of 
respondents in last week of September 
2013. 

All 250 responses were collected from the 
randomly selected students. However, 
there were 6 incomplete responses from 
Ncell mobile phone users, which were 
excluded from further analysis to draw 
reliable and valid conclusions. Overall, 
useable responses were 242 for data 
analysis representing approximately 97% 
response rate in this study.

Measures
The Likert scales that were used to 
measure all latent constructs in this study 
are adopted from Fornell et al. (1996:11). In 
measuring customer satisfaction, negative 
skewed frequency distribution is a serious 
problem to the validity of the statistical 
results in competitive market (Fornell et 
al., 1996:10; Turel and Serenko, 2006:319). A 
ten – point Likert rating scales helps avoid 
this problem as it enables respondents to 
make better discrimination (Andrews, 
1984; Fornell et al., 1996:11).  Thus, a ten 
– point rating scales are used to measure 
(from question number 7 to 18) except 

price tolerance (question number 19 and 
20) and customer complaint (question 
number 21) in a survey. 

Data Analysis and Results

Descriptive Statistics
In the first stage, descriptive statistics 
was performed using statistical package 
for social science (SPSS). Among 242 
usable responses, approximately 43% 
of the sample was of Nepal telecom’s 
mobile services users and 57 percent 
of sample was Ncell’s mobile services 
users. The minimum and maximum 
ages of respondents are 18 years and 28 
years respectively with an average age 
of 21.43 years in this research. This study 
could not find the average age of general 
population using mobile services in Nepal.  
Considering the general population of 
mobile phone subscribers in Nepal, the 
sample used in this research reflects young 
adult mobile services market. Therefore, it 
is believed that the findings of this study 
may help to generalize the feelings and 
experiences of the entire young Nepalese 
mobile phone subscriber population in 
Nepal. The detail of sample characteristics 
is given in table 1.3. This study assumes 
that the given sample characteristic is 
capable to exemplify the population of 
young adult mobile subscribers in Nepal. 

Table 1.4 reveals that most of the valid 
responses are around mid-point of Likert 
scale. It indicates that customers perceive 
importance of each manifest variable in 
measuring customer satisfaction with 
mobile services in Nepal. 
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Table 1.3 Sample Characteristics

Frequency Percent

Gender
Male 123 50.8

Female 119 49.2

Sample mobile services subscribers
Nepal Telecom 105 43.4

Ncell 137 56.6

Jobholder
Yes 31 12.8
No 211 87.2

Education Level

MBA 52 21.5
BBA 91 37.6

BBA –BI 59 24.4
BCSI 19 7.9

BBA-IT 21 8.7

Age
Minimum Maximum Mean

18 28 21.43

Table 1.4 Summary Statistics

Manifest Variables Valid observations Minimum Maximum Mean Std. deviation
EXP1 242 3.000 10.000 7.045 1.761
EXP2 242 1.000 10.000 6.826 1.706
EXP3 242 1.000 10.000 6.884 1.796
PQ1 242 2.000 10.000 6.070 1.317
PQ2 242 3.000 10.000 6.335 1.393
PQ3 242 2.000 9.000 5.979 1.277
PV1 242 4.000 10.000 6.459 1.178
PV2 242 3.000 9.000 6.298 1.221
CS1 242 1.000 10.000 5.368 1.751
CS2 242 1.000 9.000 5.227 1.622
CS3 242 1.000 10.000 5.537 1.606
RL1 242 3.000 10.000 6.471 1.543
PT1 242 10.000% 50.000% 32.739% 13.259%
PT2 242 5.000% 50.000% 19.731% 12.062%
CC1 242 1.000 2.000 1.421 0.492

Based on the summary statistics in table 1.4, the difference in the average values of the two 
manifest variables of price tolerance is noticeable. The average (mean) of PT1 (customer 
changes the current mobile services provider given that another mobile services provider 
decreases in price) is about 33% whereas it is about 20% for PT2 (customer stays with 
current mobile services provider given that current mobile services provider increases 
price). Accordingly, customer may change the mobile service provider if current mobile 
services provider increases price by 20% or if rival reduces the price by 33%. The message 



T H E  N E P A L E S E  M A N A G E M E N T  R E V I E W  A p r i l  2 0 1 6

175

from this observation is that the mobile subscribers are more sensitive if price is increased 
by current mobile services provider rather than the price is decreased by rival to change 
the mobile services provider. It is because mean of PT1 is greater than the mean of PT2. 
Whether obtained result is statistically significant or not is to be tested. Thus, hypothesis 
is proposed as there is significant difference between two means of PT1 and PT2. The 
statistical significant of this observation is tested using a paired t-test of the means in 
Excel. Statistically it is proved that there is a significant difference (p<0.001, t = 16.98) 
between two means of PT1 and PT2 of price tolerance latent construct in the proposed 
research model. The detail result is depicted in appendix B. Thus, the observation about 
two manifest variables of price tolerance is statistically correct. The same result was also 
found by Turel and Serenko (2006:323) in Canadian mobile services market.

4.1.2.  Outer or Measurement Model Evaluation 
Analysis is done based on structural equation modeling (SEM) approach using partial 
least squares path modeling (PLS-PM) using XLSTAT software. The relationship between 
latent constructs and their manifest variables is checked with latent constructs reliability 
and latent constructs validity to validate the measurement model. The results for latent 
constructs reliability is depicted in table 1.5. The latent constructs reliability was evaluated 
by estimating the values of Cronbach’s alpha, Dillon-Goldstein (D. G.) rho and average 
variance extracted (AVE). 

Table 1.5: Latent Construct Statistics

Latent 
variable

Manifest 
variables

Cronbach's 
alpha,α

D.G. rho 
(PCA)

Average 
variance 
extracted (AVE)

CE 3 0.807 0.886 0.722
PQ 3 0.767 0.866 0.682
PV 2 0.725 0.879 0.783
CS 3 0.803 0.885 0.716
CC 1 1.000
RL 1 1.000
PT 2 0.717 0.878 0.719

In the measurement model, values of Cronbach’s alpha and D. G. rho of five latent constructs 
with more than one manifest variable (customer expectation, perceived quality, perceived 
value, customer satisfaction and price tolerance) are greater than minimum threshold 0.70. 
The values of AVE (variance shared between latent construct and its manifest variables) 
are also greater than required threshold of 0.50. The estimated results reveal that manifest 
variables used in research instrument are statistically reliable supporting the reliability 
of each latent construct under the proposed measurement model. It indicates that the 
manifest variables provide consistent results and is also free from random or unstable 
error in estimating the results for this study (Cooper et al., 2013:321). 
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Latent construct validity is also checked 
by using convergent validity and 
discriminant validity to examine whether 
manifest variables measure what this study 
wants to observe. Convergent validity 
is examined by estimating the values of 
factor loading, which show the degree of 
connection of manifest variables to their 
respective latent constructs. PLS result 
shows that the loading of all the manifest 
variables except one manifest variable of 
PT (PT1) are relatively large and positive 
and exceed the required threshold of 0.70 
as depicted in table 1.6. The reflective 
manifest variables of PT i.e. PT1 is not 
eliminated from the measurement model 
as its loading to PT is greater than 0.40 
(Henseler et al., 2009:299). Likewise, Kim 
et al. (2004:152) also claimed that loading 
value above 0.30 is meaningful for further 
analysis. Thus, loading results implies that 
there is more share variance in the manifest 
variables and it is therefore proved that all 
items (manifest variables) are excellent 
measures of their respective latent 
constructs supporting the convergent 
validity. 

The estimated outer weights are also 
found positive supporting the relationship 
between latent constructs and their 
indicators. Correlation among the manifest 
variables of underling latent construct 
is also higher than the cross correlation 
with other manifest variables as depicted 
in correlation matrix in Appendix C. The 
result is expected as manifest variables 
of each latent construct reflect the 
same underlying latent construct in the 

reflective-indicator measurement model 
(MacKenzie et al., 2005:713).

As table 1.7 reveals that the manifest 
variables to factors correlations of all 
manifest variables are positive and more 
than 0.35, there is no need to remove any 
manifest variable from measurement 
model (Turel and Serenko, 2006:321). 

The discriminant validity is checked in two 
steps. The first is to compare the loadings 
of manifest variable with its respective 
latent construct to its cross loading 
constructing a matrix of loading and cross 
loading as depicted in table 1.8. The values 
of loading are presented in bold and cross 
loading without bold. The result shows 
that manifest variables have positive and 
higher loadings with their respective 
latent constructs in comparison to their 
cross loadings with other latent constructs. 
All cross loadings are found to be less 
than 0.50 except one manifest variable 
of customer satisfaction with perceived 
quality. This result may be compromised 
to some extent for discriminant validity 
because the loadings of manifest variables 
on given latent construct are higher than 
the cross loading (Turel and Serenko, 
2006:321). 

Similarly, second step is to compare the 
square root of AVE with the correlation 
between the latent constructs with more 
than one manifest variable (Turel and 
Serenko, 2006:322). Table 1.9 facilities for 
this comparison presenting the square 
root of AVE in the diagonal (bold with 
italic) and correlation among latent 
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constructs below the diagonal. As desired, 
the square root of AVE is greater than 
correlation among latent constructs in the 
proposed research model. It reveals that 
latent constructs share more variance with 
their manifest variables than the variance 
share with other latent constructs. Note 
that square root of latent constructs with 
single manifest variable is one. Form the 
results, it is empirically proved that the 
latent constructs in the model are diverse 
from each other and also confirmed the 
discriminant validity. 

Thus, the statistical evidence of latent 
construct validity proves that the research 
instrument sounds good to measure what 
this study actually wishes to measure 
(Cooper et al., 2013:321).

There is an important result that appears 
while checking loading and cross 

loading. First, the cross loadings of two 
manifest variables of price tolerance 
latent construct are found to be low on 
the repurchase likelihood latent construct. 
Similarly, cross loading of one manifest 
variable of repurchase likelihood latent 
construct is also found to be low on price 
tolerance latent construct. Thus, it is 
statistically verified that price tolerance 
and repurchase likelihood are two distinct 
latent constructs of customer loyalty to be 
measured. 

Overall, manifest variables for latent 
constructs to measure customer satisfaction 
with mobile services are conceptually and 
statistically reliable and valid. Thus, it is 
believed that manifest variables used in 
this study appear supportive in testing 
hypotheses and answering the research 
questions of this study.

Table 1.6: Outer Model Results
Latent variable Manifest variables Outer weight Standardized loadings

CE
EXP1 0.208 0.815
EXP2 0.255 0.888
EXP3 0.207 0.844

PQ
PQ1 0.291 0.810
PQ2 0.305 0.855
PQ3 0.313 0.812

PV
PV1 0.429 0.860
PV2 0.507 0.909

CS
CS1 0.264 0.878
CS2 0.199 0.826
CS3 0.244 0.834

RL RL1 0.647 1.000

PT
PT1 0.014 0.678
PT2 0.073 0.989

CC CC1 2.030 1.000
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Table 1.7: Manifest Variables/Factors Correlations

Manifest Variables F1 F2 F3
CE1 0.820 0.552 -0.151
CE2 0.869 -0.103 0.484
CE3 0.859 -0.413 -0.303
PQ1 0.813 -0.503 -0.293
PQ2 0.872 0.021 0.490
PQ3 0.788 0.524 -0.323
PV1 0.874 0.487
PV2 0.897 -0.442
CS1 0.875 -0.408 -0.260
CS2 0.847 -0.007 0.532
CS3 0.817 0.528 -0.231
CC1 1.000
RL1 1.000
PT1 0.914 -0.406
PT2 0.849 0.529

Table 1.8 Matrix of Loading and Cross-loading

 CE PQ PV CS RL PT CC
CE1 0.815 0.202 0.046 0.230 0.132 0.090 -0.044
CE2 0.888 0.255 0.031 0.320 0.160 0.026 0.027
CE3 0.844 0.155 -0.021 0.334 0.102 0.003 -0.038
PQ1 0.228 0.810 0.144 0.402 0.236 0.142 -0.029
PQ2 0.209 0.855 0.124 0.431 0.336 0.173 -0.149
PQ3 0.165 0.812 0.276 0.415 0.250 0.158 -0.062
PV1 0.034 0.220 0.860 0.135 0.129 0.131 0.012
PV2 0.009 0.173 0.909 0.262 0.101 0.149 0.004
CS1 0.303 0.513 0.174 0.878 0.259 0.239 0.002
CS2 0.269 0.346 0.166 0.826 0.139 0.248 0.047
CS3 0.308 0.396 0.246 0.834 0.300 0.238 0.013
RL1 0.156 0.334 0.128 0.282 1.000 0.165 -0.028
PT1 0.051 0.090 0.090 0.076 0.249 0.678 0.023
PT2 0.041 0.198 0.161 0.304 0.136 0.989 -0.010
CC1 -0.018 -0.099 0.008 0.021 -0.028 -0.005 1.000
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Table 1.9: Correlation Matrix and Discriminant Validity Assessment

CE PQ PV CS RL PT CC

CE 0.849

PQ 0.059 0.826

PV 0.001 0.048 0.885

CS 0.121 0.254 0.053 0.846

CC 0.000 0.010 0.000 0.000 1

RL 0.024 0.111 0.016 0.079 0.001 1

PT 0.002 0.037 0.025 0.081 0.000 0.027 0.848

4.1.3. Goodness-of-fit indexes 
In PLS estimation, absolute GoF and 
the relative GoF indexes are available 
to examine the goodness of fit the 
measurement model as shown in table 
1.10. However, Trinchera, and Russolillo 
(2010:19) pointed out that “both GoF 
and relative GoF are descriptive indexes, 
i.e. there is no inference-based threshold 
to judge their values”. Trinchera and 
Russolillo (2010:19) further stated that the 
higher values of these indexes indicate the 
best the model fit to data. The value of the 
relative GoF equal to or more than 0.90 may 
be interpreted as model-data fit (Trinchera 
and Russolillo (2010:19). Considering 
the value of the relative GoF in table 
1.10, it may be concluded that there is no 
perfect model-data fit. On the other hand, 
Henseler and Sarstedt (2012:577) argued 
that the absolute GoF and the relative GoF 
are not appropriate indexes for overall 

model validation in PLS estimation. Based 
on these arguments, this study assumes 
that model fit to data is satisfactory for 
further analysis.

Table 1.10: Goodness of fit index

 GoF GoF 
(Bootstrap)

Absolute 0.267 0.277
Relative 0.790 0.769
Outer 
model 0.988 0.984

Inner 
model 0.800 0.782

4.1.4. Inner Model Specification

Inner model assessment (the relationship 
between the latent constructs) is checked 
to test proposed hypotheses and answer 
the research questions using PLS model. 
PLS model was also used on ACSI-based 
studies in the past (Turel and Serenko, 
2006:321). 
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Figure 1.2: Results of ACSI Model

explained (R2 values) by the proposed 
research model can be considered 
acceptable. Further, the estimated results 
reveal that path coefficients (β) for all 
paths are found to be less than 1. Thus, the 
multicollinearity problem does not exist 
in the proposed research model (Awwad, 
2012:534). Overall, proposed research 
model is found to be satisfactory based on 
the observation of outer model and inner 
model assessment.

Table 1.11 demonstrates the results to 
the first research question. Table reveals 
the t-values to test hypotheses about the 
antecedents of customer satisfaction. 
Based on the regression relationships 
for customer satisfaction in the research 
model, CE (β = 0.244, p <0.001), PQ (β = 
0.415, p <0.001) and PV (β = 0.135, p<0.05) 
have a significant impact on overall 
customer satisfaction. Thus, proposed 
three hypotheses i.e. H1, H2 and H3 are 

The bootstrapping technique is performed 
with 200 re-samples to estimate t-statistic 
values in PLS model. Some of the past 
studies argued that “re-samples of 200 
tend to provide reasonable standard 
error estimates” (Chin, 2001:14; Turel 
and Serenko, 2006:323). The standardized 
simple/multiple regression (path) 
coefficients (β), t-values, p-values and 
R2 values using PLS-PM with XLSTAT 
software were estimated as illustrated in 
figure 1.2.  

The most of the path coefficients support the 
hypotheses and it is consistent to previous 
similar studies. In term of predictive power 
(R2 values) proposed research model 
seems weak as compared to previous 
similar studies using ACSI model (Turel 
and Serenko, 2006:324; Awwad, 2012:536). 
Considering a number of other variables 
that might affect the latent construct in 
the proposed research model, the variance 
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statistically confirmed. The R² value of customer satisfaction is 0.325 as depicted in table 
1.12, which reveals that about 32% variance on customer satisfaction is explained by its 
antecedents in regression model. Remaining 67.5% variance on customer satisfaction is 
explained by other factors which are not addressed in the proposed research model. R2 
values seem to be weak (< 0.50) in this study as given in table 1.12.

It is also worth stating that quality rather than price is an important factor for customer 
satisfaction with the mobile services in Nepal as depicted in figure 1.3. It also implies 
that service quality may influence the price tolerance. It is because perceived quality 
has greater impact (β= 0.409) on overall customer satisfaction followed by customer 
expectation as depicted in table 1.11. 

Table 1.11: Path Coefficients 

Path Coefficient 
(β)

Standard 
error t-values p-value Result

CE to CS 0.244 0.055 4.442 0.000 H1 is supported

PQ to CS 0.415 0.056 7.382 0.000 H2 is supported

PV to CS 0.135 0.055 2.465 0.014 H3 is supported

CE to PQ 0.243 0.063 3.878 0.000 H4 is supported

PQ to PV 0.226 0.065 3.481 0.001 H5 is supported

CE to PV -0.032 0.065 -0.497 0.620 H6 is rejected

CS to RL 0.283 0.062 4.557 0.000 H7 is supported

CS to PT 0.284 0.062 4.580 0.000 H8 is supported

CS to CC 0.021 0.065 0.331 0.741 H9 is rejected

CC to RL -0.034 0.062 -0.548 0.584 H10 is rejected

CC to PT -0.011 0.062 -0.174 0.862 H11 is rejected

Table 1.12: R-square values 

Endogenous Variables R² F-value p-value R²(Bootstrap) Standard 
error

Customer Satisfaction 0.325 38.239 0.000 0.339 0.046

Repurchase Likelihood 0.081 10.484 0.000 0.088 0.035

Price Tolerance 0.081 10.492 0.000 0.084 0.029

Customer Complaints 0.000 0.110 0.741 0.005 0.007

Perceived Quality 0.059 15.041 0.000 0.061 0.032

Perceived Value 0.049 6.124 0.003 0.062 0.029
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Figure 1.3: Impact and Contribution of the Variables to Customer Satisfaction

Table 1.11 reveals that customer expectation 
(β = 0.243, p<0.001) has significant positive 
impact on perceived quality. Thus, 
hypothesis H4 is statistically significant. 
It reveals that mobile subscribers judge 
PQ against their previous expectation 
about mobile services. Similarly table 1.11 
reveals that only perceived quality ((β = 
0.226, p<0.05) has a significant impact on 
perceived value but customer expectation 
(β = -0.032, p>0.05) has no effect on 
perceived value. Thus, hypothesis H5 is 
accepted and H6 is rejected. It reveals that 
high PQ should result in high PV with 
mobile services as expected. On the other 
hand, CE has no direct influence on PV, 
which is against the theory. It reveals that 
CE is relevant to PQ rather than PV. It is 
logical as customer has expectation about 
level of service quality rather than level 
of price. Hence, empirically it is found 
that there is no logic to link CE and PV. 
Some of the past studies also argued that 
the relationship between CE and PV is 
problematic. 

Table 1.11 further demonstrates the 
results to second research question. 

Accordingly customer satisfaction (β = 
0.283, p<0.001) has significant impact on 
repurchase likelihood. Thus, hypotheses 
H7 is statistically confirmed. It reveals that 
customer satisfaction should increase the 
likelihood of repurchase given that there 
are no switching barriers. 

The table 1.11 also reveals that customer 
satisfaction (β = 0.284, p<0.001) has 
significant impact on price tolerance. 
Thus, hypotheses H8 is also statistically 
confirmed. It reveals that customer 
satisfaction should lead high price 
tolerance even if current mobile service 
provider increases price or rival decreases 
price of mobile services given that there is 
switching barriers. 

Again, result shows that customer 
satisfaction (β = 0.021, p>0.05) has no 
significant impact on customer complaints 
as depicted in table 1.11. Thus, hypotheses 
H9 is not statistically significant. This 
reveals that customer satisfaction does not 
lead less number of complaints with the 
mobile services. Further, the result shows 
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positive relationship between customer 
satisfaction and customer complaints (β 
= 0.021) which is against the expectation. 
But this result cannot be confirmed 
empirically as result is insignificant. 
Hence, empirically there is no logic behind 
the link from customer satisfaction to 
customer complaints seems problematic 
and may be removed.

This study also observes the linkage 
between the consequences of customer 
satisfaction. Referring table 1.11 customer 
complaints (β = -0.034, p>0.05) has no effect 
on repurchase likelihood. Thus, hypothesis 
H10 is statistically insignificant. Similarly, 
customer complaints (β = -0.011, p>0.05) 
has also no impact on price tolerance 
as depicted in table 1.11. Thus, the H11 
hypothesis is also rejected. These results 
suggest that customer complaints are 
not handled efficiently and effectively 
so as to increase repurchase likelihood 
and price tolerance. Further, relationship 
between customer complaints and 
PT and RL is found negative against 
expectation. It reveals that complainants 
handing system has made bad situation 
further worse (Fornell et al. 1996:9). But 
it cannot be confirmed empirically as 
results are insignificant. Hence, links 
from customer complaints to RL and PT is 
found problematic in this study. Thus, the 
proposed links may be removed.

Discussion and Conclusions  
The two GSM mobile services providers 
namely Nepal telecom and Ncell are 
competing aggressively to introduce new 
mobile services. Both mobile services 
providers are aggressive to expand market 
coverage and mobile subscribers have also 

been increasing rapidly. The challenge 
ahead to mobile services providers is 
to maintain the market share and it is 
possible only when they are capable to 
enhance customer satisfaction with high 
quality mobile services to their subscribers. 
Mobile services providers should know 
the perception of mobile users with regard 
to current level of quality services. Today, 
customers’ awareness also increases about 
quality and reliability of mobile services. 
Therefore, mobile services providers 
require meeting the expectation of their 
customers by delivering quality mobile 
services to have loyal customers. Customer 
loyalty is driven by customer satisfaction. 
Customer loyalty is believed to be the key 
factor of success in competitive market. 
This study examines both antecedents 
and consequences of customer satisfaction 
with GSM mobile services in Nepal.

This study confirms that the most important 
antecedents of customer satisfaction are 
customer expectation, perceived quality 
and perceived value. It is also found 
that most influencing antecedent of 
customer satisfaction is perceived quality 
followed by customer expectation. For the 
linkage between antecedents of customer 
satisfaction, results shows that CE has 
influence on PQ but not on PV. 

Further, this study clearly reveals that 
customer satisfaction is the primary route 
to increase customer loyalty in Nepal. 
However, customer complaint could not 
be found as the consequence of customer 
satisfaction. It means current level of 
customer satisfaction could not reduce the 
incident of customer complaints. Likewise, 
relationship between customer complaints 
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and customer loyalty (repurchase likelihood and price tolerance) are found insignificant. 
It implies that mobile services carriers could not be able to turn complaining customers 
into loyal customers. Analysis also reveals that Nepalese mobile users’ tolerance to price 
increases by mobile services provider is low. 

