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Review of MBS Students Attitudes
Towards Management as Specialization 

Subject: An Empirical Study*

Bhawani Shankhar Acharya*

Abstract

The general trend of choosing specialization subjects by MBS students unfolds certain 
critical issues in front of Faculty of Management-FOM. Enrollment in general management 
specialization is not satisfactory enough. Considering above reality, the objective of this 
paper is to help the FOM to enhance general management specialization subjects so that 
it can satisfy the demands of concerned employing organizations and students as well. 
This research is based on qualitative research design. Based on the research findings some 
recommendations have also been made to solve the stated issue.

Type of paper: Qualitative research

Key words: Attitudes, MBS students, general management, specialization subjects, 
TU, FOM, focus group, CDM etc.

Introduction1. 

Tribhuvan University (T.U.) came into being 
in 1959 AD. The University was formally 
opened on 30 Ashad, 2016 B.S. (1960). 
Over the period of time other universities 
also came into being. Till now we have 
four universities in the country offering 
management programs at Masters' level 
viz., Tribhuven University, Kathmandu 
University, Pokhara University and 
Purbanchal University. 

Business education was started in Nepal 
in 1955 AD at Trichandra College. The 

first commerce department was formally 
started in T.U. only in 1961 through the 
initiation of late Dr. Ram Prasad Rajbahak. 
This department conducted the post 
graduate classes in commerce. Under the 
umbrella body of T.U. presently there are 
4 institutes and 4 faculties. Today, among 
all institutes and faculties under T.U. 
Faculty of Management (FOM) is one of 
the pioneer wings and probably the largest 
faculty was well. FOM presently offers 
management education programs at all 
levels namely proficiency certificate level 
(PCL), graduate, post graduate, M.Phil 
and Ph.D. level.
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6.  Scoring pattern in different subjects,

7.  Job market/demand, among others.

If the reality is beyond our plan, market 
reality and student’s expectations 
we should spot out weak areas for 
strengthening them, in our view this is 
the critical time for FOM (GM subject 
committee) to go through an acid test 
discussion research on the above reality.

3. Objective of the Paper:
The objective of this review paper is to help 
the FOM to enhance GM specialization 
subjects so that it can satisfy the demands 
of concerned stakeholders. Moreover, its 
specific objectives are to:

1.  Examine the current situation of MBS 
program and specialization in GM 
subjects.

2.  Help the concerned authorities to solve the 
above stated problems (if they are true).

3.  Pave the way for future research so 
that it can help to solve above stated 
problems.

4.  Methodology Used:

To accomplish the above stated objectives, 
this study has used responses from faculty 
members and students involved in MBS 
program of T.U. MBS students studying 
at CDM, TU have been used to collect 
the necessary information. An internet 
discussion has been conducted with 
second year regular students (2066/067 
Batch) who were in search of specialization 
subjects. A formal and structures focus 
group discussion has been made with old 

Master of Business Studies (MBS) program 
of FOM under T.U. has the objective to 
enable the students to work as competent 
manager and to meet the demand of 
higher level managers in organizations, 
particularly in the functional area of 
management like accounting, marketing, 
finance and general management.

Most of new universities in Nepal have 
embarked with management programs. 
Although there is no immediate 
competition between T.U. and other 
universities ‘ master’s program , there 
is challenge in distance which forces TU 
to provide quality education to mass 
size of students who are attracted to TU 
due to low cost and high national and 
international recognition.

Despite the opening of new universities 
in the private/community sectors with 
popular slogans and objectives, about 90 
percent of the students are bound to join 
FOM’s management program.

2. Statement of Problem:
The trend of choosing specialization 
subjects by MBS students unfolds 
certain critical issues in front of FOM. 
Enrollment in management specialization 
is satisfactory enough. This is the cold fact 
and burning issue. In our view, this is the 
high time to look in our:

Curriculam and subjects offered,1. 

2.  Evaluation system,

3.  Pass percent,

4.  Number of enrollment,

5.  Revision of syllabus and its quality,
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batch students who have specialized in 
GM subjects. To cross check the responses 
given by students an informal discussion 
has been held with faculties who were 
teaching GM subject at MBS level.

5. Discussion
5.1  MBS program and specialization in 

GM subjects:
According to the information provided 
by controller of Examination office and 

FOM and Dean's office, at present, there 
are a total of colleges / campuses that they 
provide MBS program offered by FOM/TU 
including both constituent and affiliated 
Colleges throughout the country. But 
unfortunately, it is the central department 
of management, T.U., Kirtipur alone which 
has offered GM specialization subject 
in current year (2067/067 Batch). Other 
campuses have not been able to offer it 
is current years. Present situation of MBS 
program and specialization in GM subject 
at CDM is as below:

 Table No: 1

  Total No. of 
students  Specialization  in GM   

S.NO Year First year Second 
year Total Male Female

1 2064/065 594 542 13   
2 2065/066 680 637 15   
3 2066/067 422 418 18   
Source: CDM ,TU, Administration Department,2067 A.S.

It is evident from the above table that:

1.  Out of 1597 students enrolled in MBS 
second year (2064-067) only 46 students 
(i.e. less than 3%) have specialized in 
GM subjects.

2.  Though the trend of specialization in 
GM subject is in increasing order but it 
is not much encouraging.

3.  Participation of female students in GM 
specialization is in decreasing trend.

5.2 Analysis of MBS students’ responses:
If we compare the general attraction of 
MBS students towards the specialization 
areas as compared to GM subjects we 
are not able to get normal distribution. 

We need to examine why there is less 
attraction toward these subjects.

Discussions held with subject teachers and 
concerned students by the writer of this 
paper unfold the following issues. Some 
of them are:

1.  Poor English language and reading 
habit of the students.

2.  Prescribed text books are written by 
foreign writers and they are very tough 
in nature; students are unable to cope 
up with these texts.

3.  Equally intelligent students in other 
specialization areas score more on 
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examination as compared to GM 
specialization subjects.

4.  Course covered by faculty members is 
less than demanded by the final exam 
questions.

5.  Lack of good quality faculties inside the 
class.

6.  Lack of tutorial classes in the market 
for irregular students.

7.  Job context is different from present 
course pattern.

8.  There is no proper relationship between 
class teaching and question pattern.

It is also evident from the past research 
(Acharya, 2000) that a majority of the 
MBS pass outs were found employed in 
mainly in accounts/finance jobs. Only a 
few of them have been found engaged 
in marketing and general administration 
jobs.

5.3 Analysis of Teachers’  Responses:

A total of six teachers have been consulted 
to cross-check the responses made by MBS 
students and to get valuable suggestions 
for betterment. The reflections derived 
from the teachers were also more or 
less similar to the students’ responses. 
Major disagreements were only with the 
following points:

1.  Lack of good quality faculties.

2.  Course covered by faculty members is 
less than demanded by the final exam 
questions.

3.  Question pattern does not follow the 
class teaching.

5.4 Some interesting Facts:

At present there are 4 professors, 3 
associate professors 5 contract and/or 
part-time lecturers at CDM Kirtipur to 
teach GM subjects but number of students 
enrolled in GM specialization is very less. 
Why is this situation there? We need to 
find out the real causes.

Furthermore, many of the pass-outs who 
have specialized in Accounts/Finance at 
MBS level have specialized in GM subjects 
in their M. Phil. Program run by FOM 
Dean’s office. This is another interesting 
subject matter for further discussion and 
research.

6. Limitations of the study:

This current study has some limitations; 
though it has produced some interesting 
results. It gives only the qualitative 
outlooks of the given subject matter; it 
does not deal with the core subjects offered 
in GM stream. So, to further support and 
generalize the findings of this report a 
qualitative analysis with large samples is 
also equally important. The participants 
involved in focus group discussion were 
from CDM only. Therefore the findings 
of this report may or may not represent 
the reality in other colleges and their pass 
outs.

7. Implications of the study for 
further research and practice:

This study is surely not an attempt to meet 
everyone’s requirements instantly. The 
requirement for this type of study is felt 
urgent because every year because every 
year more and more number of colleges 
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are getting MBS affiliation from FOM TU. 
As these colleges move toward a global 
business environment, further exploration 
into this today is felt important and 
necessary. Understanding and exploring 
perception, experiences and suggestions 
made by pass-outs, scholars and user 
group will form the basis for creation of 
awareness and necessary improvements 
to be done. 

8. Conclusion:

This is the age of globalization. Because 
of increased living standards, business 
complexity and tough competition in 
the market place, business society and 
employers in general are constantly 
demanding high quality educational 
products and services. Just like in other 
specialization areas, GM specialization 
subjects/students should be more 
qualitative and competitive to cope up 
the market demand. No organization 
can perform well without the proper 
help from general administration and 
human resource department. Of course 
these departments demand, and should 
demand, GM specialization pass outs. 
If this is the general market theory, 
why students are not interested in GM 
specialization subjects? It can be assumed 
and generalized that there must be some 
problems/gaps in between market demand 
and supply number and quality.

We know that in the past GM specialization 
pass-outs and faculty members have 
been enjoying a high level of status in the 
organizations. GM instruction committee 
especially at Central Department of 

Management has been enjoying a high 
level of goodwill and status in the society 
because of its extraordinary faculty 
members, demand of its pass-outs in the 
national and international market among 
others. But is this the situation of pass-
outs today? This is the matter of further 
research that must draw our attention. 
Finally, we should rethink about the above 
hard reality, short out root causes (if there 
are any) and deliver the quantity and 
quality that both meets and aims to exceed 
the expectations of its stakeholders.
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Media Governance with Perspective of 
Employees

Dr. Bhoj Raj Aryal

Abstract
Purpose- This paper aims to explore the media governance with perspective of employees 
in selected daily newspapers in Kathmandu Valley.

Design/methodology/approach- The survey is conducted on Kathmandu, Bhaktapur and 
Lalitpur. Like New Road, Baneshwor, Ason, Putalisadak, Nepaltar, Mangal Bazar, Gwarko, 
Thimi, Kamalbinayak and other residential areas of Kathmandu valley. The tabulation 
method  using to support the research.

Findings- With all this scenario media industry is different business than other business. 
It does not only look for money making but without having money it can’t be sustained. 
Revenue from advertisement mainly supports it and employees believe that benefits are not 
only belonging to owner to make them rich. Employees have also right to get an appropriate 
salary to sustain their life.

Research limitations/implications- The study is limited to employees in Daily 
Broadsheet papers in Kathmandu Valley.

Key words- Broadsheets, Employees, recruitment, Allowance, Kathmandu

Paper type- Research paper

Background
The Media industry in Nepal has not so 
long history as it mainly started since 
1990, when the government is encouraged 
and provided investment security in this 
sector. Approximately, 20 bullion rupees 
have been invested in the media industry 
by the private sectors. Now we have 860 

newspapers (annual report 2067, Press 
Council Nepal), more than 300 FM Stations 
and 15 television channels. And it makes 
choices in media to flow our opinion and 
in that media house numbers of people are 
working as mechanism to secure our right 
to information. As in the global context 
print media comes as an elder mass media 
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in Nepal too. Within a century contents 
are expanded and it has been investing 
as an industry. Huge investments are 
there and manpower with different skills 
is working together in the shade of it. 
Today’s organizations, whether they are 
business or development oriented, are 
exceptionally dynamic. Marketing and 
communications are most important 
factors for any business to sustain whether 
big or small. The other dynamic factor is 
employees’ satisfaction and performance.

‘It is most important to know the exact 
position of media houses. Each media 
house should have follow up system 
through they can have a chance to correct 
themselves. Kantipur has 37 % shares in the 
market and second position has secured 
by Gorkhapatra ( 28 %) and third position 
goes to Samacharpatra ( 12 %). Rajdhani 
has shared 9 % only. Kantipur has still 
largest share among others.’ (Aryal, 2004). 
The investment in media has been a major 
step for development. Fair and analytical 
news can help to aware people. The main 
objective of this research is to analyze 
actual condition of employees in terms of 
facilities and their satisfaction and to test 
governance level in media industry.

Statement of Problem
Numbers of paper is increasing rapidly 
in Nepal as registration of news paper 
is not big deal, the important fact is that 
how to sustain in this small market. Some 
questions that need to be considered in the 
context of employees. The followings are 
the research questions: 

How is the employment situation in • 
publication houses?

How is the facilities provided by • 
publication houses?

Objective of Research
The investment on Media is increasing 
continuously. However the employment 
picture has not  found in proper data. 
So the main objective of this study is 
the Media governance with perspective 
of employees in publication houses in 
Kathmandu Valley. However the specific 
objectives are as follows:

To analyze the employment situation • 
in Kathmandu Valley.

To know employees facilities in • 
publication houses.

Area of Research

Publication Houses

We have selected 10 publication houses 
from Kathmandu Valley which publish 
National newspapers. Some of the 
Publication houses of Nepal are: 

Gorkhapatra Sasthan1. 

Kantipur Publicaton2. 

Kamana News Publication3. 

Utsarga Prakashan4. 

APCA House5. 

Nepal Republic Media Pvt. Ltd6. 

TBI Publication7. 

New Business age8. 

APCA House9. 

Nepal Republic Media Pvt. Ltd10. 
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Major Location where the Publication 
sells most :

Kathmandu	

New road, Baneshwor, Ason, o 
Putalisadak, Nepaltar 

Bhaktapur 	

Thimi, Kamalbinayak o 

Lalitpur 	

Mangal Bazar, Gwarko and other o 

core area of Patan 

Limitation of Study

Data were collected in between July to • 
September 2011

Study had been focused in Kathmandu • 
Valley 

Newspapers and publication houses • 
ware sampled which are registered 
in Valley Districts (Kathmandu, 
Bhaktapur & Lalitpur)

Only national broad sheet are selected • 
for study

Research Methods
The following surveys have been done for 
the Research:

Readership Survey• 

News Paper Management Survey• 

Sampling Methods:
‘Research can be defined as the search 
for knowledge, or as any systematic 
investigation, with an open mind, to 

establish novel facts, solve new or existing 
problems, prove new ideas, or develop new 
theories. The primary purposes of basic 
research (as opposed to applied research) are 
documentation, discovery,interpretation, 
or the research and development of 
methods and systems for the advancement 
of human knowledge. Approaches to 
research depend on epistemologies, 
which vary considerably both within 
and between humanities and sciences.’ 
(www.wikipedia.org) This research is 
focused on Kathmandu valley’s districts: 
Kathmandu, Bhaktapur and Lalitpur. The 
data collection area was crowd areas. Like 
New Road, Baneshwor, Ason, Putalisadak, 
Nepaltar, Mangal Bazar, Gwarko, Thimi, 
Kamalbinayak and other residential areas 
of Kathmandu valley. To collect the data 
from readers and publication house we 
used this method with questionnaire. 
Both Primary and secondary data were 
collected.  The research team had visited 
to almost head office of daily newspapers 
at Kathmandu Valley. Some data are 
collected from different organizations and 
books.