Limitation and Directions for Future Research
This study uses the sample of undergraduate and gradates students to measure customer 
satisfaction with mobile services in Nepal. At present, researches use large sample size to 
have conclusive results. This study could not use the large sample data due to cost and 
time factor. For future research, it is suggested to include the large sample with different 
ages (young and old) and professionals in measuring customer satisfaction to obtain 
results applicable to the entire mobile services users in Nepal. It is also recommended to 
include additional latent variables like corporate image and some parameters of quality of 
mobile services specified by NTA in the proposed research model to improve predictive 
power of customer satisfaction and customer loyalty. The ACSIM can also be tested in 
other research areas with modification if required as given in figure 1.4: 

1.4 Modified American Customer Satisfaction Index (ACSI) Model
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Impacts of Market Timing on Capital 
Structure: A Case of Nepal

Prem Prasad Silwal*

Abstract
This study aimed at ascertaining the impacts of market timing on capital structure. It is based 
on pooled cross sectional data of 18 non financial Nepalese firms listed in Nepal Stock Exchange 
during 1992 to 2013. It investigates the persistence of the equity market timing attempts on capital 
structures of Nepalese firms.  The study reveals that market to book ratio and external financing 
weighted average market to book ratio have significant negative impact on leverage. The result 
is consistent with market timing hypothesis of capital structure that past securities issues have 
strong and long lasting effects on capital structure. The result shows that Nepalese non financial 
executives tend to consider market price of stock and issue equity when stock price getting higher. 
It is noticed that the result is differs from signaling effect. The study further reveals that debt 
transactions exhibit timing patterns that are unlikely to induce a negative association between 
market to book ratio and external financing weighted average market to book ratio with leverage. 
Stocks with higher market to book ratios have lower leverage, higher past leverage has higher 
current leverage, higher external financing weighted average market to book ratio has lower current 
leverage and higher profitability ratio has lower debt ratio.

Key words: Market to book ratio, profitability, non financial firms, equity market timing.
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Introduction1. 
The market timing theory states that the 
practices of issuing equity at high prices 
and repurchase it at low prices. Theory 
states that firms tend to issue equity while 
market price is overvalued and issue debt 
while it is undervalued. The innermost 
question in corporate finance literature 
relates to the choice between debt and 
equity. The debate on capital structure 
choice has been fueled by the publication of 
the article of Modigliani and Miller (1958). 

These pioneers of finance beg the question 
of the pertinence of capital structure. They 
advocated that in efficient, perfect, and 
integrated capital market, firms draw no 
gains from opportunistically switching 
between debt and equity.  Static tradeoff 
theory suggests that there is an optimal 
capital structure determined by the tax 
structure, costs of financial distress and 
agency problem. The optimal capital 
structure is determined by the trade-off 
between benefits and cost associated with 
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debt capital. Thus, the capital structure 
at which the overall cost of capital is 
minimized and the total value of the firm 
is maximized is optimal capital structure.

Another theory of capital structure is 
pecking order hypothesis which contended 
by Myers and Majluf (1984) discussed the 
impact of asymmetric information in case 
investors are less informed about the value 
of the firm then insiders. As such investors 
interpret equity issues as bad news because 
the firm is expected overvalued results 
firm securities would be underpriced. 
To overcome this undervalued problem, 
firm should adopt a financing hierarchy 
starting by internal equity followed by 
debt and equity as last resort. Recently, 
the market timing theory has challenged 
both static trade-off and pecking order 
theories by assuming that observed 
capital structure is the outcome of past 
abilities to time equity issues. Raising 
cash in capital markets is accomplished 
usually at discrete intervals, thus at some 
point in time the firm will evaluate the 
state of these markets and consider the 
possible effects of a current decision on 
future financing flexibility (Van Horne, 
1974). Firms needing new finance should 
issue equity if they are above their target 
debt level and issue debt if they are below 
(Graham and Harvey, 2001).

An empirical study of Baker and Wurgler 
(2002) raised the question of the ability 
of the traditional theories to explain the 
observed corporate capital structure. They 
report that historical market to book ratios, 
averaged using a weighting scheme where 

market to book ratios in years with higher 
external financing receive higher weights, 
have a statistically and economically 
significant impact on current capital 
structure. The authors documented that 
neither the trade-off nor the pecking order 
model is consistent with the negative effect 
of long past market to book ratio on firms 
financial leverage. Instead, they opined 
that firms time their net equity issues to 
equity market conditions, and that the 
changes in capital structure induced by 
these issues persists as firms do not care to 
adjust their leverage position toward the 
target in succeeding years results observed 
capital structures reflect the cumulative 
outcome of timing the equity market.

In practice, equity market timing appears 
to be an important aspect of real corporate 
financial policy. There is evidence for 
market timing in four different types of 
studies. First, actual financing decision 
shows that firms tend to issue equity rather 
than debt when market price becomes high, 
relative to book value and past market 
value, and tend to repurchase the equity 
when market price becomes low (Taggart, 
1977, Marsh, 1982). Second, a long run 
stock return following corporate finance 
decisions suggest that equity market timing 
is successful on average. Corporations 
tend to issue equity when cost of equity 
is low and repurchase of equity when cost 
becomes high (Huang and Ritter, 2005). 
Third, profitability forecasts suggests 
that firms tend to issue equity at times 
when investors are rather too enthusiastic 
about return purpose (Laughran and 
Ritter, 1997). Fourth, and perhaps most 
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convincing, finance managers admit to 
market timing in anonymous surveys. 
Graham and Harvey (2001) contended 
that two thirds of chief financial officers 
agree that the amount by which the stock 
is undervalued or overvalued was an 
important consideration in issuing equity.

Review of literature2. 
Graham and Harvey (2001) analyzed 
the practice of corporate finance within 
a sample of 392 US CFOs by focusing 
on the relevance of important factors 
that determine the capital structure and 
revealed that market timing is a primary 
concern of corporate executives. CFOs 
admit that timing considerations play 
a very important role in their financing 
decisions. A study conducted by Baker 
and Wurgler (2002) raise the question 
of the ability of the traditional theories: 
tradeoff and pecking order to explain the 
observed corporate capital structures. 
They assert that low leverage firms tend 
to be those that raised funds when their 
valuations were high, and conversely, 
high leverage firms tend to be those that 
raised funds when their valuations were 
low. They reported that historical market 
to book ratios has a significantly and 
economically significant impact on the 
current capital structure. They concluded 
that observed capital structures reflect the 
cumulative outcome of timing the equity 
market. They further document that the 
resulting effects on capital structure are 
very persistent. 

Alti (2006) examined the capital structure 
implications of market timing. The result 

revealed that market timers, identified as 
firms that go public when the market is 
hot, issue substantially more equity than 
cold market firms do. The hot market 
effect is remarkably robust; it has almost 
no relationship to firm and industry level 
characteristics. Further Alti advocated that 
tests regarding issuers’ starting leverage, 
investment and dividend policies, and 
cash balances are all consistent with the 
idea that the hot-market effect on equity 
issues is indeed driven by market timing. 
Hovakimian (2006) The effects of equity 
transactions on capital structure are small 
and transitory, implying that equity market 
timing is unlikely to be responsible for 
significant long lasting effects of market to 
book ratios on leverage.

Kayhan and Titman (2006) reported the 
point that significant of the historical market 
to book series in leverage regressions may 
be due to noise in the current market to 
book ratio. Specifically, they decomposed 
the external finance weighted market to 
book ratio into the mean market to book 
ratio and assert that the persistence result 
of Baker and Wurgler is mainly driven by 
the persistence of average market to book 
ratio rather than the covariance between 
the market to book ratio and the financing 
deficit.  Similarly, Kasbi (2006) revealed 
that negative relationship between the 
historical market to book ratio and leverage 
as documented by Baker and Wurgler 
(2002) cannot be only attributed to growth 
opportunities. The study further shows 
the result that there is persistent impact of 
past market timing on leverage.
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Bai and Haan (2007) examined market 
timing and its effects on capital structure 
based on a sample of Dutch firms by 
using EFWAMB as the measure of market 
timing. Their result revealed that market 
timing does have an impact on the capital 
structure; however impact does not persist 
for a long period of time. On the same 
vein, Liu (2009) found that the impact of 
time varying targets and adjustments cost 
indicates that the market to book ratio 
has a significant impact on leverage even 
when firms are not timing the market. 
Liu further used alternative proxies of 
market timing and is able to show they 
have no effect on leverage levels. Finally, 
Liu’s study is more consistent with partial 
adjustment models.

Research methodology3. 
The study is based on secondary data. 
The data were obtained mainly from the 
NEPSE and SEBON data base and annual 
reports of listed Nepalese non financial 
firms covering from 1992 to 2013. There 
were 33 non financial firms listed in NEPSE 
in the mid of 2014, which is regarded as 
the size of population for the study. Data 
were collected in order to compute the 
different explanatory variables such as 
firm size, tangibility, growth, profitability, 
market to book ratio, EFWAMB, volatility 
and leverage. In the absence of valid and 
reliable data, the study periods of the 
selected firms are heterogeneous in nature. 
In order to examine the relationship among 
different variables, study employed pooled 
cross section data of 18 firms.

The study is based on 263 firm years 
and the firms selected for the study 
can be considered as representative 
of manufacturing and processing, 
hotel, hydro, trading and others. This 
study employed descriptive and casual 
comparative research design to deal 
with fundamental issues associated with 
the impacts of market timing on capital 
structure in the Nepalese non financial 
firms. 

Model specification
The model is derived on the basis of 
previous studies on market timing theory 
such as Baker and Wurgler (2002) and  
Hovakimian (2006). The selected model 
is strongly believed to capture the need of 
topic under study.

According to market timing hypothesis, 
firms do not have target debt ratios. 
Therefore, the only reason observed debt 
ratios may relate to market to book ratios 
is because firms time their financing 
activities in such a way that  net equity 
issuance increases with market to book 
while net debt issuance decreases with the 
market to book ratios (Hovakivian, 2006). 
Other things held constant, high net equity 
issuance and low net debt issuance should 
result in low debt ratio.

DRit = α+β1t (SIZEt-1)  +β2t (PROit-1) +β3t 
(TNGit-1) + β4t (EFWAMBit-1) + β5t (M/Bit-1) + 
β6t (EqIsit-1) +      β7t (DbIsit-1) + εit --------------------(1)

Where,
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DRit = Leverage = Total debt scaled by 
total assets

SIZEit = Log of Sales of the firm

PROit  = Operating income plus 
depreciation to total assets

TNGit = Property, plant and equipment to 
total assets

M/Bit = Market to Book equity

EFWAMBit = External financing weighted 
average market to book equity

EFWAMBt = 
 
∑
∑=

=
+

+t

S
t

r
B
M

drer
dses

0
0

*

Financing Deficit = New equity issue (es 
or er) + New debt issue (ds or dr) = e/A + 
d/A

EqIs  = Cumulative net equity = change in 

book equity – change in retained earnings 

scaled by Total Assets = 
 

AssetsTotal
REBE ∆−∆

DbIs = net debt = change in debt scaled by 

total assets = 
 

AssetsTotal
DebtBook∆

The total debt, dependent variable, used in 
this study as a measure of capital structure. 
The impact of firm size, profitability, 
tangibility, market to book ratio, EFWAMB, 
net cumulative equity and net cumulative 
debt have been considered as important 
explanatory variables and their impact on 
leverage have been attempted to analyze.

Firstly, five explanatory variables i.e. size, 
profitability, tangibility, EFWAMB and 

market to book ratio are included in the 
regression model as depicted as below:

DRit = α+β1t (SIZEt-1)  +β2t (PROit-1) +β3t 
(TNGit-1) + β4t (EFWAMBit-1) + β5t (M/Bit-1) + 
εit --------(1.1)

Secondly, two other distinctive variables 
i.e. net equity and net debt are included 
in the regression model as presented as 
below: 

DRit = α+β1t (SIZEt-1)  +β2t (PROit-1) +β3t 
(TNGit-1) + β4t (EFWAMBit-1) + β5t (M/Bit-1) + 
β6t (EqIsit-1) +      β7t (DbIsit-1) + εit ------------------(1.2)

Empirical Result4. 

Descriptive statistics
Table 1 displays the summary statistics 
of different variables used in this study 
that reports the mean, median, standard 
deviation, minimum and maximum 
values including number of cases of non 
financial firms.

Table 1: Descriptive statistics of firm 
specific variables

The table shows the descriptive statistics- mean 
median, minimum, maximum, and standard 
deviation for the variables used in this study 
of 18 firms listed in NEPSE from 1992 to 
2013. The leverage is defined as total liabilities 
divided by total assets. Size is the log of sales, 
tangibility is the property, plant and equipment 
divided by total assets, profitability is defined 
as operating income before depreciation divided 
by assets, market to book ratio is the book value 
of total assets minus book value of equity plus 
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the market value of equity divided by book value of total assets, external finance is defined as net 
equity issues and net debt issues. Table shows the sample statistics of total (263 observations) 
firms. 

Variables Mean Median SD Maximum Minimum N
Book Leverage (%) 55.1 58.8 25.7 133.33 0.00 264
Firm Size (Rs in M) 6.033 6.12 1.567 10.57 -0.40 262
Tangibility (Times) 0.491 0.462 0.285 0.999 0.032 263
Profitability (%) 14.1 10.9 13 73.2 -22.31 263
Market to book ratio (Times) 1.867 1.158 1.943 11.539 0.00 248
EFWAMB ratio (Times) 0.641 0.171 2.586 14.851 -13.25 241
Cumulative net equity (Times) 0.147 0.114 0.293 1.396 -0.93 231
Cumulative net debt (Times) -0.074 -0.016 0.245 0.794 -0.735 239

In this study, descriptive statistics primarily 
summarizes the data as per the purpose of 
the study. Leverage of the sample firms 
ranged from zero to 133% of total assets. 
It indicates that manufacturing firms 
highly leveraged during 1992 to 2013 and 
total assets of these firms mostly financed 
through the debt capital. On an average 
these firms have mean (median) value of 
leverage is 55 per cent (59 per cent) with 
25.7 per cent standard deviation. The 
mean (median) statistics of firm size as 
measured by log of sales is Rs 6.03 million 
ranged negative Rs 0.4 m to positive Rs 
10.57 million. The tangibility of the sample 
firms ranges from 0.032 to 0.999 times 
and average is 0.49 times. It indicates 
that when firm needs to borrow loan 
then collateral assets can be pledged. The 
profitability of the sample firms ranges 
from negative 22.31 per cent to positive 
73.2 per cent with average 14.1 per cent. 
The market to book ratio of the sample 
firms ranges from zero to 11.54 times with 
average of 1.87 times. The mean value 

of market to book ratio is different from 
previous study of Mahajan and Tartaroglu 
(2007) that was in Germany 1.46 and UK 
1.69. This difference may be explained by 
the fact that the sample consists of limited 
listed firms which allocate great resources 
in communicating with investors.

Similarly, external finance weighted 
average market to book ratio has mean 
value  of 0.64 times  and standard deviation 
of 2.58 with minimum to maximum range 
of negative 13.25 to positive 14.85 times. 
Table 1 also shows the cumulative value 
of net equity and net debt. The net equity 
ranges from negative 0.93 to positive 1.39 
with average and standard deviation of 
0.15 and 0.29 times respectively. Net debt 
ranges from negative 0.74 to positive 0.79 
with average and standard deviation of 
negative 0.07 and 0.24 times respectively.

Correlation
Another important way of examining 
the variables is to test for potential 
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multicollinearity which is tested by producing a correlation matrix (Brooks, 2002). Table 
2 reveals the correlation coefficients between dependent and independent variables of 
total sample size. Correlation coefficients are generally low except with some variables. 
Before presenting the results of model estimation, it is worth to determine the degree of 
correlation coefficient between the variables as it would assist to analyze the regression. 
Pearson correlation assumes that variables to be linearly associated. Higher the linear 
relation, higher would be the chances of misinterpretation of association among variables. 
It is apparent that none of the variables have high correlation coefficient with each other. 
As shown in the table 2 the correlation coefficients between the variables are highly 
acceptable and not indicating any collinearity.

Table2: Pearson's Correlation coefficients between variables
This table shows the pearson’s correlation coefficients for dependent and independent variables 
employed in this study. The sample consists of 263 firm years from the annual report of listed firms 
in NEPSE for the period of 1992 to 2013. The leverage is defined as total liabilities divided by total 
assets. Size is the log of sales, tangibility is the property, plant and equipment divided by total 
assets, profitability is defined as operating income before depreciation divided by assets, market 
to book ratio is the book value of total assets minus book value of equity plus the market value of 
equity divided by book value of total assets, external finance is defined as net equity issues and net 
debt issues. 

 BL Size TNG PRO MB EFWAMBt EqIs DbIs

BL 1

Size -0.022 1

TNG -0.002 -.323** 1

Growth 0.007 .133* -.273**

PRO -.376** .154* -.128* 1

MB -.289** -.208** -0.038 .580** 1

EFWAMBt -0.11** -.186** 0.074 .252** .424** 1

EqIs -.195** .218** 0.089 .154* 0.061 0.012 1

DbIs .422** .319** -0.124 -.231** -.270** -.202** -.272** 1

**. Correlation is significant at the 0.01 level (2-tailed).      * .Correlation is significant at the 0.05 
level (2-tailed)

The negative correlation indicates that firms with higher market to book ratio and EFWAMB 
tend to use lower debt. The cumulative change in equity is negatively and significantly 
associated with leverage at 1 per cent level of significance. The result indicates that higher 
the cumulative equity lower the leverage employed by the firm. The variable cumulative net 
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debt is positively associated with leverage. 
The positive correlation is significant at 1 
per cent level. It indicates that higher the 
level of cumulative net debt higher the 
level of leverage the firm employed in its 
capital structure. The variable EFWAMB 
is negatively associated with leverage 
and it is significant at 1 per cent level of 
significance. The result indicates that 
higher the EFWAMB lower the leverage.

Regression result
Regression analysis is used to understand 
which among the independent variables 
are related to the dependent variable, and 
to explore the forms of these relationships. 
The regression analysis is commonly used 
technique in the study of market timing and 
capital structure (Rajan and Zingales, 1995; 
Booth et al.,2001; Baker and Wurgler, 2002; 
Hovakimian, 2006). This section analyzes 
the relationship of dependent variable 
with independent variable as specified 
theoretical framework in section III.

To test the hypothesis, the relationship 
between the current level of debt and five 
explanatory variables  representing firm 
size, tangibility, profitability, market to 
book ratio, and EFWAMB are examined 
using ordinary least square regression. 
As Baker and Wurgler (2002) suggested, 
all the explanatory variables have been 
considered as lagged value which shows 
the impact of past market timing on capital 
structure.

Table 1 reveals that market to book ratio 
and external financing weighted average 

market to book ratio are found to be 
significantly negatively related to total 
debt ratio. The result of Marsh (1982), 
Baker and Wurgler (2002), Hovakimian 
(2006) have shown that there exist negative 
relationship between the market to book 
ratio and external financing weighted 
average market to book ratio when the 
leverage is measured by total debt divided 
by total assets. The result of this study in 
overall firm is consistent with these studies. 
The negative relation between market to 
book and leverage may be interpreted as 
the firm tend to issue equity when market 
price of stock is overvalued and issue debt 
when stock price is undervalued. 

The EFWAMB is statistically negatively 
significant on leverage indicate that 
cumulative outcome of past attempts 
to time the equity market. The size, 
tangibility and growth variables have 
been observed insignificant in univariate 
analysis. In model 7, none of the variables 
are found to be significant and while 
including four variables in model 8, three 
of these are found to be significant as 
per priori hypothesis. But, tangibility is 
not consistent with priori hypothesis. It 
indicates that firms’ capital expenditure is 
negatively related with leverage. 

In model 9, three of the three variables 
have been found to be significant as per 
priori hypothesis which are consistent 
with Baker and Wurgler study 2002. The 
t-statistics suggest that the EFWAMB 
and profitability coefficients are highly 
significant and, therefore, have higher 
predictive power than other variables. 
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Table 3: Estimated regression of the market timing on capital structure for total 
sample

The table is concerned with the data comprises total sample of non financial sector and presents 
regression results of  regression equation of leverage on independent variables. The data are from 
NEPSE and SEBON data base and the sample contains 18 Nepalese non financial firms listed on 
NEPSE for the period of 1992 to 2013. The t-values of each regression coefficients are provided to 
have the information regarding significance of the coefficients of the independent variables selected 
in this study. The leverage (DR) is defined as total liabilities divided by total assets. Size is the 
log of sales, tangibility is the property, plant and equipment scaled by total assets, profitability is 
defined as operating income before depreciation divided by assets, market to book ratio is the book 
value of total assets minus book value of equity plus the market value of equity divided by book 
value of total assets, external finance is defined as net equity issues and net debt issues. 

The estimated models is: DRit = α+β1t (SIZEt-1)  +β2t (PROit-1) +β3t (TNGit-1) + β4t (EFWAMBit-1) 
+ β5t (M/Bit-1) + εit 

Model Intercept Size TNG PRO MB EFWAMB R2 F-statistics

1 0.584 -0.006     0.001 0.343
 -9.125 -0.585       

2 0.575  -0.05    0.003 0.798
 -18.059  -0.893      

3 0.543      0.002 0.568
 -30.31        

4 0.65   -0.714   0.131 39.267
 -29.714   (6.266)*     

5 0.621    -0.039  0.089 23.885
 -28.612    (4.887)*    

6 0.557     -0.013 0.016 3.843
 -32.602     (1.96)*   

7 0.634 -0.008 -0.082    0.008 0.674
 -7.613 -0.748 -1.322      

8 0.772 -0.01 -0.115 -0.539 -0.022  0.17 9.574
 -8.982 -0.879 (1.99)* (3.643)* (2.107)*    

9 0.667   -0.426 -0.028 -0.087 0.231 13.711
 -28.966   (3.065)* (2.828)* (2.231)*   

10 0.636 0.017 -0.13 -0.514 -0.024 -0.056 0.26 11.329
 -7.359 -1.406 (2.325)* (3.576)* (2.303)* (1.787)*   

In model 10 (Table 3), when all explanatory variables are simultaneously included, 
t-statistics are found to be significant for tangibility, profitability, market to book ratio, 
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and EFWAMB. The t-statistics suggest that the coefficients of EFWAMB and market to 
book ratio are estimated with high degree of precision

Table 4: Determinants of leverage
The table is concerned with the data comprises total sample of non financial sector and presents 
regression results of leverage on independent variables. The data are from NEPSE and SEBON 
data base and the sample contains 18 Nepalese non financial firms listed on NEPSE for the period of 
1992 to 2013. The t-values of each regression coefficients are provided to have the insight regarding 
significance of the coefficients of the independent variables selected in this study. The leverage 
(DR) is defined as total liabilities divided by total assets. Size is the log of sales, tangibility is the 
property, plant and equipment scaled by total assets, profitability is defined as operating income 
before depreciation divided by assets, market to book ratio is the book value of total assets minus 
book value of equity plus the market value of equity divided by book value of total assets, EFWAMB 
is the external financing weighted average market to book, net equity issued is measured as change 
in book equity minus change in retained earnings scaled by total assets. Net debt issued is measured 
as the change in the book value of long term plus short term debt scaled by total assets. 