Population and Sampling:

Sampling of Newspapers

“There is 3056 newspaper are registered in 
Nepal. Among 3056 only 860 (28.14%) are 
published. In these published newspaper 
163 daily, 5 Bi-weekly, 655 weekly, 37 are 
fortnightly” ( Press Council – 2067).  In 
between these different types of newspaper 
we chose only national daily newspaper 
which are broadsheet and published from 
Kathmandu valley. As a result we sampled 
14 newspapers.
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Table-1 
Publication house in Kathmandu

S. No. Name of Newspaper Publication House Medium Registration

1

2

3

4

5

6

7

8

9

10

11

12

13

14

Gorkhapatra

Himalaya Times

Kantipur

Nepal samacharpatra

Rajdhani

Aanapurnapost

Nayapatrika Rastriya Dainik

Nagarik

Karobar

Arthik Aviyan

The Kathmadupost

The Rising Nepal

The Himalayan Times

Republica

Gorkhapatra Sasthan

Kantipur Publicaton

Kamana News Publication

Utsarga Prakashan

APCA House

Nepal Republic Media Pvt. Ltd

TBI Publication

New Business age

Kantipur

Gorkhapatra Sasthan

APCA House

Nepal Republic Media Pvt. Ltd

Nepali

Nepali

Nepali

Nepali

Nepali

Nepali

Nepali

Nepali

Nepali

Nepali

English

English

English

English

Kathmandu 

Kathmandu

Kathmandu

Kathmandu

Kathmandu

Lalitpur

Kathmandu

Kathmandu

Kathmandu

Kathmandu

Kathmandu

Kathmandu

Kathmandu

Kathmandu

Source: Press Council, Kathmandu, Nepal, 2011

Ten national dailies are published in Nepali language and four in English. Only one 
newspaper Aanapurapost is Registered at Lalitpur District and 13 from Kathmandu. There 
is not any national level daily broadsheet newspaper registered in Bhaktapur District. 

Sample for Readership Survey

This survey is conduct on the bases of 2001 censes of Nepal. As this research is focused 
on Kathmandu Valley, populations are situated as below in three districts. According to 
nature of readership survey among 1,645,064 populations in Kathmandu (2001 Censes).
Only literate population were focused as follows:
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Literacy rate above SLC (Sample Population)

Table -2 Sampling of Population 

S. No. District Population Percentage Selected Sample Number

M F
1. Kathmandu 179,858 75.21% 135 90
2. Lalitpur 42,342 17.70% 32 21
3. Bhaktapur 16,921 7.07 % 13 9
Total Population 239,121 100% 180 120

Source: www.census.gov.np

The above table shows altogether 2, 39, 121 
as final population on the basis of census 
2001 as target group. Due to having some 
limitation altogether 300 populations 
were taken as sample, out of which 180 
were male and 120 were female. Samples 
were also divided in these three districts 
according to its population.225 samples 
were taken  from Kathmandu, 53 from 
Lalitpur and 22 from Bhaktapur. From 
each districts female and male had been 
taken in 2:3 ratio.

Sample by Age

We had lemmatized the sample with the 
age above 18 years and selected population 
randomly. 

Figure – 1, Categories 

Sample in the 50% samples are in between 
the age of 18 to 25. 26% samples from 26 
to 33 and 14.16% samples from 34 to 41. 
It shows equal percentage in 42 to 49 age 
group and 50 above. There 4.66% in these 
age groups.

In this random selection 18 to 25 age group 
seems frontward with 50% coverage. In 
the less number 42 to 49 age group and 50 
above have same sample as 4.66%.

Sample by Profession

Figure-2, Sample by Profession

It shows 27.6% from service sector and 31% 
is student and 18.33% is Entrepreneur. 4% 
from house wife and 7.33% is unemployed 
and remaining. 11.6% engaged in other 
profession.
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Data Presentation

Nepali Print Media

Here we have sampled 14 national daily newspapers from 10 publication houses. 
Publication houses have accepted that day to day publishing news paper is such a 
challenging with the perspective of collecting materials and sustain with strong financial 
background. Most of the publication houses are running more than one newspapers 
which are shown in following table 

Table – 3, Publication Houses and their Publications
S. No. Publication House Sister Publication Remarks

1. Gorkhapatra Sansthan

Gorkhapatra Rastriya Dainik National Daily
The Rising Nepal English National Daily
Madhupark Monthly Magazine
Yuwamanch Monthly Magazine
Muna Child Magazine, Monthly

2.

Kamana News Publication 
P. Ltd.

 

 

Nepal Samachar Patra National Daily

Kamana Entertainment Base Monthly 
Magazine

Sadhana Health Oriented Monthly 
Magazine

3. Utsarga Prakashan P. Ltd.
Rajdhani Rastriya Dainik National Daily
News Front English Weekly 

4. APPCA House
Annapurna Post National Daily
The Himalayan Times English National Daily

5. Naya Patrika Naya Patrika National Daily

6. Nepal Republican Media 
P. Ltd.

Nagarik National Daily
Republica English National Daily
Sukrabar Nepali Weekly

7. TBI Publication P. Ltd. Karobar Economical National Daily

8. New Business Age P. Ltd.
Arthik Aviyan Economical National Daily
The Corporate Weekly 
New Business Age Monthly Magazine

9.  Himalaya Times National Daily

10 Kantipur Publication P. 
Ltd.

Kantipur Rastriya Dainik National Daily
The Kathmandu Post English National Daily
Saptahik Weekly
Nepal  
Nari Monthly Magazine
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These 10 publication houses are publishing 
14 national daily, 3 weekly newspaper, 
1 fortnightly magazine and 7 monthly 
magazines. Four Publication Houses 
are running with two national dailies 
(Nepali and English). Seven out of ten 
publication houses are publishing multiple 
publications. Only Three (Nayapatrika, 
Himalaya Times and TBI Publication) 
Publication Houses are running with 
single national daily. There found majority 
of general content daily news paper in 
Nepal however TBI Publication and New 
Business Age come with economical 
newspapers Karobar and Arthik Aviyan. 