The estimated model is : DRit = α+β1t (SIZEt-1)  +β2t (PROit-1) +β3t (TNGit-1) + β4t (EFWAMBit-1) 
+ β5t (M/Bit-1) + β6t (EqIsit-1) + β7t (DbIsit-1) + εit 

Model Intercept Size PRO TNG EFWAMB MB EqIs DqIs R2 F-statistics

1 0.584 -0.006       0.001 0.343
 (9.125) (0.585)         

2 0.65  -0.715      0.131 39.262
 (29.714)  (6.266)***        

3
 

0.574 -0.05 0.003 0.798
(18.059)   (0.893)       

4 0.557    -0.013    0.04 3.843
 (32.602)    (2.96)***      

5 0.621     -0.039   0.089 23.884
 (28.612)     (4.887)***     

6 0.576      -0.167  0.037 8.64
 (30.932)      (2.939)***    

7 0.577       0.356 0.113 30.114
 (34.887)       (5.49)***   

8 0.652   -0.054 -0.08 -0.075   0.649 2.997
 (18.04)   (.947) (2.032)** (1.973)**     

9 0.727 -0.011 -0.55    -0.046 0.292 0.216 15.402
 (10.29) (0.979) (4.574)***    (0.811) (4.045)***   

10 0.87 -.026 -0.363 -0.094 -0.002 -0.023 -0.024 0.291 0.87 9.710
 (9.439) (2.002)** (2.327)** (1.606) (1.679)* (2.043)** (0.425) (4.042)***   

Figures in the parenthesis are t-values.* significant at 10% level, ** significant at 5% level, 
*** significant at 1 % level
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The evidence documented so far, is 
consistent with a strong short-term impact 
of market timing on capital structure. 
Whether this impact is persistent and 
impacts leverage on the long run is the 
main question of the Nepalese context. 
Baker and Wurgler (2002) reveal that the 
impact of market timing, measured by 
EFWAMB lasts for ten years. Subsequent 
studies uncover that this effect is not 
persistent and that the negative relation 
between EFWAMB and leverage is likely to 
gain due to the information about growth 
opportunities contained in Baker and 
Wurgler (2002) measure of timing. Welch 
(2004) uncovers that capital structure 
ratios are strongly determined by market 
to book ratio. Similarly, Frank and Goyal 
(2004) reveal that market to book ratio has 
influence on debt ratio. The regression 
model has been estimated to test the 
relationship between market timing and 
capital structure in the Nepalese context. 
This model statistically test the dependent 
variable debt ratio by seven independent 
variables namely firm size, tangibility, 
profitability, market to book ratio and 
external financing weighted average 
market to book ratio, net equity and net 
debt.

Table 4 presents the regression results 
of various models of leverage on size, 
tangibility, profitability, market to book 
ratio, external financing weighted average 
market to book ratio, net equity and net 
debt.

The result from ordinary regression (OLS) 
depicts that the independent variables 
explain 87% (R-square) variability in total 
debt including all independent variables 

(model 10). The first seven models include 
one of the seven explanatory variables 
at a time. Model 8 to 9 include various 
combinations of the explanatory variables 
and model 10 includes all the seven 
explanatory variables simultaneously. The 
result of these alternative specifications 
deeply support the descriptive statistics 
presented in table 1. The results are as 
expected and encouraging and more or less 
similar to the result indicated by Baker and 
Wurgler (2002) and Hovakimian (2006). 
The leverage is negatively influenced by 
size, profitability, tangibility, market to 
book ratio, EFWAMB and net equity and 
positively influenced by net debt. The 
coefficients of five variables have found to 
be significant except size and tangibility 
while regression running individually. 
It indicates that size and tangibility does 
not have significant role in determining 
current leverage. 

Model 8 attempts to uncover the separate 
influence of tangibility, EFWAMB and 
market to book ratio on leverage. The 
t-statistics suggest that the coefficients of 
EFWAMB and market to book ratio are 
estimated with high degree of precision. 
Model 9 attempt to reveal the impact of four 
variables (size, tangibility, net equity and 
net debt) on leverage. It shows the strong 
statistical significance of profitability and 
net debt on current leverage suggests that 
size and net equity do not have explanatory 
power. In model 10, when all the 
explanatory variables are simultaneously 
included, t-statistics suggest that five of 
the seven variables have been found to be 
significant. This result suggest that size, 
profitability, EFWAMB, market to book 
ratio and net debt seems more important 
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variables in predicting leverage. However, 
the t-statistics of net debt suggest that it 
is one of the most predictive variables in 
determination of leverage.

Conclusions 5. 
While in a Modogliani and Miller (1958) 
capital structure may be irrelevant 
under assumptions of perfect capital 
market, market imperfection- such as 
taxation, transaction costs, information 
asymmetry, cost of financial distress-
may result in firms preferring certain 
types of financing to others. In this study 
the impacts of market timing on capital 
structure for a sample of 263 observations 
of 18 Nepalese non financial firms have 
been analyzed using a various leverage 
measures. Following Baker and Wurgler 
(2002) and Hovakimian (2006), this study 
analyzed the correlation between leverage 
and proxy for investment opportunities 
(market to book ratio), the size of the 
firm (log of sales), the profitability of 
the firm (measured as operating income 
to total assets), tangibility (the ratio of 
property, plant, and equipment to total 
assets), EFWAMB (financing deficit on 
weighted average market to book ratio), 
net equity (cumulative value of change 
in book equity minus change in retained 
earnings scaled by total assets) and net 
debt (change in debt scaled by total assets). 
Out of the seven explanatory variables-
sizes, profitability, EFWAMB, MB and net 
debt are statistically significant of capital 
structure. These variables explained 
around 87% of variation of leverage.

The result shows that both market 
timing variables- market to book ratio 
and external financing weighted average 

market to book ratio have been found to 
be negative and significant. This relation 
is to be driven by equity market timing, 
the timing patterns of corporate financing 
transactions and their effects on leverage 
should be equally strong and robust. Stocks 
with higher market to book ratios have 
lower leverage, higher past leverage has 
higher current leverage, higher external 
financing weighted average market to 
book ratio has lower current leverage and 
higher profitability ratio has lower debt 
ratio. Most importantly, the EFWAMB has 
a statistically significant negative effect 
on the observed debt ratio. The result 
implying that observed capital structures 
reflect the cumulative outcome of the past 
attempts to time the equity market which is 
consistent with Baker and Wurgler (2002) 
study. However, the t-statistics of net debt 
suggest that it is one of the most predictive 
variables in determination of leverage in 
Nepalese context.
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Determinants of Investment Cash Flow 
Sensitivity: The Nepalese Evidence

Rajendra Maharjan*

Abstract 
This paper examines the factors that determine the investment decision. Firms are classified 
into high, low and negative sensitivity. Firms classified into different groups of investment 
cash flow sensitivity are significantly different from each other. Investment cash flow 
sensitivity is non-monotonic with respects to all considered firm characteristic that proxy 
for financial constraints, cash flow and growth opportunities. In particular firms classified 
as negative cash flow sensitive have the lowest levels of internal liquidity, the highest 
potential growth opportunities, and appear the most financially constrained. Cash flow 
insensitive firms have the highest level of internal liquidity and the lowest potential growth 
opportunities, and appear the least financially constraint. Positively cash flow sensitivity 
firms have the less financially constraint and have less potential growth. The investment 
decisions are sensitive to investment opportunities as proxies by market to book ratio but 
are less sensitive to liquidity variables. The results of empirical analysis lead two important 
conclusions. First, cash flow, market to book, sales, and financial slack have positive impact 
on investment. Second, age have negative impact on investment. Tangibility has negative 
impact on investment). Cash flow, age and past investment are the most determining 
variable on investment in context of Nepal. 

Key words: Investment, Cash flow, PCF-sensitive, CF-insensitive, NCF-sensitive 

*  M.Phil. (Finance), Research Director, Uniglobe College, KaliMarg, Kathmandu. Email: augustin707@
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Introduction
The study of investment decisions of firms 
represents a prominent area of research in 
finance and economics, with the motivation 
being driven by both theoretical concerns 
such as debates over which model offers 
the best explanation of investment 
behavior, and policy-related questions like 
the effect of changes in monetary policy or 
tax policy on investment. A large body of 

work in empirical finance has also looked 
at the investment decisions of firms and 
how these decisions are affected by various 
financial factors. Preliminary research in 
this area was greatly influenced by the 
seminal work of Modigliani and Miller 
(1958), where the idea of the financial 
structure of a firm being irrelevant for 
investment decisions (except for tax 
considerations) was proposed. Empirical 
research has, however, usually produced 
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results inconsistent with the notion of 
financial irrelevance. The past couple 
of decades have witnessed a number of 
researchers extending the conventional 
models of business fixed investment 
by incorporating a role for financing 
constraints in determining the firm’s 
investment decisions. 

Starting with the work of Fazzari, Hubbard 
and Petersen (1988), there now exists an 
extensive literature that demonstrates 
the sensitivity of a firm’s investments to 
its internally generated cash flow. The 
original FHP argument was that this 
sensitivity of corporate investments to 
internal cash flow would be the strongest 
for firms that faced the greatest wedge 
between the costs of internal and external 
funds, i.e., firms that have high financial 
constraints. They presented evidence 
consistent with this hypothesis by showing 
that firms having low dividend payout 
(their proxy for financial constraints) had 
higher investment-cash flow sensitivities 
than high dividend paying firms. 
Several studies following FHP provided 
supporting evidence, using data from 
a variety of contexts. At the same time, 
Kaplan and Zingales (1997; hereafter KZ) 
and Cleary (1999) have presented evidence 
conflicting with the general notion that 
investment cash-flow sensitivity is a 
positive function of the degree of financial 
constraints. Their empirical findings 
indicate, in contrast, that investment is most 
sensitive to internal cash flow for the least 
constrained firms. The ambiguous nature 
of the evidence regarding the pattern of 
investment-cash flow sensitivity has in 
fact become the topic of a spirited debate 
in recent years (Hubbard (1998), Fazzari, 
Hubbard, and Petersen (2000), Kaplan 
and Zingales (2000)). This debate over 
the relation between financial constraints 

and investment-cash flow sensitivity 
extends to the international context as 
well. Hoshi, Kashyap, and Scharfstein 
(1991), Schaller (1993), and Shin and Park 
(1998) present evidence from Japanese, 
Canadian, and Korean data, respectively, 
showing that the sensitivity is higher for 
more constrained firms. Love (2001) uses 
an Euler equation approach and confirms 
the FHP hypothesis by showing that firms 
in less developed countries show a greater 
sensitivity of investment to cash stock. 
In contrast, Kadapakkam, Kumar, and 
Riddick (1998) and Cleary (2001) find that 
in several developed countries, investment 
is more sensitive to cash flow for firms that 
are a priori expected to be less financially 
constrained.

This study uses growth opportunities or 
firm liquidity as proxy variables because 
of their expected effect on firm investment 
expenditures and because they have 
been associated with different levels of 
investment cash flow sensitivity in the 
previous literature. The link between 
the stock measures of internal liquidity 
and cash flow sensitivity is ambiguous. 
Some studies argue that firms with ample 
cash reserves are not really liquidity 
constrained since they can use it to take 
on desired projects (Kaplan and Zingales, 
1997). On the other hand, firms do not have 
to maintain relatively high levels of cash 
reserves unless they face difficult access to 
external capital and anticipate a shortage 
of internal liquidity. Thus, higher levels 
of financial slack may indicate potential 
liquidity constraints. These issues are still 
to be tested in context of underdeveloped 
capital market like Nepal.

The main objective of this study is to 
examine the determinants of investment 



T H E  N E P A L E S E  M A N A G E M E N T  R E V I E W  A p r i l  2 0 1 6

206

cash flow sensitivity without considering 
ex-ante classification of the sample into 
constraints and non constraints and to 
make comparison across different groups 
of enterprises. The specific objectives 
are to observe liquidity constraints in 
determining investment decision, to 
examine impact of financial constraints 
on investment and to analyze the affect of 
market-to-book ratio, sales, age, size and 
asset tangibility on firm investment’s for 
growth opportunities.

I. Sample Selection
The sample consists of non financial firms 
that are listed in Nepal Stock Exchange 
(NEPSE). The analysis is restricted to 
period 1992-2013 with twenty two firm 
year observation at maximum level.

Cross-sectional patterns in investment-
cash flow sensitivity have been sensitive 
to the inclusion of negative cash flow 
observations and distressed firms and 
to the range of the size distribution of 
included firms. According to Schiantarelli 
(1996), the investment cash flow sensitivity 
is observed to be higher for smaller firms 
when sample include wide range of sizes. 

In order to avoid any potential selection 
bias that might affect the result, firms with 
total asset more than Rs. 38 million, net 
fixed asset more than Rs. 7 million, sales 
minimum Rs. 13 million and book value of 
assets greater than Rs. 1 million that were 
listed in NEPSE were selected irrespective 
of their financial health, including those 
that no longer exists. However, imposing 
the following restrictions on the sample, 
those firm are retain that have complete 
data for capital expenditure, dividend 
payout, market to book ratio and financial 
slack.

The final sample is an unbalanced panel 
data set of 260 firm year observations 
representing 18 firms. The number of 
observations for each firm varies from 7 
to 22 from 1992 to 2013. The descriptive 
statistics for the final sample presented in 
Table I indicate that the sample firms come 
from a wide range of distribution for firm 
size, cash flow, reflecting financial health 
as well as other variables. 

II. Review of Literature
The review of previous study helps 
understand the better concept in the 
subject matter so far been developed and 
in generating the research framework 
for the further study by determining 
the significant issues in the areas and 
theories relating to the subject matter. 
The objective of this section is to review 
some of the most important empirical 
studies conducted so far in relation to 
determinants of investment cash flow 
sensitivity. In addition, the review of 
previous study helps researcher to design 
appropriate methodology to conduct the 
study. Review of major studies has been 
presented in table below. 

Empirical evidence indicates that the 
study carried out by Fazzari et al., ( 1988) 
is regarded as one of the prominent study 
in this topic. They classify firms according 
to characteristics (such as dividend 
payout, size, age, group membership, 
or debt ratings) The results suggest that 
investment decisions of firms that are 
more financially constrained are more 
sensitive to firm liquidity than those of 
less constrained firms.  Further the study 
provides strong support for the existence 
of this financing hierarchy, which is most 
prevalent among firms that have been 
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identified as facing a high level of financial 
constraints.' 

Hubbard (1992) internal funds are 
likely to be an important determinant of 
investment for many firms in the presence 
of information imperfections in capital 
markets.

Kaplan and Zingle (1997) Contrary 
to previous evidence, they find that 
investment decisions of the least financially 
constrained firms are the most sensitive to 
the availability of cash flow. Firm financial 
status is determined using multiple 
discriminate analyses, similar to Altman's 
Z factor for predicting bankruptcy that 
effectively captures desired cross-sectional 
properties of firms. Variables like cash 
flow, market to book ratio (Tobin’s q), 
leverage, dividend payments are found to 
be positive and significant for the whole 
sample and sub sample periods.

Lamount (1997) Using data from the 1986 
oil price decrease Lamount (1997) test the 
joint hypothesis that 1) a decrease in cash/
collateral decreases investment, holding 
fixed the profitability of investment, and 
2) the finance costs of different parts of 
the same corporation are interdependent. 
The results support this joint hypothesis: 
oil companies significantly reduced 
their nonoil investment compared to the 
median industry investment.There is a 

positive relation between cash flow and 
tangibility as large decreases in cash flow 
and collateral value decrease investment.

Hovakimian (2009) Investment-cash flow 
sensitivity is non-monotonic with respect 
to financial constraints, cash flows, and 
growth opportunities. The result indicates 
that cash flow, market to book, tangibility, 
size, sales, financial slack, have the positive 
impact on investment in all three groups 
while age, dividend payout and leverage 
have negative impact. Marhfor A. et al. 
(2012) The findings support the results of 
Fazzari et al. (1988) who argue that higher 
investment-cash flow sensitivity can be 
interpreted as evidence that firms are 
more financially constrained

Nwachukwu (2013) Investment was 
found to be driven positively by firms’ 
q-value, but does not depend on either 
their internal resources or their leverage 
positions, more sensitive to changes 
in q-value, more negatively driven by 
internal cash flow, and less dependent 
on their level of indebtedness. Scheuten 
(2014) The correlation between cash flow 
and investment is moderate positive 
significant correlated.

Based on above review the relationship 
between independent variables on 
dependent variable investment can be 
summarizing as below.
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1. Market to book, sales, size, tangibility, 
financial slack and cash flow and leverage 
are expected to be positively related with 
investment.

2. Dividend payment and age are expected 
to be negatively related with investment.

IV Research Methodology
This study has employed descriptive and 
causal comparative research design that 
is intended to describing general pattern 
and interrelation of investment measures 
with other explanatory variables in the 
context of Nepalese non financial firms. 
Correlation among the selected variables 
has also been examined by deriving the 
Pearson’s correlation coefficients. The 
population of the study consists of all 
the listed non financial firms. The sample 
selection is based on judgmental. The 
study is based on secondary data of total 
18 sample firm consisting of 260 firm 
years from 1992 to 2013 of non financial 
firms that data are collected from balance 
sheets and income statements of the non 
financial firms of listed firms available in 
NEPSE and SEBON.

In this study, econometric models as 
given below have been used to describe 
the determinants of investment cash flow 
sensitivity. The whole sample is divided 
into three groups based on Quartiles to 
the level of cash flow sensitivity using the 
equation (i). The first quartiles observation 
is classify as firm with positively cash flow 
sensitive (hereafter PCF-sensitive), second 
quartiles as cash flow insensitive (hereafter 
CF-insensitive) and last quartiles as 
negatively cash flow sensitive (hereafter 
NCF-sensitive. The cash flow sensitivity 

is calculated by the following formula. 
Hovakimian (2009). 
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Models specifications
In order to determine the determinants 
of investment cash flow sensitivity the 
ordinary least square regression, stepwise 
regression on the pooled cross-section 
data have been used.

The most popular approaches to test the 
investment cash flow relationship involve 
examining two types of investment 
models: the Q model. According to the 
Q model, a firm’s investments are mainly 
determined by expectations of future 
profit opportunities, usually estimated by 
the ratio of the market value of assets to 
its replacement value.  So the study uses 
Cleary (1999) for the firm classified into 
three groups as mention in equation (i)

(I/K) = β0 + β1 * (M/B)it+ β2 * (CF/K)it + eit 
…….. (ii)

Investment = f (Cash flow, Market to Book 
ratio,  Sales growth, Age, Log of sales, 
financial Slack, Leverage, Tangibility,  
dividend payout ratio ) Hovakimian 
(2009)

In the specific form,

(I/K) it = β0 + β1 * (CF/K) it + β2* (M/B) it + 
β3 * SG it + β4 * Age it + β5 * LnSales it + β6* 
(FS/K) it + β7 *Lev. it + β8 * Tan. it + β9 * DPR 

it + αi + αt + eit … (iii)
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Where,

I/K it = Investment scaled by beginning net 
fixed assets is a Dependent variable, 

Explanatory variables
CF/K it = Cash flow scaled by net fixed 
assets, M/Bit = Market to book ratio

SG it = Sales growth,  Age it = Age

lnSales it = Natural log of sales,   
 Lev. it = Leverage

Tan. it = Tangibility,    
 DPR it = Dividend payout ratio

FS/K it = Financial slack scaled by net fixed 
assets

V. Empirical Results
This section of the study shows the 
descriptive statistics of dependent variable 
investment and independent variables total 
assets, cash flow, market to book ratio, sales, 
sales growth, financial slack, dividend 
payout, leverage, tangibility and net fixed 
assets. For this mean, median, quartiles, 
minimum and maximum and standard 
deviations are calculated for the entire 
sample firm which is shown in table 1.

Table 1: Descriptive statistics
The table reports the descriptive statistics comprises mean, standard deviation, minimum aFnd 
maximum of the sampled 18 firms from 1992 to 2013 for 22 years. Total assets is defined as sum 
of current assets and fixed assets, net fixed assets is the asset after deducting depreciation, sales 
is the annual turnover of the specific firm, dividend payout is the divided scaled by net income, 
market to book ratio is the book value of total assets minus book value of equity plus market value of 
equity divided by book value of assets, Leverage is the ratio of total debt divided by total assets, cash 
flow is the net income plus depreciation scaled by net fixed asset, financial slack is the sum of cash 
and marketable securities, 0.7 times account receivable, 0.5 times inventory, less account payable 
divided by net fixed assets, investment is the sum of capital expenditure, sales growth is the change 
in sales divided by last year firms.

 Mean S.D. Minimum Maximum
Total Assets (in Million Rs.) 3,280.581 11,944.552 38.564 104,030.173
Net fixed Assets (in Million Rs.) 1,086.891 2,469.708 7.630 16,290.280
Sales (in Million Rs.) 1,387.646 4,193.944 13.538 35,390.036
Dividend payout ratio (per cent) 27.030 34.962 0.000 352.585
Market to book ratio (times) 1.815 1.910 0.148 11.539
Leverage (times) 0.605 0.421 0.018 3.348
Cash flow / Kt-1 (times) -0.039 14.097 -213.876 78.982
Financial slack / kt-1 (times) -0.027 0.219 -2.262 0.331
Investment / kt-1 (times) 0.469 0.807 0.000 5.275
Sales growth (times) 0.138 0.310 -0.620 2.641
No. of observation 260
No. of firms 18    

The above table 2 reveals the mean total assets of the sampled firm is Rs. 3,280.581 million 
which ranges from Rs. 38,564 to Rs. 104,030.173 million. The mean net fixed asset of the 
18 sample firm is Rs. 1,086.891 million that ranges from Rs. 7.630 million to Rs. 16,290.280 
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million. The mean value of sales is Rs. 
1,387.646 million that ranges from Rs. 
13.538 to Rs. 35,390.036 million. This 
indicates there is wide fluctuation in total 
assets, net fixed assets and sales among 
the sample firms. The average dividend 
payout ratio is 27.030. The minimum 
dividend payout ratio is zero indicating 
some of the sample firms did not pay 
any dividend while maximum dividend 
payout ratio is 352.586 per cent. Market 
to book ratio ranges from 0.148 times to 
11.539 times with an average 1.815 times. 

The mean leverage is 0.605 times. Three 
mean ratios cash flow, financial slack, 
investment which is scaled by net fixed 
asset are -0.039 times, -0.027 times and 
0.469 times. The average sales growth of the 
sample firm is 13.8 per cent that ranges from 
negative 62 per cent to 264.1 percent. Overall 
the results indicate there is wide fluctuation 
in dependent variables and independent 
variables among the sample firms.

Correlation Analysis
Table 1 presents the correlation coefficient 
among dependent and independent 
variables that are used in regression 
analysis. The dependent variable 
for the study is capital expenditure 
scale by beginning of net fixed assets. 
Independents variables are Cash flow, 
financial slack also scaled by beginning of 
net fixed assets, sale is inflation adjusted 
and taken natural logarithm, Market to 
book ratio, age, leverage, Tangibility and 
dividend payout ratios are independent 
variables under study. There is significance 
correlation between dependent variable 
and independent variables lnSales, 
tangibility and dividend payout ratio at 
1 per cent level of significance. Among 
the independent variables the highest 
correlation (0.404) is between tangibility 
and dividend payout ratio. The next largest 
correlation coefficient is 0.346 between age 
and MB. The least correlation is between 
lnSales and cash flow which is 0.003 which 
is shown in table below 2

Table: 2: Correlation Coefficient
Table below shows the correlation coefficient of dependent variable investment scale by net fixed 
assets and nine explanatory variables cash flow, market to book ratio, sales growth, age, natural log 
of sales, financial slack, leverage, tangibility and dividend payout ratio.

 I/Kt-1 C F /
Kt-1 MB Growth 

sales Age Lnsales slack/Kt-1 Lev. Tan. DPR

I/Kt-1 1
CF/t-1 0.058 1
MB 0.061 0.04 1
Growth sales 0 -0.038 -0.055 1
Age -0.083 -0.046 .346** -0.095 1
LNsales .359** 0.003 -.226** 0.112 -0.071 1
slack/t-1 0.108 -0.086 0.068 -0.006 -0.095 0.086 1
Lev. 0.049 -0.049 -.231** -0.037 0.008 -.154* -.145* 1
Tan. .338** -0.034 -0.07 0.002 -0.099 -.257** .141* .404** 1
DPR .285** 0.054 .156* -0.059 0.07 0.092 0.044 -0.062 -.126* 1
*. Correlation is significant at the 0.05 level 
(2-tailed).