Newspaper Industry Management
Now a day’s newspapers are not only 
belongs to gather and decimation of news. 
There was a time when one man can 
handle overall publication by investing 
little amount. Papers were published with 
an interest of authority. But political and 
social movement transformed the Nepalese 
society and newspaper came over from 
mouth piece. And now it becomes an 
industry of Nepal. There are some points 
which help to justify Newspaper as an 
industry in Nepal: 

1. Investment Pattern

In this research we tried to get detail about 
investment of publication houses. But 
because of their internal policies they are 
not agree to disclose about it. Here is some 
information which are mentions in below: 

Table – 4, Capital of Publication Houses
Publication Houses Current Capital (NC)

Kamana News 
Publication House 25,000,000 

New Business Age 14,267,717 
(Valuation) 

New Media Pvt. Ltd 
/ AAPCA House 100,000,000 

Kamana Prakasan Samuha when 
established in 2041 BS there was an 
investment of NRs. 5000/-. After the silver 
jubilee Kamana News Publication House 
is standing with NRs. 25,000,000. When 
six years back New Business Ages has 
established there was asset of one lakh but 
now it has a property valuation of NRs.14, 
267,717.  And New Media has current 
capital of 100, 000, 000.  It shows cords 
of investment are positioning in print 
media.

2. Manpower With Different Skills

Daily news papers not only provide news 
but it is collective fine product of scattered 
information and business poll for itself. 
Different mechanisms are working 
together to sustain media house. The 
general structure of publication house is 
presented below.

Figure – 5

General Structure of Publication Houses

In this presented chart departments are 
ruled under the Board of Directors. In these 
publication houses scenario there is not 
any fix number of board members. Some 
publication house has one man board 
and some has five members too. With 
this differentiation on BOD Composition 
there are manpower with different skills 
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and capacity. People from the different 
background like accountant, graphic 
designer to technician of printing press, 
marketing executive to administrator 
are working mutual understanding 
to give best product as national daily 
news paper. Publication houses have 

fourth state status world wide. It means 
publication is very sensitive industry and 
has self responsibility to maintain them. 
Unfortunately, most of the publications do 
not formation of proper BOD. As a result 
many unauthorized news created several 
problem before. 

Table – 5, Employees of Publication Houses
S. No. Publication Houses Number of Employees

1 Gorkhapatra Sansthan 740

2 Kamana News Publication P. Ltd. 444

3 Utsarga Prakashan P. Ltd. 421

4 APPCA House 191

5 Naya Patrika 207

6 Nepal Republican Media P. Ltd. 656

7 TBI Publication P. Ltd. 157

8 New Business Age P. Ltd. 128

9 Himalaya Times 179

10 Kantipur Publication P. Ltd. 1100

Total 4223

Source: Direct Field Survey, 2011

Gorkhapatra Sansthan has been formed 
under Public Enterprises Acts under the 
Government of Nepal and providing 740 
employments. It has different department 
with its own building. It has 100 years 
history. Before 1990, it was only national 
daily. From Private sectors Kantipur 
Publication has 1100 employees and has 
20 years of its publication. And Nepal 
Republication Media P. Ltd is the 2nd 
biggest employment creation organization 
has 656 employees and has 3 years of its 
publication. Kamana News Publication 
has 444 employees and it has 3 decades 

of its publication. Utsarga Prakashan has 
421 employees and has one decade of 
its publication. APCA house has foreign 
investment and has 191 employees and it 
has one decade history. Naya Patrika has 
207 employees and has one decade history. 
New Business Age and TBI Publication are 
economic daily and providing 128 and 157 
employments subsequently.  These data 
shows that a single publication is creating 
opportunities for hundreds of people 
and grabbing the attraction of younger 
generation for their career prospect. Here 
we conclude that Kantipur has created 
more jobs than other publications.
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Table-6
Other facilities provided by the Broadsheet in Kathmandu Valley

 Publications Bonus Allowance Insurance
Kamana News 
Publications No Transportation and 

Communication
Only for Technical 
Department

New Business Age Dashain Yes Medical and Accident

APPCA House 1 Month yearly Travel, Communication 
and Dashain  

Naya Patrika Dashain Over Time No
Gorkhapatra Sansthan Dashain Yes  

TBI Publications Dashain Transportation and 
Communication Yes

Nepal Republic Media Yes Yes Insurance with 
Department Family

Utsarga Prakashan  No  No No

Himalaya Times  certain  yes  Certain employees 
only

Kantipur Publication  yes  yes  yes

Source: Different Head office of  Publication Houses.

Most of the publication houses declared 
that they provide bonus in the occasion 
of Dashain festivals. Kamana Prakashan 
and Utsarga Publication do not provide 
bonus anymore. All media houses have 
provided communication and travel or 
transportation allowances. Naya Patrika 
daily has different allowance system 
like overtime duty. Regarding training, 
almost media houses are very conscious. 
But owners thought have still traditional. 
Most of publications have semi skilled 
manpower. Training can value add and 
could provide motivation to employees 
too. 

In the case of the insurance there is 
different opinion towards it. Even 
working in the media especially as being 
a journalist is risky job there is not facility 
of insurance for all. Only TBI Publication 
and Nepal Republic Media are providing 
facility of insurance for their employee. 
Naya Patrika does not have any facility 
of it and Kamana News Publication 

provides it only for technical department. 
New Business Age has proving insurance 
facility in some cases like accidental and 
medical problems. In case of holiday all 
media houses have managed once a week 
holiday. Beside it some casual and sick 
leaves are provided by few publications 
only.

For any employees having these all 
facilities may give satisfactions towards a 
job but most important thing is the salary 
that how much they are earning and 
regularity of it. Five publication houses 
have claimed that provide their salary on 
time. New Business Age said that depends 
on market and some days might be push 
back. Kamana News Publication accepted 
that having a poor economical condition 
they could not be distribute salary on time. 
Recently Nepal Government has declared 
that NRs 20,000 salary for the journalist 
of big media houses. And for other media 
houses has to provide minimum Rs7200. 
These are net salary excluding allowances. 
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Most of the media has not been followed 
yet. Now we have to wait and watch that 
is it can be implacable in a real sense?  
Because, the issue has been raised since 
two decades. And media owner and 
employees has conflict on it. We can take 
example, Utsarga Prakhasn is an example 
of it where employees do wall paint for 
their rights.

Conclusion
Media industry in Nepal still has not set up. 
Advertisement and media industry are the 
two types of same coin. Last two decades 
had became invest decade of Media sector 
in Nepal unfortunately the advertising 
volume has not developed as expected. 
The bitter reality is financial crunch in 
media industry. Even in regulatory body 
were not conscious those days. Investment 
is one part and sustainability is another 
part. Due to lack of proper financial 
management the media industry has not 
been professionalized as expected.