**. Correlation is significant at the 0.01 level 
(2-tailed).
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Among the independent variables the 
largest correlation is 0.404 between 
leverage and tangibility followed by 0.346 
between age and MB and the third largest 
is 0.257 between tangibility and sales 
which are significant at 1 per cent level of 
significance. The result shows that there is 
a low degree of correlation (correlation less 
that 0.8) between the variables indicating 
there is no problem of multicollinarity. 

Regression results

Firm-Level Estimates of Investment-a. 
Cash Flow Sensitivity 

The current study also estimated the 
regression equation for firm classified 
into NCF-sensitive, CF-sensitive, and 
PCF-sensitive firms based on cash flow 
sensitivity equation 1 shown in research 
methodology. To get the further insight 
on investment the study uses the model 
used by clearly (1999).  Univariate and 
multivariate regression has been carried 
out for the purpose of analysis. 

Model 1 in includes only market to book 
ratio is included as a proxies variable to 
investment opportunities, In model to 
cash flow as measure of internal liquidity 
and in model 3, both variables market to 
book ratio and cash flow is included.  In 
model 1, market to book ratio is found to be 
positive and significant for NCF-sensitive 
firms and PCF-sensitive firms at 1 per cent 
level. But market to book ratio is not found 
to be significant for CF-insensitive firms 
and its coefficient is negative which is not 
as per priori sign. This result indicates that 

market to book ratio as proxies’ variable to 
firm investment opportunity is sensitive 
to firm classified to cash flow positive and 
negative firm only.

In model 2, cash flow variable is found to 
be positive and significant for the NCF-
sensitive firms only at 1 per cent level 
of significant. Cash flow is also found to 
be positive but not significant for PCF-
sensitive firm where as it is found to 
be negative and not significant for CF-
insensitive firms which are not consistent 
with priori hypothesis. This result indicate 
that firms are lesser sensitive to liquidity. 
The regression equation of investment on 
explanatory variables for the firm classified 
based on cash flow is presented in table 3.

In model 3, both the variables are included 
to see which of the variables have more 
influence on determinants of investment. 
The result reveals that both the market to 
book ratio and cash flow is found to be 
positive and significant at 1 per cent level 
for NCF-sensitive firms. As the coefficient 
of cash flow is higher than market to 
book ratio indicating cash flow is more 
determinant variable in investment. This 
result is consistent with evidence from 
previous results. Market to book ratio 
only found to be negative and significant 
for CF-insensitive at and positive and 
significant for PCF-sensitive firms at 1 per 
cent and 10 percent level respectively. This 
indicates that market to book ratio proxies 
for investment opportunity is more 
influential variable than internal liquidity.
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b. Determinants of Investment Cash 
Flow Sensitivity
In order to determine the investment cash 
flow sensitivity the study uses model 
used  Hovakimian (2009) to see the factors 
that determine the investment cash flow 
sensitivity for the firm classified into three 
group as NCF- sensitive, CF-insensitive 
and PCF-sensitive firms.

OLS regression estimation of investment 
on explanatory variables for NCF-
Sensitive firms

The table 4 shows the regression equation 
for the firm classified as negative cash flow 
sensitivity. Univariate and multivariate 
regression has been carried out for the 
purpose of analysis. The regression equation 
of investment on explanatory variables for 
the 

Table 4: Estimated Relationship between 
Investment and Fundamental Variables 

for NCF-sensitive Firms

The results are based on pooled cross-sectional 
data of 18 enterprises with 260 observations 
for the period of 1992 to 2013 by using liner 
regression model. The model is, 

It/Kt-1 = a0 + b1 * Cf/Kt-1 + b2 *MB + b3 * 
SG + b4 * Age + b5 * LnSales + b6 * FS/Kt-1 
+ b7 *Lev. + b8 * Tang.+ b9 *DPR + ei, 

where I/kt-1 is the dependent variable 
investment scale by net fixed assets. CF/kt-1, 
MB, SG, Age, lnsales, FS/kt-1, Lev. Tang. DPR 
are cash flow scale by net fixed assets, market 
to book ratio, inflation adjusted sales growth, 
age, natural log of sales, financial slack scaled 
by net fixed assets, leverage, tangibility and 
dividend payout ratio respectively. Results are 
presented below.
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firm classified as NCF-sensitive shown in 
table below. Model 1 to 9 is a univariate 
regression analysis and model 10 to 12 has 
been carried out with the combination of 
different independent variable and the 
last model 13 has been carried out with all 
independent variables simultaneously. 

The result of model 1 shows that cash flow 
is positively significant at 1 per cent level of 
significance. The result indicates that firm 
with higher level of cash will have higher 
level of investment. Similarly, market 
to book, lnsales, leverage, is positively 
significant at 1 per cent level of significance 
level. Age and tangibility is negatively 
significant at 1 per cent and 10 per cent 
respectively with investment indicating 
young firm investment more. Tangibility 
negative significance shows firms could 
not able to utilize collateral effectively as 
collateral increases firm invest less. Model 
10 indicates cash flow, market to book and 
age are found to be significant. 

Model 11 signifies sales is positively 
significant where as tangibility is 
negatively significance at 1 per cent level. 
In model 12 financial slack and tangibility 
are found to be significance at 5 per cent 
level. In last model 13 three independent 
variables namely market to book, sales, 
and leverage are found to be significant 
at 1 per cent and 5 per cent respectively. 
Market to book ratio and sales are the 
major determinants of investment.  The 
results are shown in table 4.

OLS regression estimation of investment 
on explanatory variables for CF-
insensitive firms

The next regression equation is run for CF-
insensitive firms. The regression equation 
statistically tests the dependent variable 
investment on nine different independent 
variable namely cash flow, market to book 
ratio, sales growth, age, lnsales, financial 
slack, leverage, tangibility and dividend 
payout ratio. The first nine models include 
one of the nine independent variables 
at a time. Models 10, 11 and 12 include 
different combinations of the independent 
variables and model 13 includes all nine 
variables concurrently. 

Similarly, the coefficients of market 
to book, log of sales are positive and 
significant in model 2, 10 and 13 at 1 per 
cent level results that firms tend to have 
more investment in capital expenditure as 
market to book ratio increases. The variable 
log of sales indicates as sales increases 
investment increases. Sales growth is 
totally insignificant in either of the cases. 
Age and tangibility have significant 
negative impact on investment when taken 
at single at 1 per cent and 5 per cent level 
of significance. This result is consistent 
with Hovakimian (2009) as young firm 
tend to investment more. However, these 
two variables have no any influence when 
taken with all the explanatory variables. 
Age, financial slack, leverage, tangibility 
and dividend payout ratios are the major 
determinants of investment. The results 
are presented in table 5. 
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OLS regression estimation of investment 
on explanatory variables for PCF-
sensitive firms

The next regression has been run for the 
firm classified as PCF-sensitive of the 
dependent variable investment on nine 
different independent variable namely 
cash flow, market to book ratio, sales 
growth, age, Lnsales, financial slack, 
leverage, tangibility and dividend payout 
ratio. The first models include one of 
the nine independent variables at a time 
that are most important and followed by 
combination of others variables till the 
variables are significant. 

Market to book ratio is significantly 
positively related with investment 
in model 2, and 13 at 1 per cent level 
indicating firms tend to have more 
investment in capital expenditure as 
market to book ratio increases. The result 
is as per the priori sign as investor tends to 
in such companies that have a increasing 
market price. Similarly, dividend payout 
ratio also seems to have positive impact in 
model 9 on the investment but this variable 
have no any impact when consider with 

the combination with the other variables. 
Log of sales also have positive impact on 
investment in model 5 and 10 at 1 per cent 
level of significance indicating as sales 
increases firm investment also increases. 
Leverage variable is found to be negative 
and significant at 5 per cent level in model 
12.  

As per prior sigh age and tangibility has 
the negative impact on the investment. 
This result indicates that young firm tends 
to invest more. The negative sing between 
tangibility and investment shows firm 
could not able to utilize the collateral at its 
optimum level as indicated by the model 
4, 10 and 13 for the age variable and model 
8, 11 and 13 model for the tangibility 
variable mostly at 1, 5 and 10 per cent 
level of significance respectively. With 
the inclusion of all variable in model 13 
market to book ratio, age and tangibility 
are found to be significant indicating these 
variable determine investment for a firm 
classified as PCF-sensitive with R2 50  per 
cent and model is fit as F value is 7.29. 
Market to book ratio, age and tangibility 
are the major determinants of investment. 
The result is shown in table 6.
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VI. Conclusions 
Firms classified into different groups 
of investment cash flow sensitivity are 
significantly different from each other. 
Investment cash flow sensitivity is non-
monotonic with respects to all considered 
firm characteristic that proxy for financial 
constraints, cash flow and growth 
opportunities. The investment decisions 
are sensitive to investment opportunities 
as proxies by market to book ratio but 
are less sensitive to liquidity variables. 
This is consistent not with evidence from 
previous studies, Clearly (1999).

Market to book ratio and sales are the 
major determinants of investment for the 
firm classified as NCF-sensitive firms. 
Age, financial slack, leverage, tangibility 
and dividend payout ratios are the major 
determinants of investment for the firm 
classified as CF-insensitive firms. Market 
to book ratio, age and tangibility are 
the major determinants of investment 
for the firm classified as PCF-sensitive 
firms. In liquidity, financial slack is major 
determinant of investment. Firm with 
higher liquidity tend to invest more. In 
growth opportunities tangibility, market 
to book ratio have the positive impact on 
investment while age have the negative 
impact on investment. This result is 
consistent with Hovakimian (2009). In 
financial constraint dividend payment 
is important determinant of investment. 
Firm that pay less dividend tend to invest 
more. Cash flow is the major determining 
variable in investment decision followed 
by age and past investment are also 
account in determining investment in 
context of Nepal. 

References
Alti, A. (2003). How sensitive is investment 
to cash flow when financing is frictionless?  
The Journal of Finance, 58(2), 707-722.

Cleary, S. (1999). The relationship between 
firm investment and financial status. 
Journal of Finance, 54(2), 673-692.

Cleary, S. (2006). International corporate 
investment and the relationships between 
financial constraint Measures. Journal of 
Banking and Finance, Vol. 30(5), 1559-1580.

Fazzari, S. & Petersen, B. (1993). Working 
capital and fixed investment: New 
evidence on financing constraints, Journal 
of Economics, 24(3), 328-342. 

……… (2000). Investment cash flow 
sensitivities are useful: A comment on 
Kaplan and Zingle, Quarterly Journal of 
Economics,115(8), 695-705.

Harrison, A. E., Love, I., & McMillan, M.S. 
(2004).Global capital flows and financing 
constraints, Journal of Development 
Economics, 75(3), 269–301

Hoshi, T., Kashyap, A., & D. Scharfstein 
(1991). Corporate structure, liquidity and 
investment: Evidence From The Japanese 
Industrial Groups. Quarterly Journal of 
Economics,106(15), 33-60. 

Hovakimian, G. (2005).  Cash flow 
sensitivity of investment: Firm-level 
analysis. Journal of Finance, 23(2), 23-45.

Hovakimian, G. (2009). Determinants of 
investment cash flow sensitivity. Financial 
Management, 38(1), 161-183. 

Hovakimian, G. & S. Titman  (2006). 
Corporate investment with financial 



T H E  N E P A L E S E  M A N A G E M E N T  R E V I E W  A p r i l  2 0 1 6

220

constraints: Sensitivity of investment to 
funds from Voluntary Asset Sales.  Journal 
of Money, Credit, and Banking, 38(6), 357-
374. 

Hu, X. & Schiantarelli, F. (1998). Investment 
and capital market imperfections: A 
Switching regression approach using U.S. 
firm panel data. The Review of Economics 
and Statistics, 80(3), 466-479.

Jensen, M. (1986). Agency costs of free cash 
flow, corporate finance, and takeovers. The 
American Economic Review, 76(7), 323-329.

 Kadapakkam, P. Kumar, P. & Riddick, 
L. (1998). The impact of cash flows and 
firm size on investment: the international 
evidence. Journal of Banking & Finance, 
22(4), 293 - 320. 

Kaplan, S., & Zingales, L. (2000). 
Investment cash flow sensitivities are not 
valid measures of financing constraints. 
Quarterly Journal of Economics, 115(2), 707-
712.

Lamont, O. (1997). Cash flow and 
investment: Evidence from internal capital 
markets.  The Journal of Finance, 52(1), 83-
109.

 Love, I. (2001). Financial development 
and financing constraints: International 
Evidence from the Structural Investment 
Model.4(5), 45-66

Modigliani, F. & Miller, M. (1958). The 
cost of capital, corporation finance and 
the theory of investment. The American 
Economic Review, 48(2), 261-297.

Myers, S., C. & Majluf, N., S. (1984). 
Corporate financing and investment 
decisions when firms have information 
those investors do not have. Journal of 
financial economics, 13(5), 187-221.

Pradhan, R., S. (2006). Research in Nepalese 
Finance, Kathmandu: Buddha Academic 
Publishers and Distributors

Whited, T.M. (1992). Debt, liquidity 
constraints and corporate investment: 
Evidence from panel data. Journal of 
Finance, 47(4), 1425-146.



T H E  N E P A L E S E  M A N A G E M E N T  R E V I E W  A p r i l  2 0 1 6

221

The Relationship between Development 
of Manufacturing Strategy and 

Management Accounting System

Gyaneshwor Sharma*

Abstract
This study aims to explore the relationship between development of manufacturing strategy 
and management accounting system. It presents the finding based on survey within 
sole trading, partnership and private limited group of manufacturing firms in Pokhara 
Valley. Overall picture emerging from this study is based on the theoretical framework 
developed from past studies. This study found that there is no significant mean difference 
of allocation of fixed and variable overhead cost in types of order wining criteria between 
user and nonuser of standard costing system and product quality is indicated to be the most 
important long-term success factor. This study has found that manufacturing strategies are 
strongly depend upon each other strategy but there is no significant association between 
management accounting practices and manufacturing strategy and it also located that 
manufacturing firms infrequently translated, reviewed, controlled, discussed, screened and 
informed the manufacturing strategy to the concern manager. Analysis also reveled that all 
manufacturing firms rarely or never discuss the management accounting information by 
the board of directors before making major manufacturing decisions. The result from this 
study provides a useful guideline to the managers to make decision for the current changing 
manufacturing environment.

Key Words: Accounting, Strategy, Standard-Costing, Order-Winning.

*  School of Business, Faculty of Management Studies, Pokhara University, Lekhanath-12, Kaski, Nepal. 
Email: gyanusharma@yahoo.com, Cell: 98560-44510.

1.0 Introduction
Manufacturing strategy refers to the 
competencies that a firm develops around 
the operations function. Manufacturing 
strategy is also expected to be one of the 
components of a firm’s business strategy 
or strongly integrated with a firm’s 
business strategies (Anderson et al., 1989). 

A manufacturing strategy could thus be 
thought as a blueprint for action towards 
world class manufacturing pattern of 
decision to be executed in line with 
overall business goals or objectives mostly 
through a gradual process (Seal, 2001). This 
definition stresses that a manufacturing 
strategy ensures a business to move 
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towards a direction with a view to attain 
the manufacturing excellence. Some of the 
initial studies required to develop further 
the need to recognize the competitive 
advantage that manufacturing strategy 
provides (Pralhad & Hamel, 1990). Along 
these lines, there have been empirical 
studies aimed at providing support 
that indeed manufacturing strategy 
can contribute to a firm’s competitive 
strength (Gupta & Somers, 1996). Further 
studies have been carried out to identify, 
understand and/or clarify the content 
of manufacturing strategy (Frohlich & 
Dixon, 2001).

Skinner (1994) described common 
competitive performance criteria for 
manufacturing strategy such as short 
delivery cycles, superior quality and 
reliability, dependable deliveries, fast 
new product developments, flexibility in 
volume changes and low cost. Wheelwright 
(1998) identified efficiency, dependability, 
quality and flexibility as the most 
important general criteria for evaluating 
manufacturing strategy. Krajewski & 
Ritzman (1999) further identified five 
operations competitive priorities: cost, 
high performance design, consistent 
quality, on-time delivery, and product and 
volume flexibility. In a comprehensive 
review of the literature on manufacturing 
competitive priorities, Leong, et al. (2009) 
contended that five priorities are the most 
critical which are quality, delivery, cost, 
flexibility and innovativeness. 

A manufacturing strategy is the link 
between the marketplace and the 
manufacturing process. To establish a 
proper manufacturing strategy, those 

criteria that the market considers most 
important when placing orders, called 
order-winning criteria, must be determined 
(Hill, 2000). Once these order-winners 
have been identified, it becomes the 
responsibility of manufacturing to provide 
a product that can compete in the market 
on that particular criterion and he also 
added that if reliable delivery to customers 
is identified as the primary order winning 
criterion, manufacturing efforts should be 
centered on providing the best delivery 
possible. Since delivery, in this case, 
represents the primary winning criterion, 
providing the best delivery performance 
in the market will increase the number of 
orders received from customers, thereby 
increasing revenue.  Many studies strongly 
suggest the inclusion of criteria such as 
cost, delivery, flexibility, and quality as 
the key components of manufacturing 
strategy. Thus, this study has defined the 
manufacturing strategy to include order-
wining criteria, competitive priorities, 
investment in manufacturing improvement 
and management accounting report.

Order Winning Criteria: An order 
qualifier is a characteristic of a product 
or service that is required in order for the 
product/service to even be considered 
by a customer (Tillema, 2005). Therefore, 
firms must provide the qualifiers in 
order to get into or stay in a market. 
Competitive Priorities: Collier (2009) 
notes that common competitive strategies 
are strategies that may be applied by any 
type or size of an organization in creating 
a sustainable competitive advantage.  This 
mentioned strategies relate well to Porter’s 
generic competitive strategies (Porter, 
1998) where, he states that strategies are 
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based on the assumption that competitive 
advantage comes from one of two possible 
sources namely, having the lowest costs 
in the industry or possessing desirable 
differences from one’s competitors and 
he also suggests that cost leadership, 
differentiation and focus strategies are 
strategies that should be applied in the 
creation of a competitive advantage. 

Manufacturing Improvement Activities: 
Manufacturing industry has become more 
competitive and the number of new entries 
in this market has put enormous pressure 
on management for making changes in 
their ways of operating business. Many 
factors have forced them to offer high 
quality products as a way to attract and 
keep their customers. The use of advanced 
manufacturing technology tools offer 
potentialities in meeting those demands.  
Industry Canada (2002) has defined 
advanced manufacturing technology 
as a key enabler to help manufacturers 
meet the productivity, quality, and 
cost reduction demands of competitive 
global markets. Management Accounting 
Report: Managerial accounting is used for 
planning, controlling and decision making 
and report of management accounting 
which are basically, reports on cost and 
values measured, may serve as strong 
communication tools among the directors 
of the board and other stakeholders 
when monitoring performance. Crowther 
(2004) observed that the precise nature 
of the quantitative information given 
by accounting makes the evaluation of 
performance a relatively straightforward 
exercise.

2.0 Objective and Methodology
The main objective of this study is 
to explore the relationship between 
development of manufacturing strategy 
and management accounting system. To 
capture the objective of the study, eighty-
four manufacturing firms were selected 
as samples which are situated in Pokhara 
Valley. The respondents were chief financial 
officer/production manager/operation 
manager of sample organization. Most 
of questioner were prepared and based 
on past studies such as Abdel & Luther-
2008 and Sharma-2011. The required 
primary data was collected by providing 
a structured survey questionnaire based 
on 5 point Likert measurement scale.  
Total seventy fill up questionnaire were 
collected thus the response rate was about 
86 percent.  This study adopted descriptive 
analysis with statistical test of significance 
and correlation analysis. Cornbach's 
alpha was also used to test the consistency 
of the responses. The calculated alpha 
value was 0.89 which is greater than the 
published estimate and it is claimed that 
the instruments used in this research is 
reliable enough. 

3.0 Study Outcome

4.1 Manufacturing Strategy and 
Management Accounting System
One of the important aspects of 
manufacturing strategy development is 
the translation of firm level competitive 
strategies into functional strategies (Collier, 
2009). Above discussed literature also 
shows that there is a significant relationship 
between management accounting system 
and manufacturing strategy. Earlier, it has 
stated that the management accounting 
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system is a major component of the manufacturing infrastructure in a firm. Further, the 
manufacturing infrastructure must be designed so that products delivered to the market 
will satisfy current order-winning criteria.  In this back ground, each respondent was 
asked to identify and rank most important (5) to no important (1), by order of importance, 
on different seven types of current order-winning criteria for manufacturing firms. 

Table: 3.1.1: Comparison of Mean   of Order Winning Criteria by Firms

Order winning criteria
 by firm type

Product 
quality

Product 
cost

On time 
delivery

After sales 
service

Attractive 
packing

Product 
range

Flexible 
time

Non-Users 4.33 4.32 4.19 4.06 3.65 3.16 2.42
Users without direct 
labor allocation 4.36 4.36 4.05 3.91 3.45 3.14 2.45
Users with direct labor 
allocation 4.29 4.1 3.95 3.81 3.38 3.05 2.38

Average Mean 4.33 4.26 4.06 3.92 3.49 3.11 2.41

To determine the manufacturing strategy above table no 4.1.1 has aid to identify the 
factors that are necessary for the long-term success of the firm. It is the current order-
winning criteria and these long-term success factors that ultimately determine the 
proper design of the manufacturing infrastructure. The average ranking of seven order-
winning criteria for each of the three classes of companies as well as the average ranked 
importance for each long-term success factor is shown in above table. The average mean 
value of product quality has 4.33, which is the highest mean value among others criteria.  
Similarly, product cost, on time delivery, after sales service, attractive packing, product 
range, and flexible time criteria has the mean value of 4.26, 4.06, 3.92, 3.49, 3.11 and 2.41 
respectively. The manufacturing companies have given least priorities for flexible time 
as order wining criteria. It is also found that there is almost nearest mean value among 
the non-users, users without direct labor allocation and users with direct labor allocation 
on all order wining category. The researcher has tested hypothesis on whether there is 
significant mean difference among non-users of standard cost accounting system, users 
without direct labor allocation and users with direct labor allocation costing system.

Table: 3.1.2: Test of Method of Allocation of Fixed and Variable Overhead Cost in
Types of Order-Winning Criteria

Type of Order Wining Criteria Mean SD SDE Mean Sig.    t
Product quality(PQ) 4.48 0.508 0.091 0.912 -1.191
Product cost(PC) 4.32 0.475 0.085 0.805 -1.08
On-time delivery(OTD) 4.19 0.833 0.15 0.666 -0.785
Flexible time(FT) 2.42 0.72 0.129 0.504 -0.108
Product range(PD) 3.16 0.638 0.115 0.847 -0.531
After sales service(ASS) 4.06 0.929 0.167 0.379 -0.808
Attractive packaging (AP) 3.65 1.404 0.252 0.924 -0.57

The mean difference is significant at the 0.05 level. 
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Above table 4.1.2 displays that the p–value 
of the t-test is too high of each order 
wining criteria as compared the 5% level 
of significance. So, we have accepted null 
hypothesis and it can be conclude that 
there is no significant mean difference of 
allocation of fixed and variable overhead 
cost in types of order wining criteria 
between user and nonuser of standard 
costing system. This table also suggests that 
the primary order-winning criterion for 
users of standard cost systems is product 
quality. The primary order-winning 
criterion for non-users is product price/
cost. No statistical difference between the 
responses of the three classes of companies 
for any of the long-term success factors 
is found. However, all three firm types 
indicated that long-term success was 
highly dependent on improvements in 
product quality. 

These results are again somewhat different 
to the recommended use of standard 
cost systems. A standard cost system has 
been suggested to be most applicable 
when product price is the primary order-
winner (Hilton, 2008).Yet the results 
above indicate that users of standard 

cost systems manufacture products that 
compete in the market on quality while 
non-users compete on price. The least 
important order-winning criterion for all 
three classes of companies was process 
flexibility.

4.2 Relationship between Allocation of 
Standard Cost and Plant’s Production 
Orientation

To determine the manufacturing 
environment and type of production 
process employed by each plant, as well 
as the breakdown of total costs. After 
identifying the environment and process, 
we can then determine if, and to what 
degree, standard cost systems are being 
used in plants where they may not be 
applicable. To do this analysis, we classify 
71 manufacturing   companies included 
in this survey as non-users of standard 
costs, users of standard cost that allocate 
overhead costs by direct labour, and users 
that do not allocate by direct labour.  We 
then calculate a simple Pearson correlation 
coefficient to determine if the use of 
standard cost systems is correlated with 
the production orientation of each plant.

Table: 3.2: Association among Allocation of Standard Costs and Plant’s Production 
Orientation

 Statements
Plant uses standard 

cost accounting 
system

Method of allocation 
of  fixed and variable  

overhead  cost

Plant's 
production 
orientation

Plant uses standard cost 
accounting system 1

Method of allocation of  fixed and 
variable  overhead  cost -0.24 1

Plant's production orientation 0.31 0.44 1

Table 3.2 exhibits that the correlation coefficient among standard cost, allocation of variable 
and fixed overhead and plant’s production orientation.  There is negative correlation 
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between method of allocation of fixed 
and variable overhead cost and plant 
uses standard cost accounting system 
with correlation value of -0.24. Plant 
uses standard cost accounting system 
and plant's production orientation is 
correlated with the value of 0.31. Similarly, 
correlation between plant's production 
orientation and method of allocation of 
fixed and variable overhead cost is 0.44.  
This result indicates that there is no strong 
relationship between the production 
environment and the use of standard 
costing. This lack of correlation suggests 
that many companies are using a standard 
cost system in an environment that may 
not be applicable. In addition,  there is 
negative correlation was evident between 
the use of standard cost or allocation base 
and the relative usages of direct labor 
costs, direct material costs or overhead 
costs. This further suggests that standard 
cost systems are being used despite the 

ratio of direct labor and direct materials 
costs to overhead costs. 

3.3 Relationship among Manufacturing 
Strategy

The manufacturing strategy is a plan 
that describes the away to produces and 
distribute the product. To be most effective, 
the manufacturing strategy should act in 
support of the overall strategic directions 
of the business and provide for competitive 
advantages (Dangayachy & Deshmukhy, 
2007). Various researchers that we have 
discussed in literature review elaborated 
on customer expectations on attributes 
such as cost, quality, delivery, flexibility 
and innovation, investment management 
accounting reports which are popularly 
termed as competitive priorities or 
manufacturing performance objectives. 
In this background, the researcher has 
analyzed on the level of relationship 
among these manufacturing strategy 
variables.

Table: 3.3: Correlation among Manufacturing Strategy Criteria

Manufacturing Strategy 
Criteria  OWC LTC IIA VGMAR

Order wining criteria(OWC) 
 

Pearson Correlation 1
Sig. (2-tailed)

Long term competiveness(LTC) 
 

Pearson Correlation .929** 1
Sig. (2-tailed) 0

 Investment on improvement 
activities(IIA) 
 

Pearson Correlation .558** .667** 1
Sig. (2-tailed) 0 0

Value given to management 
accounting reports(VGMAR) 
 

Pearson Correlation 0.061 0.166 0.363** 1
Sig. (2-tailed) 0.613 0.171 0.002

** Correlation is significant at the 0.01 level (2-tailed)

Table 3.3 shows that the order winning criteria and long term competiveness have highly 
positive correlation ( r = 0.929) which, means long term competitiveness depends upon 
order wining criteria. Likewise, it is also highly correlated with investment on improvement 
activities (r = 0.0.558), and value given to management accounting report (r = 0.061). 
Similarly, there is a highly correlation between investment on improvement activities and 
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long term competiveness with value of r. 
is 0.667. But there is no strong correlation 
among value given to management 
accounting report with order wining 
criteria and long term competiveness   with 
r value are 0.061 and 0.166 respectively. 
Where as, there is a strong correlation 
between value given to management 
accounting report and investment on 
improvement activities of r value is 
0.363. It shows that the manufacturing 
strategies are strongly depend upon order 
wining criteria, long term competiveness, 
investment on improvement activities and 
emphasis given to report to run plant of 
manufacturing companies.

3.4 Relationship between Management 
Accounting Practices and Manufacturing 
Strategy
Manufacturing companies use anagement 
accounting techniques to assess their 
operations. And it is recognized that 
management accounting practices are 
important to the success of the any type 
of organization (Horngren & et. al., 

2009). Ittner & Larcker (1998) defined 
management accounting practices as a 
variety of methods specially considered 
for manufacturing businesses so as to 
support the organization’s infrastructure 
and management accounting processes. 
Management accounting practices 
can include budgeting, performance 
evaluation, information for decision-
making; and strategic analyses are some 
of the methods used among many others. 
Ittner & Larcker (2001) has also argued 
that due to the development of these 
new methods, it has changed the basic 
principles of management accounting 
to a more superior one that adds value 
to various practices. The literature has 
also indicated that some practices such 
as absorption costing and marginal 
costing have not been highly favored by 
most manufacturing businesses. In this 
connection the researcher has desired to 
examine whether there is a significant 
association between management 
accounting practices and development of 
manufacturing strategy by using Pearson 
correlation method. 

Table: 3.4: Correlation between MAPs and Manufacturing Strategy
 Factors  MAPs OWC LTC DOI VGMAR
MAPs
 

Pearson Correlation 1
Sig. (2-tailed)

OWC
 

Pearson Correlation 0.097 1
Sig. (2-tailed) 0.423

LTC
 

Pearson Correlation 0.097 .929** 1
Sig. (2-tailed) 0.423 0.000

DOI
 

Pearson Correlation 0.132 .558** .667** 1
Sig. (2-tailed) 0.276 0.000 0.000

VGMAR
 

Pearson Correlation 0.048 0.061 0.166 .363** 1
Sig. (2-tailed) 0.691 0.613 0.171 0.002

**. Correlation is significant at the 0.01 level (2-tailed).

Where, MAPs= Management accounting practices, OWC= Order winning criteria, LTC= Long-
term competiveness, DOI= Degree of investment and VGMAR =Value given to management 
accounting report.
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Table 3.4 shows that there is not perfectly 
significant association of MAPs with OWC, 
LTC, DOII and VGMAR. More specifically, 
MAPs and OWC r value is 0.09 with p value 
0.423. MPAs and LTC has r value of 0.097 
with p value 0.423, r= 0.132 and p=0.276 
are the value between LTC and MAPs 
and r= 0.048 and p=0.691 are the value of 
correlation between MAPs and VGMAR.  
Above four manufacturing strategies with 
MAPs p-value of correlation are high 
as compared to the 1% level of level of 
significance and it can be conclude that 
there is no significant association between 
management accounting practices and  
development of manufacturing strategy.

3.5 Manufacturing Strategy Approval 
and Management Accounting Report

Management accounting comprises a 
set of tools and techniques to support 
planning, decision making and control in 
business companies (Collier, 2009). Hence, 
management accounting ought to be of 
immense value to the board of directors in 
formulating and controlling the strategy 
of a firm. Board of director should play a 
prominent role in the strategy development 
process and should not be the simple 
recipient of a strategy proposed by the 
management (Hilton, 2008). In addition, 
a board is responsible for the strategy 
of the business and for harmonizing the 
operating plans and targets required to 
turn the strategy into action. 

Management control seeks to compare 
performance to a plan or standard. 

Management accounting reports, 
which are basically, reports on cost and 
values measured, may serve as strong 
communication tools among the directors 
of the board and other stakeholders 
when monitoring performance. Kaplan 
and Norton (1996) are of the view that 
the use of measurement as a language 
helps to translate complex and frequently 
nebulous concepts into a more precise 
form and also noted that the presentation 
of management accounting reports which 
includes financial and non-financial 
aspects of the firm makes the work of 
the directors in corporate governance 
easier.  Management accounting reports 
geared towards control may be presented 
to show exceptional performance on the 
identified critical success factors, hence 
attract the attention of decision makers to 
institute control measures (Hilton, 2008).  
Such reports may be able to show how 
much the current operation differs from 
the expected strategy and thereby enable 
the board to make meaningful decisions 
about the control action to pursue. In this 
back ground, the researcher has asked to 
the respondents of manufacturing firms 
whether the manufacturing strategy 
are approved and how management 
accounting reports are discuss and how 
often used management accounting reports 
while formulating manufacturing strategy. 
These thirteen different statements were 
scaled on five points, where-always (5) to 
I don’t know (1). 
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Table: 3.5: Descriptive Statistic of Manufacturing Strategy Approval and Monitoring 
Process

Statements Min Max Mean S.D. Alpha
Management accounting reports are sent along with the notice and 
agenda for the meeting. 2 5 3.72 1.06

0.89
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Business strategy is translated into manufacturing terms strategy. 3 5 3.52 0.75
We use internal control systems to control manufacturing process. 2 5 3.46 1.17
Board of directors reviews the firm manufacturing strategy. 1 5 3.45 1.58
Management accounting reports are presented and discuss at the time 
of meeting. 2 5 3.39 0.96

Manufacturing investments are screened with consistency for the 
business strategy. 2 5 3.34 0.99

Manufacturing managers are informed about   manufacturing strategic 
decisions. 2 5 3.21 1.11

Board of director has discussed the firm's manufacturing strategy. 2 5 3.15 1.09
Top manager provides guidelines to the operation manager are 
sufficient. 1 5 3.13 1.24

Management accounting information discuss by the board of directors 
before making major manufacturing decisions. 2 4 2.97 0.59

There is high level of manufacturing strategy support given by board of 
directors to the production/operation manager. 2 4 2.76 0.71

Companies have manufacturing strategy that is actively pursued. 1 5 2.25 1.39
Reports on the following aspects are presented from production manager to board of director

Competitor analysis 4 5 4.37 0.485
Gap analysis 2 5 3.68 0.732
SWOT analysis 2 5 3.44 1.079
Environmental analysis 1 5 3.31 0.729
Balanced scorecard 2 4 2.7 0.763

The table 3.5 demonstrates that 
management accounting reports are sent 
along with the notice and agenda for the 
meeting has mean value of 3. 72 with 
1.06 as sd. Likewise, business strategy 
are translated into manufacturing terms 
strategy has mean value of 3.52 with sd 
of 0.75. Similarly, the statement which are  
manufacturing companies  use internal 
control systems to control manufacturing 
process, Board of directors reviews the 
firm manufacturing strategy, management 
accounting reports are presented 
and discuss at the time of meeting,  
Manufacturing investments are screened 
with consistency for the business strategy, 
Manufacturing managers are informed 
about   manufacturing strategic decisions, 

board of director has discussed the firm’s 
manufacturing strategy,  top manager 
provides guidelines to the operation 
manager are sufficient have mean value 
of  3.46, 3.45, 3.39, 3.34, 3.21, 3.15 and 3.13 
respectively. Theses above discussion 
statement have mean score is more than 
3   but less than 4.  It indicates that only 
sometime manufacturing firm translated, 
reviewed, controlled, discussed, screened 
and informed the manufacturing strategy 
to the concern manager.

On the other hand, remaining statements 
which are: management accounting 
information discuss by the board 
of directors before making major 
manufacturing decisions , there is 
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high level of manufacturing strategy 
support given by board of directors to 
the production/operation manager and 
companies have manufacturing strategy 
that is actively pursued, never used or they 
don’t know by manufacturing companies. 
These statements have mean value of less 
than 3, which indicates manufacturing 
companies rarely or never discuss the 
management accounting information 
by the board of directors before making 
major manufacturing decisions. Similarly, 
it is also found that   the high level of 
manufacturing support given by board of 
directors to the production manger was 
rarely. Advanced management accounting 
report such as competitor analysis, gap 
analysis SWOT analysis, environmental 
analysis and balanced scorecard analysis 
has mean value of 4.37, 3.68, 3.44, 3.31 
and 2.7 with 0.48, 0.73, 1.07, 0.72 and 
0.76 as sd. respectively. It also shows that 
most of time, the production manager 
has sent competitor analysis report to 
the board of directors. It indicates that 
all manufacturing companies are highly 
conscious with competitor analysis report 
than other management report.  

4. Conclusion
This study summarizes that there is no 
significant mean difference of allocation of 
fixed and variable overhead cost in types 
of order wining criteria between user and 
nonuser of standard costing system.  The 
primary order-winning criterion for non-
users is product price/cost. No statistical 
difference between the responses of 
the three classes of firms for any of the 
long-term success factors is found. All 
manufacturing firms indicated that long-
term success was highly dependent on 

improvements in product quality. A 
standard cost system has been suggested 
to be most applicable when product price 
is the primary order-winner. Yet the result 
above indicates that users of standard cost 
system compete in the market on quality 
while non-users compete on price. The 
least important order-winning criterion 
for all three classes of firms was flexible 
time and product quality is indicated to 
be the most important long-term success 
factor. Results concluded that directors 
should execute their duties efficiently, 
they have to establish strong management 
accounting departments and call the 
management accounting reports regularly 
to use them to facilitate their decision 
making processes. Findings from this 
research also provide a useful guideline to 
organizations, especially their managers, 
to make decisions in light of the current 
changing manufacturing environment 
and it can be particularly useful for 
scholar to assess and develop the practices 
of management accounting system and 
development of manufacturing strategy 
literature in the area of manufacturing 
environment of Nepal. 
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Abstract
In any knowledge based economy, intellectual capital has become prime strategic asset. By 
utilizing human, structural and relational capital, organizations can perform their best 
in competitive environment. The purpose of this study is to investigate, empirically, the 
relation between IC, and organizational performance in Nepalese pharmaceutical industry. 
For the purpose, convenient sampling method is adopted. Factor analysis is used to reduce 
the variable into factors. Correlation coefficients are used to estimate the relationship 
between intellectual capital components and organizational performance whereas t-tests 
are carried out to estimate whether there is significant difference in IC and OP because of 
moderating variables. Human capital, structural capital and relational capital are found 
positively correlated with organizational performance. 
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Background of the study
In the new economic era, many 
organizations have established themselves 
as icon by performing overnight growth 
while some others, so called well established 
organizations have been dissolved. 
Intellectual capital (IC) of the organization 
is considered as very important asset for 
improving of organizational performance 
which creates value for the owner. IC 
seems to be invisible property; has a long 
- reaching impact for enterprise. It is most 
important for the future performance with 
organizational expansion in comparison to 

present context. INVESTOPEDIA defines 
the intellectual capital as – “the value of 
a company or organization's employee 
knowledge, business training and any 
proprietary information that may provide 
the company with a competitive advantage. 
Intellectual capital is considered an 
asset, and can broadly be defined as the 
collection of all informational resources 
a company has at its disposal that can be 
used to drive profits, gain new customers, 
create new products, or otherwise improve 
the business. Some of the subsets of 
intellectual capital include human capital, 
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information capital, brand awareness and 
instructional capital.” Yazdanfar (2013) 
states that IC is knowledge that can be 
converted into value and researchers 
consider it to consist of the following 
components; human capital, structural 
capital, relational capital and social capital. 
Organizational performance of industry 
largely depends on the intangible assets. It 
has positive relationship with intellectual 
capital (Kamukama, 2010; Sharabati, et al. 
2010).

Previous studies in different sectors like 
banking, pharmaceutical industry, service, 
manufacturing and many more have 
demonstrated that intellectual capital is 
positively and significantly associated with 
organizational performance. This attempt 
is aimed to examine the inter-relationships 
between intellectual capital components 
and organizational performance in 
Nepalese pharmaceutical industry.                           

Statement of the problem
Nepalese pharmaceutical industry is fast 
growing industry which is replacing the 
import of foreign medicinal products 
significantly. Quality dimensions of 
medicines can never be neglected. Quality 
management is directly related with 
strategic commitment of the organization. 
Innovation and development, total quality 
management, updated and balanced 
relation with stakeholders like suppliers, 
distributors, medical practiceners, retailers 
etc. are the matter of organizational policy 
and which collectively contribute for 
organizational success. 

Many researchers have focused on human 
capital for innovation and development 

of goods and services as human capital 
is the major source of organizational 
knowledge. But, some major concerns like; 
whether only knowledge (human capital) 
alone is enough for business success or 
there are some other factors like relational 
capital and structural capital too?; is 
Nepalese pharmaceutical industry aware 
of intellectual capital and are managing 
it for their business expansion and 
organizational success?; if organizations 
are managing intellectual capital then 
what is the contribution of these capitals 
in organizational success? etc. are still 
uncovered in Nepalese business as well 
as academic researchers in the form of 
problem statement.

On the basis of statement of the problem 
discussed above, following research 
questions are formulated : 

What are the different factors 1. 
of intellectual capital leading to 
organizational performance in 
Nepalese pharmaceutical industry? 

What is the relationship between 2. 
intellectual capital and organizational 
performance ? 

Whether there are differences in 3. 
intellectual capital on the basis of 
various demographic variables like 
number of products of companies in 
the market, and organization with and 
without employee union? 

Objectives of the study
The main objective of this study is to 
examine the effect of intellectual capital 
on organizational performance in the 
Nepalese pharmaceutical industry. To 
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satisfy this specific objective, following 
general objectives are set for the study : 

To identify the components of  •
intellectual capital leading in Nepalese 
pharmaceutical industry.

To examine the contribution of  •
intellectual capital in organizational 
performance of Nepalese 
pharmaceutical industry.

To examine the situation of intellectual  •
capital as on different demographic 
variable like number of products in the 
market and existence of employee union 
in the organizational performance. 

Formulation of Hypotheses
Hypothesis (H1)  • : There is positive 
relation between intellectual capital 
and organizational performance. 

Hypothesis (H2) : •   Level of intellectual 
capital and organizational performance 
of Nepalese pharmaceutical industry 
varies with the number of product of 
the company in the market.

Hypothesis (H3) •  : Level of intellectual 
capital and organizational performance 
of Nepalese pharmaceutical industry 
varies with the presence of employee 
union.

Review of Literature
The elements of intellectual capital human, 
structural and customer were found 
positively correlated with the performance 
of the industry in the research of Bunts 
Association of Canada (1998) and research 
in Malaysia Bonitos and colleagues (2000) 
(Hematfar et al., 2013).

Bontis et al. (2000) - Intellectual capital is 
widely recognized as critical source of true 
and sustainable competitive advantages. 

Herremans and Isaac (2004) - Generator 
intellectual capital are directly causing 
the generations of wealth whereas the 
facilitators support and enhance to 
generation of wealth. 

According to Marr (2004) - IC most 
significantly contributes for improving 
competitive position of any firm. 

Peltoniemi and Vuori (2005) have 
commented the impact of IC in business 
performance as “the confusion here is 
IC elements is always seen as a positive 
factor. This means that more is better than 
less, but it also means that the IC of a firm 
has to be of the right king in order to be 
the source of long-term business success.”  

Reed et al. (2006) - Intellectual capital-
based view of the firm represents one 
specific aspects of the more general 
resource based view, in more narrowly 
consider three resources (human capital, 
Relational Capital and Structural Capital) 
that have theoretically linked with firms’ 
competitive advantages. 

“With the rapid growth of global 
competition, there is a need for firms 
to control and nurture their intellectual 
capital” (Bose and oh, 2004).

With the research in Singapore Exchange 
based companies, Stewart (2007) has 
identified the positive relationship 
between intellectual capital and financial 
performance indicator (earnings per 
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share, return on equity and return 
annually). Result further showed that 
there were significant differences between 
the coefficients of intellectual capital in 
various industries.

Change (2007) - relatively higher stock 
price of the companies with greater use of 
intellectual capital. 

Differentiating intellectual and physical 
capital, Clarke et al. (2010) concluded as 
– for many firms in this modern economy, 
intellectual not physical capital is their 
most important asset. The study gives, 
thus more emphasis in utilization of 
intellectual capital in order to improve the 
firm performance. 

Likewise, intellectual capital was found 
with a significant positive relationship 
between efficiency and corporate finance 
in the study of Hematite and Kohlrabi 
(2010) conducted in listed companies in 
Tehran Stock Exchange (Hematfar et al. 
2013).

Likewise, Ahmad et al. (2011) have 
concluded as – IC is becoming the 
permanent reasons for creating economic 
wealth. Most of the notions on the role 
of intellectual capital state that it is the 
most important source of competitive 
advantages for the firm in question, state 
that intellectual capital is considered as 
primary strategic source of the firm’s 
profitability. 

Yahiya et al. (2011) examined the effect 
of intellectual capital on measures of 
corporate financial performance of the 
pharmaceutical industry listed in Tehran 

Stock Exchange and found a significant 
relationship between them. 

Likewise, Hematfar et al. (2013) have 
concluded as – change in the pattern 
of corporate and with the emergence 
of new challenges and compete in the 
global arena, companies to maintain their 
competitive advantage should be worth 
more to think as intellectual capital as 
a key factor to create value and sustain 
competitive advantage. 

Research design
This study follows the descriptive 
study with co-relational descriptive and 
analytical research design. In this study, 
organizational performance is considered 
as dependent variable and intellectual 
capital as independent variable. 
Demographic variables are considered 
as control variables. The descriptive 
research design is selected to estimate the 
status of intellectual capital in Nepalese 
Pharmaceutical Industries. 

Five point Likert Scale questionnaire has 
been prepared to measure the response 
regarding human capital, relational capital, 
structural capital as well as organizational 
performance. Organizational performance 
is measured with three variables as sales 
or market growth, productivity and 
profitability.

Population, Sample and Response 
rate
42 pharmaceutical companies producing 
allopathic medicine have stated their 
activities at the different level of operation. 
But, on the basis of operation scale and 
number of years of operation only 19 WHO/
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GMP certified companies are taken as 
sample for this study. Out of these sample 
organizations, ten organizations are 
Kathmandu valley based and remaining 
nine are from outside Kathmandu valley. 
Convenience sampling is chosen for 
the purpose. 237 questionnaires were 
distributed in nineteen pharmaceutical 
industries out of which only 178 complete 
responses were received. This provides 
75.1 percent response rate. 

Technique of Analysis 
Collected data were tabulated and essential 
statistical values like percentage, mean 
and standard deviation were calculated to 
draw inferences. In order to examine the 
correlation between factors and reducing 
the variables, factor analysis is used. 
Under factor analysis, different tests like 
initial correlation between items, Kaiser-
Meyer-Olkin (KMO) and Bartlett’s Test, 
Anti image matrix, Initial communalities, 
Total variance explained and Rotated 
component matrix are examined. Principle 

axis component method is chosen in factor 
analysis following with Varimax method 
of rotation and methods are used in factor 
analysis. Factor loadings are extracted 
with suppressing at 0.4 and some variable 
with cross loadings are also accepted as 
their contribution to the factor cannot be 
ignored. 

To test the significance of the result, 
correlation coefficients and t-test have 
been carried out. Decisions are made at 5 
% level of significance. 

Major findings 
From descriptive analysis on collected 
data, only six sub-factors are extracted. 
These sub-factors are then grouped on 
to human capital, structural capital and 
relational capital. Mean is observed greater 
than 3 with standard deviation less than 
one in all the items. Significant correlation 
is found between the items and extracted 
variables from the factor analysis. 