In case of employment side, 4223 are getting 
direct employment and probably other 
5000 has getting indirect employment too. 
Motivation parts like salary, allowances 
and trainings are most essential factors to 
motivate employees. Kantipur Publication 
has providing salary and other facilities on 
time but most of other publications have 
always in financial crunch. Office structure 
shows the reflection of that organization. 
Most of the publication is in rented house, 
not well equipped infrastructure. Media 
owner has still traditional thinking to run 

organization. So there is high turn-over in 
publication house. Still educated person 
has become least preferred area. Media 
industry is very sensitive and counted as 
respective industry in other countries.  So 
before registration, government concern 
dept has to develop eligibility criteria. 
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Employment Creation Potentiality of 
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Abstract

This paper examines the employment creation potentiality of Nepalese cooperative societies. 
It attempts to investigate the ways through which cooperatives can act as agents towards 
the creation of employment. The paper is a descriptive in nature, which uses the secondary 
source of data for assessing the possible role of cooperative societies in employment creation. 
Following the theoretical propositions, the nature, types and membership of cooperatives 
were used to evaluate the employment potentiality of cooperatives. Though the diversified 
nature  and large number cooperatives indicate that cooperatives in Nepal are popular 
among the people though they were not distributed symmetrically in all development 
regions, it, especially could not focus the Mid Western Development Region as compare to 
other regions. However, the analysis of numerical facts helps to conclude that cooperatives 
in Nepal are capable to generate employment to the people of different sectors by their own 
effort, and it can be assumed that cooperatives can play an increasingly important role in 
facilitating job creation, economic growth and social development in Nepal. However, the 
paper concludes that cooperatives must improve their ability to serve members, and thereby 
to be an economically viable, effective and efficient, innovative and competitive, with the full 
support of government.

*Dr. Katuwal is a Reader at Faculty of Management, TU, Post Graduate Campus, Biratnagar,  
Email: shyam_katuwal@yahoo.com/ skatuwal@bcn.com.np

I. Introduction
Cooperative societies constitute a 
significant human and economic reality 
in present globalized economy. Literally, 
the word ‘co-operative’ is derived from 
the Latin word ‘Cooperari’ that means 
working together with others. Cooperative 
societies can be defined as enterprises 
that share the following characteristics: 
1) Ownership is not determined solely 
by investment in shares; the owners also 
have a relationship with the enterprise 

as employees, suppliers, or customers; 
2) Voting rights are shared equally 
amongst members (Jones and Kalmi, 
2009). These peculiar characteristics 
clearly differentiate between the nature 
of cooperative societies and other types of 
organizations. Specifically, “A cooperative 
is an autonomous association of persons 
united voluntarily to meet their common 
economic, social and cultural needs and 
aspirations through a jointly owned and 
democratically controlled enterprise 
(ICA, 1995). A cooperative society is an 
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association of persons who have voluntarily 
joined together to achieve a common end 
through the formation of a democratically 
controlled organization, making equitable 
contributions to the capital required and 
accepting a fair share of the risks and 
benefits of the undertaking, in which the 
members actively participate (ILO, 1966). 

II. Objectives
The objective of this article was to 
evaluate the employment creation 
potentials of Nepalese cooperatives. For 
this, the strength of cooperatives was 
evaluated according to their number, 
number of people involved and density of 
cooperatives. 

III. Rationale
The role of cooperatives in employment 
creation has not yet been discussed 
much among the employment planners, 
cooperative promotion agencies, social 
partners and donors in Nepal. The present 
work differs from the existing studies in 
two respects. Firstly, we use cooperative 
employment potentiality as an analysis 
variable. Previous literature has calculated 
the importance of the cooperative sector 
through the number of cooperative 
societies established and people engaged 
therein. However, cooperative density 
is more appropriate than the number 
of cooperatives and persons engaged 
in order to evaluate the contribution of 
cooperatives to a microeconomic variable 
like employment. 

IV. Cooperatives In Literature
Discussion on cooperative differs from the 
existing literature in two respects. Firstly, 

we use number of persons engaged 
in cooperative movement along with 
the growth of cooperatives. Previous 
literature has calculated the importance 
of the cooperative sector through the 
number of the established cooperative 
societies only (Staber, 1993; Podivinski 
and Stewart, 2006). But, employment 
is an important element of the utility 
generated by cooperatives (Vanek, 1969) 
since employment is recognized as one 
of the main contributions of cooperative 
societies to the economy. 

Levin (1984: 22-23) points out that 
“the objective function of the producer 
cooperative is to maximize employment 
and perhaps employment stability... 
[since they] seem to have a far greater 
preoccupation with employment than with 
the economic returns of their members”. 

The relation between number of 
cooperatives and person engaged is also 
observed at macroeconomic level, where 
the focus is mainly on the influence of 
the business cycle on cooperatives, and 
vice versa. In the field of employment, 
Kahana and Nitzan (1989) show that the 
employment level in cooperative societies 
is positively related to the business cycle. 
However, most articles in this field use the 
number of new and established cooperative 
societies as a proxy of cooperative sector 
evolution (Ben-Ner, 1987, 1988; Staber, 
1993; Perotin, 2006; Podivinsky and 
Stewart, 2006). 

V. Scenario Of Cooperative 
Movement In Nepal

Though the essence  of cooperative  can 
be observed  in the form  of Guthi, Parma, 



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

21

Dhikuri, Dharmabhakari , organised 
institutional  effort  of cooperative  
movement started only in 2010 BS 
when then government established the 
Department of Co-operative with a view 
to uplift the socio-economic and cultural 
status of the rural people through the 
means of cooperative. In the initial phase, 
13 credit cooperative societies established 
in 2013 B.S had obtained full legal status 
after the enactment of Cooperative 
Societies Act 2016B.S. Later on, with the 
popularity of cooperatives, the cooperative 
movement of Nepal has became a part and 
parcel of Nepalese society when then Co-
operative Societies Act was turned into the 
present Co-operative Act 1992 with the 
many folds of amendments along with the 
restoration of democracy in the country. It 
is estimated that cooperatives have been 
providing direct employment to more 
than 50000 and indirect employment to 
500000 people through 22646 societies by 
April 13, 2011 in Nepal (MOF, 2011). 

Whatsoever, cooperative movement 
became successful to make people 
aware about the benefit of cooperation, 
association and group involvement. 
Another credit to Nepalese cooperative is 
to empower women and weaker section 
of the society. The data presented in the 
Table 1 clearly specifies that Nepalese 
cooperatives get success to unite 2963114 
people in various socio-economic activities. 
Cooperative is only the popular sector of 
economy, in which, such a large number 
of people are engaged and work together. 
Female participation in socio-economic 
activities in the name of cooperative is 
also encouraging. Out of the total person 
engaged in cooperative movement, the 
share of female is of 40.5 present. The 

huge involvement of citizen and especially 
the female in the movement may help 
the country to make it politically peace, 
economically sound and culturally unite, 
if it is managed and regularized according 
to the internationally recognized guiding 
principles and values of cooperatives. The 
guiding principles of cooperatives adopted 
in 1995, at Manchester World Congress of 
ICA are (ICA, 1995) are:

 Voluntary and open membership; (i) 

Democratic member control; (ii) 

Member economic participation;(iii) 

Autonomy and independence; (iv) 

Education, training and information; (v) 

Cooperation among cooperatives; (vi) 
and

Concern for community(vii) 

The operational values adopted by 
the cooperatives are self-help, self-
administration, equality, equity, 
democracy, and solidarity. Members of 
cooperatives respect ethical norms like 
honesty, openness, social responsibility 
and caring for others (www.ica.coop/
coop/principles.html).

VI. Statistical Existence
Based on the literatures, we analyze 
whether an increase in the number of 
cooperatives will cause an increase in 
the persons engaged in cooperative. This 
kind of analysis help to know whether 
cooperative became success to involve 
more people in the movement. The data 
in the Table 1 and Table 2 indicate the 
existence of cooperative in statistics. 
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Table 1: Number of cooperatives operating in Nepal by 13 April 2011
S.N. Nature Number Percent Members

Agricultural and allies Male Female Total
1 Agriculture 3144 13.88 136072 128903 264975
2 Dairy 1748 7.72 61307 27979 89286
3 Veg. & Fruits 161 0.71 6082 3981 10063
4 Herbal 73 0.32 1571 983 2554
5 Tea 104 0.46 1096 2105 3201
6 Coffee 67 0.30 94937 1442 96379
7 Bee Keeping 51 0.23 848 524 1372

Total 5348 23.62 301913 165917 467830
Non-agricultural

8 Saving & 
Credit 10558 46.62 832608 573413 1406021

9 Health 61 0.27 1743 4867 6610
10 Multi 

-purposes 4096 18.09 518507 380330 898837
11 Consumers 1379 6.09 31390 18819 50209
12 Electricity 371 1.64 48411 10418 58829
13 Misc. 833 3.68 28804 45974 74778

Total 17298 76.38 1461463 1033821 2495284
Grand Total 22646 100.00 1763376 1199738 2963114

Source: http://www.nepali.deoc.gov.np  Assessed on July 7, 2011, MOF (2011) MOF (2011)

The data in the Table 1 clearly specify that the 
cooperative established in agriculture is quite 
low as compared to population engaged in 
this sector. The cooperatives operating in the 
agricultural sector is only 23.62, which is just 
half of the cooperatives working in the field 
of saving and credit. This kind of data clearly 
indicates that how it becomes possible to 
sustain cooperative until and unless they   
could not generating direct employment. 
Therefore, it is necessary to uplift the direct 
employment generating cooperatives (i.e. 
in agriculture sector) to increase the living 
standard of people and increase their level of 
income for investment. 

VII. Cooperative Density: A 
Measure of the Popularity 

Changes in market conditions and 
competitive environment in the world 
economy have caused organizations to 
restructure their sales, marketing and 
strategic activities to manage the shifting 
economic conditions better (Bijman 
and et al, 2000). Cooperatives should 
also be popular even in the changed 
environment.  Popularity of cooperative 
among the people can be measured by 
the means of cooperative density. It also 
measures the strength of cooperative in 
terms of membership. The cooperative 
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density is expressed as the percentage of cooperative members in the total population 
(Schwettmann, 1997). The data in the Table 2 reveals the cooperative density.

Table 2: Cooperative Density by Development Regions in Nepal  

Development 
regions

Population  
(in thousands)

Cooperative 
members* (in 

thousands)

Population 
Cooperative 

Density 

Household+ 

( in 
thousand)

Household 
Cooperative 

Density 
EDR 5439 363 6.7 1128 32.7
CDR 8106 886 10.9 1664 53.6
WDR 4419 500 11.3 960 55.4
MWDR 3324 206 6.2 644 30.4
FWDR 2255 183 8.1 428 39.8
Total 23544 2138 9.1 4825 44.5

Source: +CBS (2009) & * DOC (2067 BS)

Due to lack of complete statistics on 
cooperative movements, the data of 
previous years (2010) was used to calculate 
the cooperative density. Therefore, 
comparison of cooperative members 
presented in Table 1 and Table 2 do not 
match each other. Similarly, as the figure 
was rounded in thousand, the total figure 
does not equal with its individual figures. 

Based on the population size, the average 
“cooperative density” in Nepal is 9.1 
percent. That means the cooperative 
is popular among the 9 percent of 
population. It indicates one person in 
every 11 people in Nepal is engaged in 
cooperative movement. Comparatively, 
the cooperative density is highest in the 
Western Development Region, lowest in 
the Mid Western Development region, and 
second lowest in the Eastern Development 
Region. This kind of distribution density 
of cooperatives in comparison to the 
population of the region clearly indicates 
that the cooperatives could be reached to 
the approach of people who are already in 
miserable situation in term of employment 
and income distribution. It is true in the 
sense of the Human Development Index. 
From the prospective of HDI, the level 

of people in Mid Western Development 
Region is comparatively low than the 
people of Central Development Region 
and Western Development Region.    

However, the cooperative density exceeds 
44% of the total population assuming that 
an average household size is 4.9 in Nepal 
and only one member per household 
represents the cooperative. The figure is 
highest than cooperative density of African 
countries shown in the study report of 
Schwettmann (1997: 6). The cooperative 
movement in Nepal is, therefore, an 
important element in the societies and 
national economies, though it has its own 
shortcomings and weaknesses.

VIII. Employment Creation 
Potentiality Of Cooperatives 

As not all cooperatives succeed as 
business enterprises, it is wrong to 
say that cooperatives are only the 
means of employment promotion and 
solution to unemployment problem. 
Nevertheless, there is convincing 
evidence that cooperatives are means of 
employment instead of unemployment, 



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

24

acceptable working conditions instead of 
exploitation, security instead of constant 
threat of dismissal for millions of persons 
(ICA Statement of 1994). Thus, though 
not all cooperative, due to their nature, 
are capable to create direct employment, 
they have the potentiality of providing 
economic services to their members and 
creating indirect employment to the 
society due to their operational values and 
principles. 

In fact, “cooperative enterprises provide 
the organizational means whereby a 
significant proportion of humanity is able 
to take into its own the tasks of creating 
productive employment, overcoming 
poverty and achieving social integration” 
(UN, 1984). Theoretically, cooperatives can 
create employment in five different ways 
(Schwettmann, 1997: 7). They are: 

 As a common workplace(i) 

 As employers(ii) 

 Enabling self employment(iii) 

 Inducing for  wage employment jobs(iv) 

Spillover effects(v) 

It is very difficult to narrate the employment 
effect of cooperative in Nepal due to lack 
of appropriate data. Thus, the present 
study attempts to relate how far Nepalese 
cooperatives have the potentialities 
creating employment, based on their 
nature of formation. The following section 
deals on this fact: 

(i) As a common workplace: Principally, 
people of common interests and objectives 
join in the form of cooperative with the basic 
motto of self-service and self-employment. 
Thus, when cooperative members work 
together they do for them first and create 

employment for themselves. Typical 
examples in Nepal are agricultural, 
vegetable and fruits, herbs, tea, coffee, 
dairy and beekeeping cooperatives. 
Numerically, such cooperatives occupy 
about one-fourth (23.62 percent) of the 
total cooperatives in Nepal engaging 
467830 persons in this sector by 13 April 
2011 (Table 1). 

(ii) As employers: The client-owned 
cooperatives (i.e. consumer cooperatives) 
create employment to own members 
and general people in the community. 
Example is cooperative banks or other 
consumer cooperatives. They employ 
salaried staff like storekeepers, cashiers 
and shop attendants, who are not 
necessarily cooperative members. In a 
client-owned cooperative, members run 
individual enterprises and/or households 
and use the jointly owned cooperative 
society to obtain goods and services that 
are necessary for their production unit or 
household. In a workers' cooperative, the 
individual members are both workers and 
employers of the jointly owned cooperative 
enterprise. Such employment effects are 
often enhanced through diversification, i.e. 
when cooperatives diversify into activities 
outside their core business (Schwettmann, 
1997: 7). In Nepal, the number of such 
cooperatives is 1379 with 50209 members 
count.