Table 1: Mean and S.D of the perception on sub-factors

Sub-Factor Mean Perception S.D Perception
System & Program 3.6034 0.84
Experience & Expertise 4.089 0.52
Distribution Channel Relation 3.9925 0.78
Research & Development 4.1966 0.58
Customer Relation 3.9625 0.73
Information Relation 4.2172 0.52

Reliability statistics of total items retained is obtained to be 0.89 (Cronbach’s Alpha) which 
is considered as good for questionnaire formation. Whereas the reliability test of items of 
dependent variables is obtained as 0.633. 

Table 2: Correlation coefficients between Organizational performance and sub-factors
Correlations between OP and Sub-factors of IC

 SP EE DR RD CR IR
OP .274** .300** .214** .404** 0.064 .220**
** Correlation is significant at the 0.01 level (2-tailed).
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Correlation coefficients have given the significant result with the conclusion that 
intellectual capital has the significant positive impact on the organizational performance. 
Among the sub-factor, R&D is observed the strongest influencing sub-factor. Experience 
& Expertise (EE) and System & Program (SP) are found second and third strongest 
sub-factors influencing organizational performance. Similarly, all three components of 
intellectual capital have positive impact on organizational performance. Among them 
structural capital (SC) is observed the strongest factor influencing significantly to the 
organizational performance.

Table 3 : Correlation coefficients between OP and components of IC 

Correlations between IC and OP
OP HC SC RC

OP 1 .300** .398** .218**
HC 1 .533** .492**
SC 1 .679**
RC 1

** Correlation is significant at the 0.01 level (2-tailed).

The description table above shows the evidence that organizational performance and 
intellectual capital vary slightly as on the basis of number of products in the market. To 
declare whether the difference in mean is significantly large or not, independent t-test is 
carried out and observed following statistics : 

Table 4 : Descriptive statistics of HC, SC, RC and OP as on no. products in market

 
Levene's Test for Equality 

of Variances t-test for Equality of Means

F Sig. t df Sig. (2-tailed)

HC

Equal variances 
assumed 4.725 0.031 1.861 176 0.064

Equal variances not 
assumed  2.472 37.978 0.018

SC

Equal variances 
assumed 3.295 0.071 1.473 176 0.142

Equal variances not 
assumed  2.101 42.11 0.042

RC

Equal variances 
assumed 3.462 0.064 1.196 176 0.233

Equal variances not 
assumed  1.482 34.914 0.147

OP

Equal variances 
assumed 2.195 0.14 -0.561 176 0.575

Equal variances not 
assumed  -0.493 26.792 0.626
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Sig. value under Levene's Test for equality 
of variances for human capital is less 
than 0.05 which is sufficient to reject 
null hypothesis ‘there is no significant 
difference between variance of score’. This 
means null hypothesis of the assumption 
of equal variance is rejected and hence 
t-value is observed in the second line 
i.e. ‘equal variance cannot be assumed’. 
Here, p-value is greater than 0.05, this 
provides sufficient evidence to accept 
the null hypothesis of equal mean score. 
Likewise, in other cases as well, stated 
hypothesis ‘Level of intellectual capital and 
organizational performance of Nepalese 
pharmaceutical industry varies with the 

number of product of the company in the 
market’ is rejected. 

While testing the hypothesis, ‘Level of 
intellectual capital and organizational 
performance of Nepalese pharmaceutical 
industry varies with the presence of 
employee union’ following descriptive 
statistics is observed: 

Descriptive statistics table shows that mean 
values of all the variables are different in 
the organizations having employee union 
and those of having no union. To test 
whether the significance difference is large, 
t-test is carried out whose information are 
presented as below : 

Table 5 : t-test statistics of HC, SC, RC and OP as on presence of employee union

 
Levene's Test for 

Equality of Variances t-test for Equality of Means

F Sig. t df Sig. (2-tailed)

HC

Equal variances 
assumed 1.696 0.195 2.986 176 0.003

Equal variances 
not assumed  3.037 175.791 0.003

SC

Equal variances 
assumed 8.489 0.004 0.714 176 0.476

Equal variances 
not assumed  0.745 166.634 0.457

RC

Equal variances 
assumed 0.906 0.342 1.058 176 0.292

Equal variances 
not assumed  1.084 175.702 0.28

OP

Equal variances 
assumed 0.08 0.778 0.579 176 0.563

Equal variances 
not assumed  0.578 168.025 0.564
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Table shows that the human capital of the organization has significant difference with 
employee union. But, in other cases, sig. value is obtained to be more than 0.05. So, the 
stated hypothesis ‘Level of intellectual capital and organizational performance of Nepalese 
pharmaceutical industry varies with the presence of employee union’ is accepted for SC, 
RC and OP. 

Table 6 : Summary of Findings

Hypothesis Findings

Intellectual capital and organizational performance 
are positively correlated. Hypothesis is accepted. 

Level of intellectual capital and Organizational 
performance of Nepalese pharmaceutical industry 
varies with the number of product of the company in 
the market.

Hypothesis is rejected.

Level of intellectual capital and organizational 
performance of Nepalese pharmaceutical industry 
varies with the presence of employee union.

For SC: hypothesis is rejected. 
For HC, RC and OP :  hypothesis 
is accepted.

Discussion of the findings
Component ‘Research & Development’ 
is observed having maximum impact on 
organizational performance. This indicates 
that new product, process and way of 
doing business affects more positively to 
the organizational performance. R & D 
increases the product quality to satisfy 
the customers demand with designing 
new method or process of handling jobs 
to reduce the cost of production. Such 
activities are thus responsible factors for 
business performance. 

Customer Relation is second important 
factor affecting the organizational 
performance. This fact is valid from 
the analysis of doctor’s response as 
well. Companies frequently visit 
consultant doctor’s to inform the 

product information. By maintaining 
good relation with consultant doctors, 
distributors and retailers, organizations 
can increase the sales of their product. 
That’s why companies can improve their 
performance. 

System and Program (SP) is the third 
strongest sub-factor influencing 
organizational performance. SP consists of 
system of hiring human resources, system 
of intellectual property enhancement, 
system of internal flow of information, 
employee reward management system to 
motivate its employees. Such systems & 
Programs motivate employees for reducing 
wastage and devoting their maximum for 
the organizational benefit. 
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By combining the sub-factors into human 
capital, structural capital and relational 
capital, the impact is again observed with 
regressing organizational performance.  
Organizational performance is found 
to have greatly affected by structural 
capital. Structural capital contains system 
& program and research & development. 
These components are related with plans 
and policies for quality improvement, 
training and development, marketing, 
etc. It consists of organizational routines 
with internal organizational links. 
Structural capital defines how effectively 
organizations can utilize its capabilities. 
Thus, organizational routines which is 
termed as the dynamic capabilities as 
well, positively affect the organizational 
performance of organization. This 
indicates that organization with greater 
capacity of using dynamic capability can 
have better organizational performance. 
Even having the same level of technology, 
human resources, market opportunities 
and financial capability; the differences in 
dynamic capability of the organizations 
leads the differences in organizational 
performance. Thus, organizations should 
try to improve their dynamic capability. 

The hypothesis – ‘Level of intellectual 
capital and organizational performance of 
Nepalese pharmaceutical industry differ 
with number of products of organization 
in the market currently rejected at 5 % level 
of significance. This means companies with 
more products cannot have better level of 
intellectual capital. This further concludes 
that the companies with more products 
cannot perform better than the companies 
with low number of products. Number 
of products obviously can be one strong 

factor to extend the market but major issue 
is that to what extent these products are 
mobilized. From this, a deep consent can 
be developed as the organizations should 
focus on utilizing its capitals and dynamic 
capabilities to get product efficiency 
rather than extending product lines. 
Organizations should focus on establishing 
the products with development rather 
than increasing the number of products in 
the list. This provides insight of product 
specialization. 

One more hypothesis - the level of 
intellectual capital and organizational 
performance in Nepalese pharmaceutical 
industry varies with the presence of 
employee union is tested. It is observed 
that the hypothesis to be partially accepted. 
Human capital in the companies with 
employee union is observed significantly 
different than in the company without 
employee union with greater mean score 
of organizations having union. But, 
structural capital and relational capital 
along with organizational performance 
are not significantly different because of 
employee union. Thus, employee union 
does not play the role of moderator for SC, 
RC and OP but it moderates for the human 
capital. Human capital is comprised with 
‘experience and expertise’ which is greatly 
affected by employee union. In Nepalese 
practice, employee unions are working 
only for the betterment of employees 
with political issues. Unions pressurize 
the management to allocate sufficient 
budget for training and development 
of employees and employee retention, 
because of which human capital factor in 
organization having employee union is 
observed to be significantly different. But, 
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they do not provide moral pressure to 
the employees to utilize their knowledge, 
experience and expertise in their job. 
Because of which organizations cannot 
improve organizational performance 
through better utilization of employee 
experience and expertise. This results that 
there is no significant difference between 
organizational performance companies 
with and without employee unions.
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Abstract
The role of banking industry is vital in economic growth of a country. These banks are 
operating themselves in aggressive competition, more demanding customers and the 
mutable operating environment within the country. Customer dissatisfaction is still the 
major reason of bank customers’ switch to other banks. Banks are determined hard to offer 
quality services and products in a bid to maintain existing customers and attract new 
customers also. Therefore, achieving high levels of service is one method to keep customers 
both satisfied and loyal. The quality of service has become an aspect of customer satisfaction. 
This study is embarked on determining the relationship and influence of Banks’ service 
quality to customers’ satisfaction. In addition to exploring the level of Customers’ Perceived 
Service Quality, Customers’ Satisfaction in Nepalese Private Commercial Banks. Five banks 
were selected randomly as bank’s sample. Convenient sampling procedure was used to obtain 
289 responses from customer of banking services in Kathmandu Valley on the 22 item 
SERVQUAL developed by Parasuraman et al. (1988), scale measure perception regarding 
their respective banks service. A single statement on customer satisfaction was developed 
and used. Structural Equation Modelling with CFA has been undertaken using SPSS 23 
and AMOS 23. Result of the study showed that all five dimesions of service quality have 
positive relationship with customers’ satisfaction in Nepalese private commercial banking 
sector.  Reliability and the Responsiveness are the two highest influencer towards the 
customers’ satisfaction, in the context of Nepalese private commercial banking sector.

Keywords: Banks’ Service Quality, Customers’ Satisfaction, CFA, SEM, Nepal
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Introduction 
The role of banking industry is vital in 
economic growth of a country. There was 
a mushrooming growth of commercial 
banks in Nepal. However, in recent times 

we can see the merger and acquisition of 
these banks. In this context, it is very hard 
to keep with pace in service quality as well 
as to maintain the customers’ satisfaction 
towards the service of these banks. 
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These banks are operating themselves in 
aggressive competition, more demanding 
customers and the mutable operating 
environment within the country. In such 
challenging period, it is call urgency and 
utmost vital to look in the customers’ 
satisfaction, so that it can retain the 
customers. It will make these banks 
continue towards profitability.  Research 
suggests that customer dissatisfaction is 
still the major reason of bank customers’ 
switch to other banks (Manrai and Manrai, 
2007). Those service providers who 
establish a high level of service quality 
retain a high level of customer satisfaction; 
they also obtained a sustainable 
competitive advantage. Research indicates 
that companies with an excellent customer 
service record reported a 72% increase in 
profit per employee, compared to similar 
organizations that have demonstrated 
poor customer service; it is also five times 
costlier to attract new customers than to 
retain existing customers (Duncan, 2004). 
More importantly, the cost of retaining 
existing customers by ensuring their 
satisfaction is significantly lower than the 
cost of acquiring new customers (Lee, _). 
Banks are determined hard to offer quality 
services and products in a bid to maintain 
existing customers and attract new 
customers also. Therefore, achieving high 
levels of service is one method to keep 
customers both satisfied and loyal (Perng, 
2007). As a matter of fact, the purpose of 
this paper is to confirm the dimensions of 
Banks’ Service Quality and its relationship 
with Customers’ Satisfaction in Nepalese 
Commercial Banking Sector. 

Objective of the study
The research objectives of this study are: 

To explore the level of Customers’ 1. 
Perceived Service Quality in Nepalese 
Private Commercial Banks.

To explore the level of Customers’ 2. 
Satisfaction in Nepalese Private 
Commercial Banks.

To determine the relationship of 3. 
Banks’ service quality and customers’ 
satisfaction in the Nepalese private 
commercial banks. 

To determine the impact of Banks service 4. 
quality on customers’ satisfaction in the 
Nepalese private commercial banks.

Research Gap 
It is evident from the literature that 
numerous studies have been conducted 
globally regarding service quality and 
customer satisfaction in the banking sector.  
Conversely, in Nepalese context few 
research papers are available. Customer 
satisfactions are not only industry specific 
but also country specific (Athanassopoulos 
et al, 2001). As far as the researcher 
concern, one research paper by Koirala 
and Shrestha, (2012) is available online. 
There is still a gap in understanding the 
Banks’ Service quality and Customers’ 
satisfaction in Nepal, especially in private 
commercial banks. 

Research framework and 
hypotheses
Based on the five dimensional structure 
of Service Quality given by Parasuraman 
et al. (1988) was explored upon overall 
customer satisfaction.  As can be seen under 
the proposed framework in Figure 1, this 
study explores banks’ service quality and 
identify which service quality dimension 
has impact over customer satisfaction.
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 Tangibles 

Reliability 

Responsiveness 

Assurance 
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Service 
Quality 
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’ 
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n 

Figure 1: Conceptual Framework 

Hypotheses
The research paper deals with the 
individual relationship and effects of 
five dimensions of Service Quality over 
Customers’ Satisfaction. The hypothesis 
taken into account while conducting 
the research was to prove individual 
relationship and effects of five dimensions 
Tangibles, Reliability, Responsiveness, 
Empathy, and Assurance the influence of 
distributive, procedural and interactional 
justice over Customers’ Satisfaction in 
Nepalese Banking Sector 

H1: There is a positive relationship between 
Tangibles and Customers Satisfaction 

H2: There is a positive relationship between 
Reliability and Customers Satisfaction 

H3: There is a positive relationship between 
Responsiveness and Customers Satisfaction 

H4: There is a positive relationship between 
Empathy and Customers Satisfaction 

H5: There is a positive relationship between 
Assurance and Customers Satisfaction 

H6: There is a positive relationship between 
Bank’s Service Quality and Customers 
Satisfaction 

H7: A change in Tangibles will have a positive 
impact on Customers Satisfaction 

H8: A change in Reliability will have a positive 
impact on Customers Satisfaction 

H9: A change in Responsiveness will have a 
positive impact on Customers Satisfaction 

H10: A change in Empathy will have a positive 
impact on Customers Satisfaction 

H11: A change in Assurance will have a 
positive impact on Customers Satisfaction 

H12: A change in Bank’s Service Quality 
will have a positive impact on Customers 
Satisfaction 

Research design, sampling and 
procedure:
This study was a quantitative approach 
towards descriptive and casual research 
design. A descriptive research design 
is used for answering the first two 
research objectives. Similarly, the need of 
explanatory casual research design needed 
and reflects to test the relationship and 
impact of independent variable over the 
dependent variable in the study. A sample 
of 289 customers were considered for the 
study.  For the reliability of perception 
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of the employee towards their respective 
banks, employee having at least six months 
of account in operations with current 
banks was considered as valid sample. The 
customer samples comprises of private 
commercial banks in Kathmandu Valley. 
The data was collected from these banks 
with convenience sampling, in which 
500 questionnaires were distributed out 
of which 289 questionnaires were in the 
stage of utilization. The response rate was 
57.8%. The detail list of banks can be seen 
at table no. 5. For the analysis of data, SSPS 
(window version 23) and AMOS (window 
version 23) has been used. Descriptive 
analysis, Confirmatory Factor Analysis 
(CFA), Structural Equation Modeling 
(SEM) were applied for evaluation of 
data.

Conceptual Model and 
Instrumentation
The conceptual framework for this study 
was drawn from Parasuraman et al. (1988) 
for service quality.  Five dimensions of 
service quality viz., Tangibles, Reliability, 
Responsiveness, Empathy, and Assurance 
were used in the study to measure the 
constructs of interest. Measures designed 
with twenty two (22) items developed by 
Parasuraman et al. (1988) in 5-point Likert 
scale was used to measure the construct. 
To collect demographic information 
about the respondents, including Gender, 
Education Status, Age, and frequency of 
banking transaction were used. Likewise, 
customer satisfaction on statement was 
developed for the purpose. Van de Ven 
and Ferry (1980) that assessed satisfaction 
with the respondent’s present position 
on a 5-point scale. While the internal 
consistency reliability of a single –item 
measures cannot be evaluated, research 
suggests such items are stable and 
reproducible and may reflect satisfaction 

more accurately than many facet measures 
(Scarpello & Campbell, 1983).

Data Analysis Methods
Responses for quantitative research include 
coding, categorizing, and reducing data to 
numbers for statistical analysis manipulation 
(The data analysis has been done using 
the software packages of Microsoft Excel 
2010, SPSS (v23) and AMOS (v23). To 
explore the causal relationship between the 
independent variable “Dimension of service 
quality” and the dependent variable was 
“Customer Satisfaction”, the maximum 
likelihood estimates (MLE) approach 
was selected for the determination of 
the Standard Equation Modeling (SEM), 
which was carried out in AMOS version 
23. Two-step analysis technique was used 
in this research work. Likely, the first step 
towards Confirmatory Factor Analysis 
(CFA) for obtaining the value for the 
measurement and secondly, SEM was 
conducted for the measurement model fit 
and explores the impact of independent 
variable over dependent variable.

Empirical Results 

Confirmatory Factor Analysis (CFA)
CFA of a measuring instrument is most 
appropriately applied to measures that 
have fully developed, and their factor 
structures validated (Byrne, 2010). So 
forth, CFA was the first technique used in 
this study for the factorial validity of the 
theoretical construct for Service Quality 
Measurement. In the CFA, the extent 
of model fit, explained variances and 
standard residual for the measurement 
variables and factor loadings were 
analyzed. However, before analyzing the 
data with CFA, the factor loading of latent 
variables was confirmed by exploratory 
factor analysis (EFA) with Principal 
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Component Analysis, component rotated 
with Varimax with Kaiser Normalization. 
The respective factors and items were 
confirmed in the same factors in original 
measurement of Parasuraman et.al. 1985.   
Table 1, output presents figures relating 
to the test for sampling adequacy (KMO) 
and the Bartlett’s test of sphericity. KMO 
statistics was 0.854, which was above 
the lower threshold of 0.5. Likewise, the 
Bartlett’s test of sphericity suggests that, 
with the overall statistical significance 
of the correlations among the observed 
variables, can perform factor analysis. 
The Chi-square value (5042.579, 231) is 
statistically significant at (p=0.001), place 
in table 1.  The factors are extracted with 
1 or higher eigenvalues, as suggested 
by Guttman, considers factors with an 
eigenvalue greater than one as common 
factors (Nunnally, 1978). In the event of 
that, total variance as explained by the five 
factors was 70.90% cumulative variance. 
Similarly, the first factor account for 
33.87%, 13.60% for second factor, 10.56% 
for third factor, 7.65% for forth, and 5.21% 
for fifth factor. The summary of construct 
before and after the CFA is place in Table 3.

Table 1: KMO and Bartlett's Test

Kaiser-Meyer-Olkin .854

Bartlett's Test of 
Sphericity

Approx.  
Chi-Square 5042.579

df 231
Sig. .001

Forthwith, a certain degree of model fit is 
necessary before the testing of the general 
model is done (Mulaik & James, 1995). 
The CFA approach in the SEM applies to 
the given measurement model and only 
the component of the SEM is employed 
(Hoyle, 1995). Thus, before SEM analysis, 

CFA model fit test was done. At first, the 
filtration of the model fit items was done 
in categorization with the factor loading. 
It is conventional to report at least one of 
these as well as the individual regression 
weights (factor loadings) and some 
indication of their significance. According 
to Suhr, (undated), there should be at least 
3 items with significant loadings (>0.30). 
Under the circumstance, to be more 
precise all the items had factor loading 
higher than 0.45 are kept. In consequence, 
item REL1 under factor loading has been 
dropped from the construct. REL1 had a 
factor loading of 0.352. Correspondingly, 
on the basis of the modifications 
indices, the model fit has been achieved. 
Modification indices suggested remedies 
to discrepancies between the proposed 
and estimated model. Standard residual 
covariance was tested for significantly 
decreasing the model fit. It was given 
weightage to remove those items with low 
loading and largest modification indices. 
Fixing the model fit, few items in latent 
variables were covariate. According to the 
result output for model fit, indices appears 
quite good. Results from the estimation 
from the model yielded overall fit indices 
for the CFA model, which were acceptable, 
with χ2/df = 340.151, CMIN/Df=1.933. 
That is, the observed covariance matrix is 
similar to the predicted covariance matrix. 
The measurement model has a good fit 
with the data based on assessment criteria 
such as GFI, CFI, TLI, RMSEA (Nejatian, et, 
all., 2011; Bagozzi & Yi, 1988). Therefore, 
RMSEA = 0.047, RMSEA should be less 
than .08 (Browne & Cudeck, 1993), ideally 
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less than .05 (Stieger, 1990), and less than 
0.05 good (Hu and Bentler (1999), so it 
is within the threshold. In like manner, 
GFI=0.904, CFI=0.966 indicating model 
Good Fit, which is also within the upper 
threshold of >.95 (Hu and Bentler (1999). 
PCLOSE= 0.104 (>.05 Hu and Bentler, 
1999). AGFI=0.874 (>.80 Hu and Bentler, 
1999). PCFI=0.810 (> 0.50 James, Mulaik & 
Brett 1982). IFI = 0.967, TLI = 0.960 which 
is also within the threshold (> 0.90 Tucker 

& Lewis 1973), PGFI = 0.689 (> 0.50 James, 
Mulaik & Brett 1982). Based on suggestion 
by Hair et al. (2010), at least three indices 
must be fitted well to determine the 
model fit. Keeping with the advice of 
Hair et al., the model is fit.  The summary 
of constructs after factor loading and 
modification indices are placed in Table 2 
and 3. Additionally, figure (2) shows the 
complete proposed and final model CFA 
dimensions.

Table 2: Summary of constructs after Factor Loading and Modifications indices

Construct name Initial number of items Number of items carried forward to the 
analysis

Tangibles 4 4
Reliability 5 4

Responsiveness 4 4
Assurance 4 4
Empathy 5 5

Table 3: Summary of model fit indices for Structural model of Service Quality
Measures Observed value of the model

Before modification indices After modification indices
χ2 541.668 340.151
p 0.001 0.001
df 199 176
CMIN/df 2.722 1.933
RMSEA 0.077 0.047
PCLOSE 0.001 0.104
GFI 0.850 0.904
CFI 0.931 0.966
AGFI 0.850 0.874
PCFI 0.802 0.810
IFI 0.931 0.967
TLI 0.920 0.960
PGFI 0.669 0.689

χ2= Chi-Square; p - value for the model, Df= Degree of freedom; RMSEA= Root mean 
square error of approximation fit index; PCLOSE=p of Close Fit, GFI= goodness of 
fit index; CFI= Comparative fit index; AGFI= Absolute goodness of fit index; PCFI= 
Parsimony goodness of fit index; IFI= Incremental fit index; TLI= Tucker-Lewis index; 
PGFI= Parsimony goodness of fit index.