(iii) Promoting or enabling self-
employment: Generally, client-owned 
cooperative are formed to provide 
self-employment. The client-owned 
cooperatives, at first, prefer jobs to the 
cooperative member or to the family of 
the cooperative members to strengthen 
the cooperative business. The peculiar 
example of this kind of cooperative is 
agricultural cooperatives, which has been 
engaging 4.6 million people in Nepal.  
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(iv) Cooperatives inducing wage 
employment: Cooperatives supporting 
agencies like governmental cooperative 
departments, training institutions and 
other supporting units established 
in government and private sectors 
create jobs in their institutions. The 
personnel working in the Department 
of Cooperatives, National Cooperative 
Federations of Nepal etc are the example 
of this kind in Nepal. 

(v) Spillover effects: Cooperative runs 
different business and creates jobs in those 
business houses. Examples are cooperative 
market, cooperative banks etc. In Nepal, 
the cooperatives working in the field of 
saving and credit are the good example 
of spillover effecting cooperatives, 
which occupies 46.6 percent part of the 
cooperative movement engaging more 
than 14 million people in this movement.

IX. CONCLUSION AND POLICY 
IMPLICATIONS

From the analysis of membership data, we 
can say that cooperatives are very much 
successful to unite people in the movement 
with a view to uplift their socio-economic 
status through their mutual effort. Though 
the diversified distribution of cooperative 
and large number cooperatives indicate 
that cooperatives in Nepal are popular 
among the people, they could not reached 
to the approach of people in backward 
areas. By the numerical analysis, we can 
conclude that cooperatives are capable 
to generate employment to the people 
of different sectors by their own efforts. 
Hence, it is that cooperatives could 
play a very important role in the field of 
employment creation if they have been 
managed and regularized properly.

However, regardless of its membership, 
operating a cooperative requires 
considerable time, energy, commitment, 
and technical resources. Impartially 
and recognition of a common need 
is fundamental to the formation and 
successful operation of a cooperative. In 
order to achieve their purposes, members 
of the cooperatives should recognize local 
problems and attempt to solve locally 
rather than waiting for the support of 
government. To be effective and successful, 
cooperatives must improve ability to serve 
its members and remain an economically 
viable, innovative and competitive 
enterprise.

Yet, the support of government is 
essential in policy and legal matter. The 
government has to encourage local people 
to form such cooperatives that could use 
the local resources (human and non-
human resources). Cooperatives have to 
be facilitated by providing concession in 
income tax, excise and custom duty until 
and unless they grow as other forms of 
business enterprises. Government has to 
support to improve access of cooperatives 
to finance for disadvantaged groups, 
and to promote the formalization of the 
informal economy. Government can 
contribute significantly to improve the 
performance of cooperatives by facilitating 
access of cooperatives to support services, 
particularly support for the development 
of human resource of the cooperative 
movement.  
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Performance Evaluation of Bhaktapur 
Brick Factory: A Case study
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Abstract 
The study was conducted to evaluate the performance of Bhaktapur Brick Factory by pre 
and post Facto Analysis by taking different variables and indicators from the secondary 
data. The study period covered is 10 years within which the analysis of the performance is 
conducted during different periods of pre and post privatization as well as after take over by 
the government. The result of the study indicated the deteriorated position of BBF even after 
it was leased indicating only the change in ownership does not improve the performance of 
any factory or industry.

* Dr. Chitrakar is Associated Professor at Public Youth Campus, Tribhuvan University. She can be reached 
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1. Introduction
Most of the state owned enterprises in 
the world are established after the Second 
World War for the welfare of the general 
public in terms of quality goods and 
services. But their performance seemed 
to have deteriorated day by day. Most 
of them became the source of drain to 
the government budget. To avoid such 
losses, Great Britain started a large scale 
privatization since the year 1979 (AD) 
when Margaret Thatcher became the prime 
minister. After that the act of privatizing 
spread all over the world and got much 
more popularity and pursued by many 
countries as a economic policy for economic 
liberalization. Nepal is also affected by this 
policy as its public enterprises were also 
suffering from operating losses day by 
day and the trend was increasing. In the 
year 0 59/060, it reached to Rs. 161 crore 44 
lakh [Economic Survey, 2003/04 (AD)]. The 
balance of payment was still deficit which 

reached to Rs 19.12 billion only in the first 
eight month of the previous year. Out 
of total fully owned or partial 36 public 
enterprises, 14 were operating in losses in 
fiscal year 2009/10 (AD) while net worth of 
a number of such enterprises is running in 
negative. The rise in already a large amount 
of unfunded liability created economic 
burden to those enterprises (Economic 
Survey-I, 2010/11)

2. Review of the Literature
In terms of development, Nepal is one of 
the least developed countries of the world. 
The major economic activity is agriculture 
and the rest includes manufacturing, trade 
and commerce and services. In general, 
Nepalese economy is characterized by 
slow growth, mass poverty and large 
scale deprivation. The development 
efforts have been initiated in many sectors 
of the economy, the results have not been 
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encouraging. Thus it is essential to have 
clear vision of future destination which 
would encourage utilization of potentials 
competitively like hydro-power, telecom, 
agro-industry, tourism and other sectors 
(Bajracharya, 1996).

In Nepal, the real privatization was started 
only after the restoration of democracy 
in 1992 when three public enterprises 
namely Bansbari Leather and Shoe Factory, 
Harisiddhi Brick and Tile Factory and 
Bhrikuti Paper Mill were privatized. Before 
this effort, two small enterprises namely 
Chandeswari Textile Factory and Nepal 
Cheuri Ghee Plant were also privatized 
during the Sixth Five Year Plan 1980/1985). 
Now all together twenty six state owned 
enterprises have been privatized including 
Bhaktapur Brick Factory. The mode 
of privation used in this factory was 
management contract and lease. 

The impact studies are needed in order to 
safeguard the interest of all stakeholders. 
But the impact study itself suffers from the 
methodological constraints or variances. 
Different writers use different variables for 
their impact studies. For example, In the 
same way Boardman and Vining (1989) 
made a study on mining and manufacturing 
companies using the sales per employee 
and per employee assets by controlling 
regularity / competitive environment 
in which each firm operates. But, Galal, 
Tandon and Vogelsang (1994) conducted 
ex post facto study by presenting factors 
in a hypothetical model indicating what 
would have happened if not privatized. 
The gains and losses were differentiated 
as attributable and not attributable to 
privatization.

Another methodology used for the study by 
United Nations (1995) entitled ‘Comparative 

Experience with privatization’ was based 
on the lessons learned and insights 
gained from a wide diversity of country 
background and privatization experiences. 
Next type of methodology is that adopted 
by Anderson, Pohl, and Djankov (1996) 
where economic analysis and restructuring 
was also measured in terms of total factor 
productivity increase. The study of ‘Czech 
Republic’s Mass Privatization Scheme’ 
conducted by Claessens, Djankov and 
Pohl (1997) again was different from above 
methodologies where they took various 
indicators of ownership concentration to 
the valuation and profitability of a cross 
section of 706 firms using the ratio of 
market value to the replacement value of 
the firms. But, Guislan (1997) made a study 
based not on any review or comparison of 
the privatization related laws but on the 
actual experiences of many countries, the 
problems encountered and the solution 
applied the good ones as well as the not so 
good ones.