Reliability, convergent validity and discriminant validity 
It is important in CFA, it is absolute necessary to establish convergent and discriminant 
validity and reliability. The result of Factor Loading (FL), Reliability (Cronbach’s Alpha), 



T H E  N E P A L E S E  M A N A G E M E N T  R E V I E W  A p r i l  2 0 1 6

249

Composite Reliability (CR), Average 
Variance Extracted (AVE), Maximum 
Shared Square Variance (MSV) and 
Average Shared Square Variance (ASV) 
were measured to establishing validity 
and reliability. The FL, CR and AVE were 
used to test convergent validity, together 
with MSV and ASV were used to test the 
discriminant validity of the measurement 
model. The detail results showed that 
the latent factors are well explained by 
the observed variables and the latent 
factors demonstrates adequate validity 
and reliability. The FL, Cronbach’s alpha 
value and the CR are displayed in table 
4, for the five exogenous latent variables. 

The indices are within the threshold. This 
shows that there is a satisfactory level 
of internal consistency of the measures 
and there exist some common points of 
convergence (Hair et al., 2010). The AVE 
values for the variables are above 0.50. 
This shows that the latent variables also 
had a high convergent validity (Hair et al., 
2010). Similarly, MSV and ASV values are 
also placed in table 4. The MSV and the 
ASV results need to be lesser than the AVE 
for the discriminant validity (Hair et al., 
2010). The result shows that MSV and ASV 
are lesser that that of AVE. This indicates 
measurement model is according to the 
assumptions which were originally made.

Table 4: Reliability, convergent validity and discriminate

Constructs Items Factor 
Loadings

Cronbach’s 
Alpha CR AVE MSV ASV

Tangibles T1 .747

0.723 0.805 0.51 0.18 0.18
T2 .738
T3 .659
T4 .704

Reliability RL2 .636

0.908 0.906 0.71 0.1 0.09
RL3 .916
RL4 .956
RL5 .830

Responsiveness RE1 .715

0.925 0.918 0.74 0.1 0.1
RE2 .962
RE3 .748
RE4 .981

Empathy E1 .965

0.920 0.930 0.74 0.1 0.07
E2 .942
E3 .459
E4 .962
E5 .852

Assurance A1 .980

0.828 0.833 0.58 0.29 0.16
A2 .486
A3 .931
A4 .504

Composite Reliability (CR), Average Variance Extracted (AVE), Maximum Shared Squared 
Variance (MSV), and Average Shared Squared Variance (ASV). 
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Descriptive analysis of variables
Respondents’ characteristics: The majority of the sample are male (73.4%) compared 
to female (26.6%).  In terms of age group, the highest numbers falls in the category of 
18 to 30 years of age group with 50.2%, followed by the group of 31 to 50 years 45%. 
Correspondingly, 30 to 35 years has 4.8%. It can also be observed that the majority of 
respondents are holding +2 or Bachelor’s degree (54.7 %), followed by Post Graduate 
Degree (54.7%), M.Phil./PhD (1%). The majority respondents have monthly transaction 
with their respective banks. In the same way, the majority of the respondents were from 
NABIL Bank. The detail demographic profiles is placed in table no. 5.

Table 5: Demographic profile of respondents (N=289)          

Gender n % Years n %
Male 212 73.4 18-30 145 50.2
Female 77 26.6 31-50 130 45.0
Qaul. n % 51 and above 14 4.8
SLC or Below 29 10.0 Banks n %
+2 or Bachelor 158 54.7 Standard Chartered Bank Ltd. 48 16.6
Post Graduate 99 34.3 Himalayan Bank Ltd. 67 23.2
M.Phil / Ph.D 3 1.0 NABIL Bank Ltd. 70 24.2
Freq. n % Nepal Investment Bank Ltd. 59 20.4
Daily 14 4.8 Global IME Bank Ltd. 45 15.6
Weekly 117 40.5 Source: Survey, 2015

 
Monthly 131 45.3
Other 27 9.3

Customers’ Perceived Service Quality 
and Customers’ Satisfaction in Nepalese 
Private Commercial Banks
The results from the study is placed in table 
6. It is presented with the perception 
of customers towards Service Quality 
in Nepalese Commercial Banks. In 
understanding of service quality, the five 
dimensions are presented along with the 
overall service quality perception. It has 
found that banks’ customers perceived 
moderately prevailed Service Quality of 
these banks with a mean value of 3.39, 
SD=0.53. In like manner, the different 
dimensions of service quality have a 
moderate range of practices by these 
banks. Tangibles (with the highest mean 
scores, i.e. M = 3.61, SD = 0.69) to be the 

most dominant service quality and evident 
to a considerable extent, followed by 
Reliability (M = 3.44, SD = 0.73). Similarly, 
Assurance with the mean scores of 3.43, 
SD = 0.69 and Responsiveness (M = 3.34, 
SD = 0.85), which were rated as moderate 
practices of their bank. Additionally, 
Empathy (M = 3.11, SD = 0.84), with the 
lowest mean score was perceived on 
the overall as least dimension of service 
quality. T he detail mean and SD of the 
statement items of service quality are 
placed in table 6.  Equally important, 
the level of satisfaction in 5 point Likert 
scale has a mean value of 3.54 (SD=0.77). 
Given that, customer satisfaction are 
an approximation to moderate level, as 
perceived by the customers.
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Figure 2: CFA of Service Quality measurement (Proposed and Final Model)

Table 6: Descriptive Statistics of Dimensions of Service Quality and Customer Satisfaction 
Dimensions Mean Std. Dev.
Tangibility 3.61 0.69

T1 3.53 0.71
T2 3.66 0.62
T3 3.60 0.79
T4 3.65 0.43

Reliability 3.44 0.73
RL2 3.55 0.88
RL3 3.37 0.80
RL4 3.37 0.78
RL5 3.49 0.82

Responsiveness 3.34 0.85
RE1 3.18 0.89
RE2 3.42 0.74
RE3 3.28 0.76
RE4 3.48 0.85

Assurance 3.43 0.69
A1 3.49 0.84
A2 3.35 0.82
A3 3.51 0.83
A4 3.40 0.72

Empathy 3.11 0.84
E1 3.10 0.85
E2 3.08 0.50
E3 3.03 0.80
E4 3.09 0.65
E5 3.25 0.78

SERVICE QUALITY 3.39 0.53
CUSTOMER SATISFACTION 3.54 0.77
N=289
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Relationship of Dimensions of Service 
Quality and Customer Satisfaction in 
Nepalese Banking Sector
In this study, the service quality was 
measured in five dimension as mentioned 
above in CFA. Comparatively, the 
relationship of these dimensions with 
customer satisfaction was analyzed. The 
use of SEM for this research was suitable 
as it tests the causal relationships among 
variables and tests hypothesis. Previously, 
the pattern of inter-relationships among 
the study constructs are specified a priori 
and based on established theory. By 
modelling relationships among multiple 
predictor and criterion variables, the 
model statistically tests a priori theoretical 
assumptions against empirical data 
through CFA (Chin, 1998). To explore 
the relationship between Exogenous 
and Endogenous variables, the Pearson’s 
correlation analysis was done. The results 
as shown in table 7, as a matter of fact it 
indicates a positive relationship between 

the dimensions of Banks’ Service Quality 
and Customers’ Satisfaction. There is a 
strong to moderate positive relationship 
prevails in between the Banks’ Service 
Quality and Customers’ Satisfaction. 
The correlation coefficient of Service 
Quality and Customers’ Satisfaction can 
be seen at r=0.559, p=0.001. In the light of 
this, it is proved that there is significant 
relationship between these variables. 
Likewise, Reliability   (r= 0.513, p=0.001) 
has a stronger relationship with Customer 
satisfaction among the dimensions. 
Together with, Tangibles has moderate 
relationship, Responsiveness has weak 
to moderate relationship, empathy has a 
moderate relationship and Assurance has 
a moderate relationship with Customer’ 
Satisfaction. Table 7 presents relationship 
matrix between Banks’ Service Quality 
and Customers’ Satisfaction. In addition, 
the relationship of individual dimension 
of Service Quality is also placed in the 
table 7 below. 

Table 7: Correlation between Banks’ Service Quality and Customers’ Satisfaction 

VARIABLES BANKS’ SERVICE 
QUALITY

CUSTOMER 
SATISFACTION

Tangibility
r 0.728** 0.406**

p 0.001 0.001

Reliability
r 0.652** 0.513**

p 0.001 0.001

Responsibility
r 0.716** 0.297**

p 0.001 0.001

Empathy
r 0.630** 0.325**

p 0.001 0.001

Assurance
r 0.765** 0.434**

p 0.001 0.001

SERVICE QUALITY
r 1 0.559**

p 0.001
**. Correlation is significant at the 0.01 level (2-tailed).



T H E  N E P A L E S E  M A N A G E M E N T  R E V I E W  A p r i l  2 0 1 6

253

Furthermore, while testing hypotheses on understanding relationship between the 
dimensions of bank’s service quality and customer satisfaction. The hypotheses H1, H2, 
H3, H4, H5 and H6 referred to the referred to the exogenous variables were verified 
using the p values. The hypothesis of the H1 was verified to be positive with moderate 
relationship; H2 was verified to be positive with moderate to strong relationship; H3 was 
verified to be positive with weak to moderate relationship; H4 was verified to be positive 
with moderate relationship; H5 was verified to be positive with moderate relationship; and 
H6 was verified to be positive with strong to moderately related to each other. Therefore, 
it is proved that there is a strong to moderate relationship of Bank’s Service Quality and 
Customers’ Satisfaction. Hence, H1 to H6 hypotheses are supported/Accepted.

Table 8: Summary of Hypothesis testing in understanding of relationship between 
the dimensions of bank’s service quality and customers’ satisfaction.

Hypotheses Results
H1: There is a positive relationship between Tangibles and Customers 
Satisfaction in Nepalese Banking Sector ACCEPTED

H2: There is a positive relationship between Reliability and Customers 
Satisfaction in Nepalese Banking Sector ACCEPTED

H3: There is a positive relationship between Responsiveness and Customers 
Satisfaction in Nepalese Banking Sector ACCEPTED

H4: There is a positive relationship between Empathy and Customers 
Satisfaction in Nepalese Banking Sector ACCEPTED

H5: There is a positive relationship between Assurance and Customers 
Satisfaction in Nepalese Banking Sector ACCEPTED

H6: There is a positive relationship between Bank’s Service Quality and 
Customers Satisfaction in Nepalese Banking Sector ACCEPTED

Impact of Dimensions of Service Quality and Customer Satisfaction in Nepalese 
Banking Sector
The Structural Equation Modeling results under the Regression Weights heading the 
unstandardized loadings appear along with standard errors, a critical ratio, and p-values. 
All of the unconstrained estimates are significant. The Standardized Regression Weights 
can be interpreted as the correlation between the observed variable and the corresponding 
common factor. For the five-factor model of Banks’ Service Quality towards Customers’ 
Satisfaction, the regression weights are significant for all factors. Three factors at the 0.01 
level and two factor at the 0.05 level. The significant factors at 0.01 level are Reliability, 
Empathy and Assurance. Reliability has the highest impact among all the dimensions. 
In similar to, the significant factors at 0.05 level are Tangibles and Responsiveness. The 
Standardized Regression Weights of the model is placed in table 9. The results show 
the coefficients of the influence of Banks’ Service Quality Dimensions to Customers’ 
Satisfaction in the Nepalese Private Commercial Banks’ context. 
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Hypothesis Testing (SEM): As above, the measurement model fit test is significant, this 
section presents SEM framework with the path coefficients to determine the theoretically 
developed relationship. The structural path model depicting the dimension of Banks’ 
Service Quality and Customers’ Satisfaction was developed, which can be seen a figure 
no. 3. The hypotheses, H7, H8, H9, H10, H11 and H12, to the exogenous variables were 
verified using the values (shown in the path diagram). The hypothesis of the H7 to H12 
was verified to be positively.

Table 9: Standardized Regression Weights (SME Model) 

Hypotheses Exogenous Path Endogenous Estimate S.E. P

H7 Tangibles  Customers’ 
Satisfaction .215 .065 .046

H8 Reliability  Customers’ 
Satisfaction .360 .056 .001

H9 Responsiveness  Customers’ 
Satisfaction .273 .050 .021

H10 Empathy  Customers’ 
Satisfaction .154 .046 .003

H11 Assurance  Customers’ 
Satisfaction .173 .068 .005

H12 Banks’ Service Quality  Customers’ 
Satisfaction R2= 0.56

Figure 3: SEM - SERVICE QUALITY AND CUSTOMER SATISFACTION IN 
NEPALESE COMMERCIAL BANKING SECTOR

The results shows Tangibles positively affects the Customer Satisfaction (CS) (ß = 0.215, 
p<0.05), would cause the CS to increase by 21.5%. Similarly, Reliability positively affects 
the CS (ß = 0.360, p<0.01), would cause the CS to increase by 36%. Responsiveness 
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positively affects the CS (ß = 0.273, 
p<0.05), would cause the CS to increase 
by 27.3%. Empathy positively affects the 
CS (ß = 0.154, p<0.01), would cause the CS 
to increase by 15.4%. By the same token, 
Assurance positively affects the CS (ß 
= 0.173, p<0.01), would cause the CS to 
increase by 17.3%. Correspondingly, the 
results shows R2 = 0.56, which indicates 
Banks’ Service Quality predicting 56% 
variance in Customers’ Satisfaction.

Therefore, in response to the hypothesis 
‘H7’ of this study, this can be concluded 
that the tangibles dimensions of Banks’ 
Service Quality is positively influence 
Customers’ Satisfaction. Hence, H7 is 
supported/Accepted. Hypothesis ‘H8’ 
of this study, this can be concluded that 
the Reliability dimensions of Banks’ 
Service Quality is positively influence 

Customers’ Satisfaction. Hence, H8 is 
supported/Accepted. Hypothesis ‘H9’ 
of this study, this can be concluded that 
the Responsiveness dimensions of Banks’ 
Service Quality is positively influence 
Customers’ Satisfaction. Hence, H9 is 
supported/Accepted. Hypothesis ‘H10’ 
of this study, this can be concluded 
that the Empathy dimensions of Banks’ 
Service Quality are positively influence 
Customers’ Satisfaction. Hence, H10 is 
supported/Accepted. Hypothesis ‘H11’ of 
this study, this can be concluded that the 
Assurance dimensions of Banks’ Service 
Quality are positively influence Customers’ 
Satisfaction. Hence, H11 is supported/
Accepted. Similarly, hypothesis ‘H12’ 
of this study, this can be concluded that 
the Banks’ Service Quality is positively 
influence Customers’ Satisfaction. Hence, 
H12 is supported/Accepted.

Table 10: Summary of Hypothesis testing in understanding of impact of the 
dimensions of bank’s service quality on customers’ satisfaction.

Hypotheses Results
H7: A change in Tangibles will have a positive impact on Customers Satisfaction 
in Nepalese Banking Sector ACCEPTED

H8: A change in Reliability will have a positive impact on Customers Satisfaction 
in Nepalese Banking Sector ACCEPTED

H9: A change in Responsiveness will have a positive impact on Customers 
Satisfaction in Nepalese Banking Sector ACCEPTED

H10: A change in Empathy will have a positive impact on Customers Satisfaction 
in Nepalese Banking Sector ACCEPTED

H11: A change in Assurance will have a positive impact on Customers 
Satisfaction in Nepalese Banking Sector ACCEPTED

H12: A change in Bank’s Service Quality will have a positive impact on 
Customers Satisfaction in Nepalese Banking Sector ACCEPTED

Discussion 
This research paper contributed in understating of relationship between Banks’ Service 
Quality Dimensions with Customers’ Satisfaction in private commercial banking sector 
in Nepal. It confirms previous research study in the topic with an empirical support from 
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Nepal. The results of this study provide 
considerable insight into Banks’ Service 
Quality Dimensions with Customers’ 
Satisfaction. The CFA and Structural 
Equation Model (SEM) is used to examine 
the data covering 289 samples across the 
private commercial banks in Nepal. There 
is moderate Service Quality of private 
commercial banks in Nepal. In like manner, 
the different dimensions of service quality 
have a moderate range of practices by these 
banks. Tangibles to be the most dominant 
service quality followed by Reliability, 
Assurance, Responsiveness and Empathy. 
Equally important, the level of customer 
satisfaction are an approximation to 
moderate level, as perceived by the 
customers. The research results show 
that there is a positive relationship 
between the Banks’ Service Quality with 
Customers’ Satisfaction in Nepalese 
context (commercial banking sector in 
Nepal). This finding is in alignment with 
studies like Aborampah, (2010); Bitner 
and Hubbert, (1994); Bolton and Drew, 
(1991); Kangis & Passa, (1997); Lasser et al 
(2000); Newman (2001); Parasuraman et al. 
(1985); Parasuraman et al. (1988); Zeithmal 
et al. (1990), Zhu et al (2002). Reliability 
has a stronger relationship with Customer 
satisfaction among the dimensions. This 
result is consistent to the results of  Zhu et 
al (2002); Jabnoun & Khalifa, (2005); Wong 
et al (2008), Arasli et al (2005); Lopez 
et al, (2007). Tangibles has moderate 
relationship, this findings is in alignment 
with studies like Jabnooun & Al-Tamimi 
(2003); Wong et al (2008). Responsiveness 
has weak to moderate relationship this 
findings is in alignment with studies 
like Zhu et al (2002), Lopez et al (2007). 
Empathy has a moderate relationship, this 

findings is in alignment with studies like 
Jabnooun & Al-Tamimi (2003) and differing 
result shared by Munusamy, Chelliah 
and HorwaiMun, (2010). Assurance has 
a moderate relationship with Customer’ 
Satisfaction this findings is in alignment 
with studies like Zhu et al, 2002. Wong 
et al (2008). Furthermore, all the five 
dimensions have significant influence over 
the customers’ satisfaction in commercial 
banking sector in Nepal. Reliability has the 
highest impact among all the dimensions. 
This finding supports the study like 
Jabnoun & Khalifa, (2005); Wong et al, 
(2008); and Lopez et al, (2007). In second 
rank influencer is Responsiveness that is 
aligned with the finding of Aborampah, 
(2010); Shanka, (2012). 

The above discussion addresses and 
support the previous researches in the 
arena of Banks’ Service Quality and 
Customer Satisfaction. Where, it is 
emperically supported Banks’ Service 
Quality do have positive relationship 
and significantly influence Customer 
Satisfaction. 

Conclusion
This study elicited all five dimesions 
of service quality namely Tangibles, 
Reliability, Responsiveness, Empathy, 
and Assurance have positive relationship 
with customers’ satisfaction in Nepalese 
private commercial banking sector.  
Reliability and the Responsiveness are 
the two highest influencer towards the 
customers’ satisfaction.  This study has 
contributed towards understanding of 
service quality and customers’ satisfaction 
in Nepalese country context. While, 
Nepalese Commercial Banks should focus 
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on providing continuous improvement 
in service quality etiquette while dealing 
with customers. This can be done with 
providing courtesy, responsiveness to the 
customers in Banks. It is also needed to 
look into human resources management. 
In this arcade, bank should make their 
employees understand towards customer 
oriented behaviour. Employees should 
be given training towards dealing the 
customers in an effective manner. Overall, 
these banks should also setup a culture 
of research to understand customers’ 
perceptions towards the bank and act 
upon that. Organizations operating in 
service industries should consider service 
quality a key strategic issue for the business 
success (Spathis et al., 2004). This study has 
also contributed strong empirical evidence 
towards understanding of service quality 
and customers’ satisfaction in Banking 
Sector.

References
Aborampah, A. (2010). Customer Satisfaction 
in the banking industry: A comparative study 
of Ghana and Spain. Universitat De Girona.

Arsali, H., Katircioglu, S., & Mehtap-Smadi, 
S. (2005). A comparison of service quality 
in the banking industry some evidence 
from Turkish-and Greek-speaking areas 
in Cyprus, ,. International Journal of Bank 
Marketing, 23(97), 508-526.

Athanassopoulos, A., Gounaris, S., & 
Statthakopou, V. (2001). Behavioral 
Responses to Customers Satisfaction: 
An Empirical Study. European Journal of 
Marketing, 35(5/6), 687-707.

Bagozzi, R., & Youjae , Y. (1988). On the 
Evaluation of Structural Equation Models,” 

, 16 (Spring),. Journal of the Academy of 
Marketing Science, 74-94.

Baki, B., Basfirinci, C., Cilingir, Z., & Ar, 
I. (2009). An application of Integrating 
SERVQUAL and Kano’s Model intro QFD 
for Logistics Services: A case study from 
Turkey, ,. Asia Pacific Journal of Marketing 
and Logistics, 21(1), 106-126.

Bitner, M., & Hubbert, A. (1994). Encounter 
satisfaction versus overall satisfaction 
versus service quality: the consumer’s 
voice. In R. Rustand , & R. Oliver, 
Service Quality: New Directions in Theory 
and Practice. Thousand Oaks, CA: Sage 
Publications.

Bolton, R., & Drew, J. (1991). A multistage 
model of customers’ assessment of service 
quality and value. Journal of Consumer 
Research, 17(March), 375-84.

Browne, M. W., and Cudeck, R., 1993. 
Alternative ways of assessing model fit. 
In: K. A. Bollen and J. S. Long, ed. 1993. 
Testing structural equation models. CA: Sage 
Publications. pp. 136-162.

Byrne, B.M., 2010. Structural Equation 
Modeling with AMOS. 2nd ed. Routledge: 
New York.

Chin, W. (1998). Issues and opinion 
on structural equation modelling. MIS 
Quarterly, 7-16.

Dabholkar, P. (1995). A Contingency 
Framework for Predicting Causality 
Between Customer Satisfaction and 
Service Quality. Advances in Consumer 
Research, 21(1), 101-108.

Duncan, E., & Elliott, G. (2004). Efficiency, 
customer service and financial performance 



T H E  N E P A L E S E  M A N A G E M E N T  R E V I E W  A p r i l  2 0 1 6

258

among Australian financial institutions. 
The International Journal of Bank Marketing, 
22(5), 319-342.

Hair, J., Black, W., Babin, B., and Anderson, 
R., 2010. Multivariate data analysis. 7th ed. 
NJ: Prentice-Hall.

He, Y., & SONG, H. (2009). A mediation 
model of Tourists’ Repurchase Intentions 
for Packaged Tour Services. Journal of 
Travel Research, 47(93), 317-31.

Hoyle, R. H., 1995. The structural equation 
modeling approach. In: R. H. Hoyle, ed. 
1995. Structural equation modeling: Concepts, 
issues and applications. CA: Sage. pp. 1–15

Hu, L. T., and Bentler, P. M., 1995. 
Evaluating model fit. In: R. H. Hoyle, ed. 
Structural Equation Modeling: Concepts, issue 
and applications. London:Sage Publication.  
CA: Sage Publications. pp. 76-99.

Hu, Li-tze and Bentler, P.M., 1999. Cutoff 
criteria for fit indexes in covariance 
structure analysis: Conventional criteria 
versus new alternatives. Structural 
Equation Modeling: A Multidisciplinary 
Journal. 6(1), pp. 1-55. [online] http://
dx.doi.org/10.1080/10705519909540118, 
[Accessed 22 Aug 2015].Jabnoun, N., & Al-
Tamimi, H. (2003). Measuring Perceived 
Service Quality at UAE Commercial 
Banks. International Journal of Quality and 
Reliability Management, 20(40), 458-472.

Jabnoun, N., & Khalifa, A. (2005). A 
customized measure of service quality in 
the UAE. Managing Service Quality, 15(4), 
374-388.

James, L. R., Mulaik, S. A., and Brett, J., 
1982. Causal analysis: Models, assumptions 
and data. CA:Sage Publications.

Mulaik, S. A., and James, L. R., 1995. 
Objectivity and reasoning in science and 
structural equation modeling. In: R. H. 
Hoyle, ed. Structural Equation Modeling: 
Concepts, issue and applications. CA:Sage 
Publications. pp. 118–137.

Nejatian, H., Piaralal, S. K., Sentosa, I., 
and Bohari, A. M., 2011. The Influence 
of Customer Knowledge on CRM 
Performance of Malaysian ICT Companies: 
A Structural Equation Modeling 
Approach. International Journal of Business 
and Management, 6 (7), p.181. [online]  
www.ccsenet.org/ijbm, doi:10.5539/ijbm.
v6n7p181 Canadian Center of Science 
and Education (CCSE), [Accessed 22 Aug 
2015].

Kangis, P., & Voukelatos, V. (1997). 
Private and Public Banks: Aoparision of 
Customer Expectations and Perceptions. 
International Journal of Bank Marketing, 
15(7), 279-287.

Koirala, K., & Shrestha , S. (2012). 
Measuring Service Quality and Customer 
Satisfaction: Empirical Evidence from 
Nepalese Commercial Banking Sector 
Undertakings. Management Dynamics, 
16(1), 10-20.

Kotler, P. (1991). Marketing Management: 
Analysis, Planning, Implementation and 
Control (7th Ed.). Englewood Cliffs, NJ.: 
Prentice-Hall.

Lasser, W., Manolis, C., & Winsor, R. 
(2000). Service Quality Perspectives and 
Satisfaction in Private Bannking. Journal of 
services marketing, 14(3), 244-271.

Lee , S. (n.d.). Service Quality and the 
Customer Satisfaction Chain in the Thai 
Retail Banking Industry.



T H E  N E P A L E S E  M A N A G E M E N T  R E V I E W  A p r i l  2 0 1 6

259

Stafford, M. (1996). Demographic 
Discriminators of Service Quality in 
the Banking industry. Journal of Services 
Marketing, 10(4), 6-22.

Steiger, J. H., 1990. Structural model 
evaluation and modification: An interval 
estimation approach. Multivariate Behavioral 
Research, 25(2), pp.173–180. [online] http://
dx.doi.org/10.1207/s15327906mbr2502_4, 
[Accessed 22 Aug 2015].

Storbacka , K., Strandvik , T., & Grönroos, C. 
(1994). Managing Customer Relationships 
for Profit: The Dynamics of Relationship 
Quality. International Journal of Service 
Industry Management, 5(5), 21-38.

Sureshchandar, G. S., Rajendarn, C., 
& Anantharaman, R. N. (2002). The 
relationship between service quality and 
customer satisfaction–a factorspecific 
approach. Journal of Services Marketing, 
16(4), 363-379.

Titko, J., & Lace, N. (2010). Customer 
Satisfaction and Loyalty in Latvian Retail 

Banking. Economics and Management, 15, 
1031-1038.

Van De Ven, A., & Ferry , D. (1980). 
Measuring and Assessing Organisation. New 
York: John Wiley and Sons.

Wan, T., & Ji, P. (2010). Understanding 
Customer Needs Through Quantitative 
Analysis of Kano’s Model. International 
Journal of Quality and Reliability Management, 
27(2), 173-184.

Wong, D., Rexha, N., & Phau, I. (2008). Re-
Examining Traditioinal Service Quality in 
an E-Banking Era. International Journal of 
Bank Marketing, 26(7), 526-545.

Zeithaml, V., Parasuraman, A., & Berry, 
L. (1990). Delivering Quality Service. New 
York: The Free Press.

Zhu, F. X., Wymer, W., & Chen, I. (2002). 
It-based services & service quality in 
consumer banking. International Journal of 
Service Industry Management, 13(1), 69-90.



T H E  N E P A L E S E  M A N A G E M E N T  R E V I E W  A p r i l  2 0 1 6

260

Effectiveness of Training and 
Development in Nepal: with special 

reference to Higher Education 
Examination Board

Laxman Pokhrel*

Abstract

Human resource development is both means and ends. Training is a means of preparing rank 
and employees for promotion to supervisory positions and for improving their competence and 
capability. The objective of this study is to examine the training effectiveness of staffs based on 
opinion survey through questionnaire and indirect interview with concerned authentic bodies  in 
HSEB.This study followed the primary data with descriptive research design. Table, percentage and 
mean are used to analyze this study. Employees returning from training are not given adequate 
free time to reflect and plan improvements in the organization.  Most participants in training 
program seemed to be sure to raise productivity and enhancement through training.  

Key Words: Human Resource Development, Training, Productivity, performance, Education, 
Employees

* Mr. Pokhrel is  Asst. Lecturer in  Central Department of Management, TU.

General Background
Human Resources Development is a 
framework for the expansion of human 
capital within an organization. Human 
Resources Development is a combination 
of Training and Education that ensures 
the continual improvement and growth of 
both the individual and the organization. 
Adam Smith states, “The capacities of 
individuals depended on their access to 
education” (Kelly, 2001).

Human Resources Development can 
be defined simply as developing the 
most important section of any business 
its human resource by, “attaining or 
upgrading the skills and attitudes of 
employees at all levels in order to maximize 
the effectiveness of the enterprise” (Kelly 
2001).

Human Capital refers to the productive 
capabilities of human beings as income 
producing agent in the economy. Human 
capital is the stock of skills and productive 
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knowledge embodied in people. The yield 
or return on human capital investment lies 
on enhancing a person's skill and earning 
power and in increasing the efficiency of 
economy decision making both within and 
without the market economy (The news 
pal. Grave- A Dictionary of Economic 
Vol-2, 1987)

The term 'human capital formation' 
refers to the process of acquiring and 
increasing the number of persons having 
skills, education and experience which are 
essential for the economic development of 
the country and this is also related to the 
HRD (jhingan, 1996).

Through Human Resource development 
(HRD) in a result of continuous research 
and development in management 
practices, it was not in practice as a basic 
principle unit past few years. However 
the major functions of human resource 
development were in practice in various 
forms.  Human resource development 
is both means and ends. It is a conscious 
and continuous process of increasing the 
knowledge, education and skill of the 
people at any possible age such efforts 
enables the people to develop fully 
their physical, mental, cultural aesthetic 
potentialities. 

In fact, human resource development is a 
continuous process of developing human 
skill and efficiencies to update them in 
various situations the competent and 
efficient manpower in the objective and 
result of human resource development. 

The broad spectrum of human resource 
development can be realized thoroughly 
through the evaluation of our history and 
civilization. All the advancement and 
development did not happen magically. 
It has everlasting list of people that 
contribute and made the development 
possible, therefore the means and ends of 
development in human resource. 

Human Resource Development 
emphasizes that management owes it 
to themselves to value human beings 
independent of their contribution to 
corporate productivity or profit. Trust the 
basic integrity of people, belief in their 
potential aspect for their dignity- these 
underlying attitudes lead to the creation of 
a climate in companies where individuals 
experience a sense of involvement and 
belonging people find fulfillment in work 
and seek never horizons for themselves and 
enterprise through self and subordinate 
development.

Therefore, the basic concept of human 
resource development in corporate sense 
refers to the development of people 
working in the organization development 
in their capabilities improvement in their 
work efficiency and development in their 
self values. Thus it is the process of bringing 
positive change in individual attitudes, 
behaviors, skills and capabilities. 

People are the most important and valuable 
resource for any organization to improve 
its all round effectiveness. They are not just 
a factor of production but rather creative 
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force. The concept assumes that dynamic 
people can build dynamic organizations, 
competent and motivated people can make 
things happen. Therefore, the organization 
should continuously assures that the 
dynamism, competency, motivation and 
effectiveness in a systematic and planned 
way.

Training:
The study is mainly one of the major 
components of HRD. The most popular 
training methods used by organizations 
can be classified as either on the job 
training and off the job training. The 
following section includes the review of 
literature on training in relation to the 
human resource development. Training 
is one of the best means to make a person 
skilled knowledge as well as efficient work 
the dictionary meaning of the term "train" 
in to develop or form the habits, thoughts, 
behavior or by discipline and instruction 
to treat or manipulate so as to bring into 
home desired form, position, direction 
etc. Similarly the meaning of training in 
the education instruction or discipline of a 
person or things that in being trained the 
status or condition of a person who has 
been trained.

Training is a process of learning a 
sequence of programmed behavior. It is 
application of knowledge. It gives people 
an awareness of the rules and procedures 
to guide their behavior. It attempts to 
improve their performance on the current 
job and prepare them for an intended 
job. Thus training is observed in terms 

of the process of learning and improves 
the performance of employees on their 
current job and prepares them for and 
intended job. 

Human resource development is like fuel 
of engine, which accelerates the pace of 
economic development, human resource 
capabilities, human potentialities and 
empowering human decision-making 
skill. Human resource development in 
these associated with the investment in 
man and his development as a creative 
and productive resource. HRD is not 
only of acquiring and increasing number 
of persons who have skills, education 
experience also human resources translate 
physical resources into productive 
resources which increase valuable 
outcome. The continuous upgrade and 
update individuals with rapidly changing 
scenarios of development compel to 
concrete align peace of economic, political, 
social and technological development of 
the country. Thus, the efforts put into action 
to upgrade the overall quality relationship 
within variables job satisfaction training 
effectiveness and strategic human resource 
planning in this study by concerned 
authorities of HSEB. However, Human 
Resource Development Program of central 
office manpower mobilization by HSEB is 
the main thrust of this study.

Research Questions
To assess the position of training and 
development in HSEB the present study or 
addresses on the following fundamental 
key issues.
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What is the impact of training 1. 
effectiveness in HSEB?

To what extent training and development 2. 
has effected on performance?

Objectives of the Study:
The objective of this study is to examine 
the training effectiveness of staffs based 
on opinion survey through questionnaire 
and indirect interview with concerned 
authentic bodies  in HSEB.It also focuses 
on the effectiveness of training program 
on performance.

Limitations of the Study:
The major limitation of this study is outline 
below.

This study  has only focused on HSEB. 1 
It includes the all level of officers in 
general.

This study has focused on existing 2 
practices of human resource 
development in HSEB.

Only 26 respondents are selected as a 3 
sample out of 98 employees working in 
HSEB. 

Research Methodology
This study presents the full-fledged 
method of research procedures followed 
during the study particularly focusing on 
the research design, data Collection and 
method of analysis. This study analyzes 
simple descriptive method within the 
primary source of data. However it has 
highly depended upon the primary data, 
which the researcher himself has collected 

from the study area. The secondary data 
have been collected from various sources 
such as central office of HRD center, HR 
administration and informative and 
necessary data have also been collected 
from HSEB. The nature of data was both 
qualitative and quantitative. 

Since the study is based on the primary 
source of information data are collected 
from the questionnaire. Basically, for 
this study required data are collected 
from co-ordination division, HSEB 
service commission and HSEB fiscal 
administration divisions are situated in the 
premise of HSEB central office, Sanothimi, 
Bhaktapur, Nepal. 

Around 30% various level officers who 
got the specialized training enhancement 
has been randomly sampled. Out of 98 
permanent employees, only 26 employees 
are randomly sampled on the basis of their 
identical information such as training 
effectiveness excluding the part time, 
daily base, monthly base, and contract 
base employees.   

Presentation and Analysis of 
Data 

1. Training effectiveness related to 
acquired technical knowledge and 
skills.

The employees are helped to acquire 
technical knowledge and skills through 
training.
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Table no. 1

Scale. Range of 
Effectiveness Response to category No. of 

respondent Mean )(X
1 Least Effective

 

Most Effective

Not at all True 3 0.1151
2 A little True 9 0.3461
3 Somewhat true 9 0.3461
4 True to a great extent 4 0.1538
5 Very True 1 0.0386

Total 26

Table 1 shows that training effectiveness related to acquire technical knowledge and 
skills. Respondents were asked to give their opinion regarding the technical knowledge 
and skills obtained from training.3 respondents’  view on not at all true whose mean 
score is 0.1151 indicates that only few number of respondents agree that the training 
program was less effective. Each of 9 respondents’ almost similar opinion- on a little true 
and some what true with the same score of 0.3461 denotes the most of the respondents 
were less satisfied. 4 respondents’ view on true to a great extent with mean score of 0.1538 
indicates that few respondents showed their eagerness to acquire skills and knowledge 
through training at moderate level. Only one respondent’s opinion on very true with the 
mean score of 0.0769 indicates that only one respondent is highly satisfied with training 
program.

2. Training effectiveness related to developing managerial capabilities. 
There is adequate emphasis on developing managerial capabilities of managerial staff 
through training.

Table no. 2

Scale
Range of 

Effectiveness
Response to category

No. of 
respondent Mean )(X

1 Least Effective
 

Most Effective

Not at all True 3 0.1154
2 A little True 9 0.3461
3 Some what true 6 0.2308
4 True to a great extent 6 0.2308
5 Very True 2 0.0769

Total 26

Table 2 indicates the training effectiveness related to developing managerial capabilities. 
Respondents were asked to give their opinion regarding the adequate emphasis given 
to developing managerial capabilities of managerial staff through training. Three 
respondents opine on not at all true whose mean score is 0.1154. Nine respondents opine 
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on a little true whose mean score is 0.3461 meaning that largest number of respondents’ 
opine less effectiveness of the training because they do not give adequate emphasis on 
developing managerial capabilities of managerial staff through training. 6 respondents 
opine on some what true and other six’s true to a great extent with the same mean score 
of 0.2308.Therefore, it can be concluded that most of the respondents do not believe in 
the training effectiveness.2 respondents’ view on very true whose mean score is 0.0769 
clarifies that only few number of respondents are satisfied and give adequate emphasis on 
developing managerial capabilities of managerial staff through training most effectively.  

3. Training effectiveness related to awareness about training policy and program.   

Table no. 3

Scale
Range of 

Effectiveness
Response to category

No. of 
respondent Mean )(X

1
Least Effective

 

Most Effective

Not at all True 3 0.1154

2 A little True 7 0.2692

3 Some what true 3 0.1154

4 True to a great extent 7 0.2692

5 Very True 6 0.2308

Total 26

Table 3 exhibits the training 
effectiveness related to the awareness in 
staffs about training policy and program. 
The question is designed to ask if the 
staffs are aware of the training policy and 
program. 3 respondents out of 26 show 
their view on not at all true whose mean 
score is 0.1154. 7 each of the respondents 
show their view on a little true and true to 
a great extent whose same mean score is 
0.2692. It means that more than half of the 
respondents show their opinion neither 
to be the least effective nor to be the most 
effective in their awareness about training 
policy and program. 3 respondents out 
of 26 show their view on some what true 

whose mean score is 0.1154. It shows that 
few of the respondents are little aware 
of the training policy and program at 
moderate level of training effectiveness. 
Only 6 respondents out of 26 shows their 
view on very true whose mean is score is 
0.2308. It means that the respondents are 
aware of the training policy and program 
in the most effective manner. 

4. Training effectiveness related to 
necessity of training program.    

Training program is necessary for job/
duty.
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Table no. 4

Scale
Range of 

Effectiveness
Response to category

No. of 
respondent Mean )(X

1 Least Effective
 

Most Effective

Not at all True 1 0.0385
2 A little True 1 0.0385
3 Some what true 2 0.0769
4 True to a great extent 4 0.1538
5 Very True 18 0.6923

Total 26

Table 4 reveals the training effectiveness related to necessity of training program. The 
question was designed to ask if the training program is necessary for job/duty. Each 1 
respondent out of 26 shows their view on not at all true and a little true whose mean score 
is 0.0385 indicating that training program is little necessary and less effective respectively. 
2 respondents out of 26 shows their view on some what true whose mean score 0.0769. It 
means that few of the respondents replied their view on some what true about necessity 
of training program for job at moderate level of effectiveness .Four respondents out of 
26 show their view on true to a great extent whose mean score is 0.1538. It means that 
necessity for participation in training program for duty is at some level effective. 18 
respondents show their view on very true whose mean score is 0.6923. It means that 
the largest number of respondents strongly agree with the necessity of training for job. 
Therefore, many of the respondents are highly satisfied with this training program.   

5. Training effectiveness related to increase job performance.    
Training helps to increase job performance.

Table no. 5

Scale.
Range of 

Effectiveness
Response to category

No. of 
respondent Mean )(X

1 Least Effective
 

Most Effective

Not at all True 1 0.0385
2 A little True 2 0.0768
3 Some what true 1 0.0385
4 True to a great extent 3 0.1154
5 Very True 19 0.7308

Total 26

Table 5 reveals the training effectiveness for increasing job performance. The question is 
designed to ask if the training help to increase job performance. The category of each one 
respondent shows their view on not at all true and some what true whose same mean 
score is 0.0385 showing the least effective and moderate effectiveness of the program 
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respectively . Only 2 respondents out of 26 show their view on a little true whose mean 
score is 0.0768 indicating their slightly positive view towards the effectiveness of this 
training. Only 3 respondents out of 26 show their view on true to a great extent whose 
mean score is 0.1154. It means that few of them respond that the training helps to increase 
job performance. 19 respondents out of 26 show their view very true whose mean score 
is 0.7308. It means that the largest number of respondents agree that training helps to 
increase job performance most effectively. Therefore, most of the respondents are satisfied 
with job performance through training program. 

6. Training effectiveness related to participation in training program.  
Participants should participate in training program.

Table no. 6

Scale.
Range of 

Effectiveness
Response to category

No. of 
respondent Mean )(X

1
Least Effective

 

Most Effective

Not at all True 2 0.0769

2 A little True 2 0.0769

3 Some what true 5 0.1924

4 True to a great extent 2 0.0769

5 Very True 15 0.5769

Total 26

The above table 6 reveals the training 
effectiveness related to participation in 
training program. The respondents were 
asked to state their thoughts by keeping 
five different alternatives why they were 
participating in training program. Each 2 
out of 26 respondents give their opinion 
on not at all true and a little true which 
indicating  less effectiveness of training 
program whose same mean score is 0.0769. 
It means that participants do not give 
much importance to their participation in 
training program. Only 5 respondents out 
of 26 show their view on moderate level 

training effectiveness or some what true 
whose mean score is 0.1924. In the same 
way only 2 respondents out of 26 shows 
their view on true to a great extent whose 
mean score is 0.0769 which indicates that 
only few of them take their participation 
in training most to be important. 15 
respondents out of 26 participants utilized 
the program and get satisfied with their 
job  as they view on   very true whose mean 
score is 0.5769.This reveals that most of 
the respondent are well satisfied and have 
high degree of training effectiveness . 
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7. Training effectiveness related to Productivity. 
Training program raised productivity.

Table no. 7

Scale
Range of 

Effectiveness
Response to category

No. of 
respondent Mean )(X

1 Least Effective
 

Most Effective

Not at all True 2 0.0769
2 A little True 2 0.0769
3 Some what true 1 0.0385
4 True to a great extent 2 0.0769
5 Very True 19 0.7308

Total 26

Above table 7 reveals the training 
effectiveness related to productivity. In 
response to the question asked to various 
level officers about the productivity and 
their inner feelings on either training 
would be effective or not, most of them 
expressed their high satisfaction which 
indicating that training is effective and 
productive. Only two of 26 respondents 
marked not at all true, a little true and 
true to a great extent indicating that the 
training programs raised productivity 
whose  mean score was same i.e. 0.0769.
Other 19 respondents out of 26 show their 
view on very true whose mean score is 
0.7308. Only one respondent out of 26 
show his view on some what true whose 
mean score is 0.0385. Therefore, from the 
above analysis, it can be known that only 
few of the respondents disagree with the 
view that training raises the productivity.

Discussions
The manpower is considered to be the 
pillars of organizations’ task force. The 
quality and quantity of the performed jobs 
are highly depending upon manpower. 
But the findings of this study showed 

that the condition of job satisfaction of 
the employees in HSEB was very poor. 
Majority of the respondents was found 
dissatisfied with accomplishment in 
job, enjoyment from work, recognition, 
prestige and status, pay structure, job 
supervision , relation with superior 
and working condition. Capability and 
expertise of the employees are the assets 
of this institution which play a vital role to 
render the educational services to develop 
the mid level manpower requirement for 
different field. Although, management 
experts develop and utilize human power 
to the optimum level, however, efforts 
are made by considering the various 
determinants of job satisfaction and 
training effectiveness.

HSEB should consider seriously towards 
training aspects of the employees. 
Therefore, HSEB management must think 
over long term planning and strategies to 
be implemented in the way that get more 
employees motivated towards their jobs. 
Only motivated employees are productive 
and they help to attain the long term target 
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of the organization. The major findings of 
the research are briefly outlined below:

Induction training in giving the clear  �
explanation of company’s value and 
norms  to the new employees. 

Few respondents showed their  �
eagerness to acquire skills and 
knowledge through training at 
moderate level.

Only few numbers of respondents are  �
satisfied and give adequate emphasis 
on developing managerial capabilities 
of managerial staff through training 
most effectively.  

Human relation competencies are  �
not adequately developed in the 
organization through training in 
human skill in HSEB.

Only few of the respondents had the  �
positive response towards the training 
of the worker in HSEB.    

The senior line managers are eager  �
to help their juniors develop through 
training most effectively.

Employees returning from training  �
are not given adequate free time to 
reflect and plan improvements in the 
organization.   

There is harmonious relation and  �
good climate between line manager 
and junior to implement new ideas 
and methods acquired by their juniors 
during training.

Few of the respondents are highly  �
satisfied with the effectiveness of well 
designed and widely shared training 
policy. 

References
Acharya, Bhawani Shankar (2001), 
Employee Training Need Assessment Practices 
in PEs in Nepal.

Adhikari, Sandeepraj (2009): Training 
effectives of +2 teachers in kathamandu 
valley: A case study of HSEB.

Agrawal, G.R. R. (2007), Human Resource 
Management in Nepal :M.K. Publisher and 
distributors ,Kathamandu.

Armstrog, M. (1990), Human Resource 
Development: New Delhi, Adyta books.

Bhardwaj,R, R and P. 
Khanadelwala(1976),Human resource 
Development: Key to organizational 
effectiveness 

Bhattarai , K Surendra Datta ,1983, “Job 
Satisfaction of the officers of agriculture 
projects service center in Nepal” , T.U. 

Casio, Y. f. (1992) Managing Human 
Resource, Productivity, Quality of Work 
Life, Profits, McGraw Hill International 
Publication.

DeCenzo David A . Stephen P . Robbins 
, “Personnel / Human Resource 
Management” ,Pretice Hall of India Private 
Limited, New Delhi 1993, P (79).

Desseler ,Garry (7th Edition), “Human 
Resource Management”, Prentice Hall of 
India.

Dwivedi R.R., manpower management, 
prentice Hall of India pvt. Ltd., New Delhi, 
1984. P. 172. 

Harbison F. and Mayers C.A. (1974): 
Education, Manpower and Economic Groth, 
India.



T H E  N E P A L E S E  M A N A G E M E N T  R E V I E W  A p r i l  2 0 1 6

270

Harrison and Rose Marry (1997), 
“Employee Development”,IDP House 
Camp Road, London

Jerry Gillet and Seteven Eggland, Principles 
of Human Resource Development, Perseus 
Books Group, 

Kelly D, 2001, Dual Perceptions of 
HRD: Issues for policy: SME's, other 
constituencies, and the Contested 
Definitions of Human Resource 
Development, http:/ro.uow.edu.au/
artspapers/26

Kelly D, 2006, Human Resource 
Development: For Enterprise and Human 
Development,

Rao,T.V.(1996) Human Resource Development 
,Sage Publication India Pvt. Ltd, New 
Delhi.

Silwal, Hari Prasad (2006) Research 
Methodology in management. 
Kathamandu:Taleju Prakashan.

Thapa, dumber bahadur (2000), Human 
Resource Development: A study of Nepal 
Bank limited.

Tripathi,B.P.(1999), ‘Human Resource 
Development for Worker: A Case Study of 
Public Enterprizes”,T.U.


	Cover 17
	The Nepalese Management Review Vol 17 Full
	The Nepalese Management Review Vol 17 Inner Page
	The Nepalese Management Review Vol 17