ILO (1999) made a study of five countries 
Sri-Lanka, Pakistan, Bangladesh, India 
and Nepal organizing tripartite Meeting 
organized in Kathmandu discussing the 
results of each country’s privatization. The 
methodology adopted was the ‘case-by-
case study’.

Gupta (1999) study concerned mainly with 
theoretical aspects of concepts, techniques, 
causes and consequences, pros and cons, 
retrospect and prospects, implicit and 
explicit aspect of privatization and method 
applied was the detail survey and scrutiny 
of the varied literature on privatization as 
well as the case studies.

Relating to Nepalese context, a study 
by MOF (1999) entitled ‘Monitoring 
Privatized Enterprises’ has ascertained the 
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current states of the privatized enterprises 
in terms of major indicators like total 
expenditure, production, sales, capacity 
utilization, price, employment, export, 
borrowings, tax, profit or loss.

Rajkarnikar and Adhikari (2000) conducted 
a study entitled Privatization: Expectation 
and Realities’ by using extensive literature 
review and survey.

K.C. (2000) conducted a study basically 
using survey of different stakeholders 
reviewing the overall performance of 
public enterprises in Nepal. The impact 
study was also carried out comparing the 
performance in totality. The variables used 
for the study were capital investment, 
production, sales, profit, productivity, 
capacity utilization, market expansion 
etc. which were taken as the micro-level 
indicators but in the macro-level indicators, 
financial subsidy, ownership distribution, 
price effect and employment effects were 
taken into consideration.

Business Age-I (2002) used an opinion 
poll of country’s business executives as a 
methodology for the study on privatization 
the findings of which did not agree with 
the claim of success made by Ministry of 
Finance.

Shrestha (2004) used production, 
employment and productivity as indicators 
emphasizing more on capacity utilization 
showing the relationship among the 
various measures of liquidity, leverage, 
turnover and profitability position of 
privatized enterprises before and after 
privatization.

From the above, it is known that different 
methodologies were used by different 
analysts for their impact studies. Most 

important therefore is whether the 
economy has improved or worsened as 
a result of privatization. For this too the 
subsidiary questions about variables to 
assess the impact of privatization, true 
changes brought by privatization, ranking 
and valuation of these changes have 
become themselves as methodological 
issues. Here, it is tried to assess the overall 
performance achievement through ex post 
facto comparison by selecting different 
variables like capacity utilization, assets 
turnover ratio, sales production ratio, 
profitability ratio, productivity etc. This 
process is expected to provide useful result 
in the assessment of privatization process.

3. The Research
Nepal continuously suffered from a deficit 
in the national budget and balance of 
payment. One of the major reasons behind 
this was the inefficient performance of the 
public enterprises which were supposed 
to develop the infrastructure and socio-
economic development. Losses to 
government were increasing year by year. 
It made government compulsion as well 
as necessity for the privatization of the 
public enterprises. Therefore, like other 
countries the government of Nepal also 
brought a privatization program in 1992 
(AD), as an integral part of liberalization & 
globalization as well as an economy policy 
for an open market. The objective of the 
privatization must be that the economy as 
a whole will attain productive as well as 
allocate efficiency as a result of ownership 
transfer and operation of competitive 
market. But such result is lacking in most 
of the privatized public enterprises. With 
this caveats in mind this study aims to 
evaluate performance and impact of 
privatization of Bhaktapur Brick Factory. 
Therefore questions may arise what will 
be the real situation of the privatized 
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public enterprises?  Does it help to increase 
the efficiency of the organizations? The 
present study is directed toward searching 
answers to the above questions by selecting 
BBF as a case for the study. BBF is only one 
factory which was privatized two times. 
So, it seems most appropriate to study 
the case of BBF by setting the objectives 
of evaluating the performance and the 
impact of privatization on Bhaktapur 
Brick Factory.

The study covered only 10 years up to fiscal 
year 058/059 to observe the performance of 
Bhaktapur Brick Factory before and after 
management lease as well as after take 
over by the government. The data for the 
FY 057/058 were deduced from provisional 
balance sheet and profit & loss account.

4. The Study Method
This was conducted in 2007 using Ex-
Post Facto analysis by taking ten years 
period as the basis for the study. The 
data used were the secondary data which 
were collected from different sources 
like Auditor General’s office, Privatized 
Enterprises itself, Ministry of Finance, 

National Planning Commission. The 
data were processed & tabulated by 
taking different variables and developing 
different indicators like sales productions 
ratio, assets turnover ratio, profitability 
in relation to sales, net worth investment 
as well as productivity in terms of unit & 
income.

4.1 Bhaktapur Brick Factory Ltd.

Bhaktapur Brick Factory (BBF) was 
established in BS 2032 Poush under 
Company Act 2021 according to an 
agreement between Government of Nepal 
and Republic of China with an authorized 
capital of 40 million rupees, issued 
capital of 35 million and paid up capital 
of 31,428 million rupees. The production 
capacity of the factory was 20 million 
bricks per year. But from the fiscal year 
043/044 it has reduced its capacity to 15 
million bricks per year. It was privatized 
through management lease for 10 years in 
16th Kartik 056 with lease amount of 20.3 
million rupees. After 18 months (From 16th 
Kartik 054 to 12th Aswin 2056) the factory 
was again taken over by the government. 
Now it was again privatized.

4.2 Key Observations

4.2.1 Production and Sales

Table 1
 Change in production of BBF  in ‘000 bricks

Before management lease During management lease After take over

Year Production
in unit

% 
Change Year Production

in unit
% 

Change Year Production
in unit 100 % Change

048/049 15011 0 053/054 11705 - 22.1 056/057 9521 - 12.5
049/050 12474 -16.9 054/055 10875 - 7.1 057/058 5997 - 37.0
050/051 12046 -3.4 055/056 NA NA
051/052 8432 - 30.0
052/053 15016 78.1
Average percentage 
Change  = 5.6%

Average percentage 
Change =    - 14.6

Average percentage 
Change = - 24.7%
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The production of BBF fluctuated before management lease period with a declining trend 
up to 051-052 and recording a significant increase in the year 052-053. However, after the 
factory was leased, the production volume declined as compared to 052-053. It was again 
declined significantly after take over by the government.

Table 2
 Change in sales of BBF  (in ‘000 bricks)

Before Management Lease During Management Lease After Take Over

Year Sales 
in unit

% 
Change Year Sales 

in unit
% 

Change Year
Sales in 

unit
% Change

048/049 16700 0 053/054 11907 -3.2 056/057 10657 -10.9
049/050 8900 -46.7 054/055 11958 0.4 057/058 10621 -0.3
050/051 8400 -5.6 055/056 NA NA
051/052 8600 2.4

Average percentage Change= 
-1.4%

Average percentage change= 
-5.6%052/053 12300 43.0

Average percentage change= 
- 1.4%

The sales of BBF fluctuated in both pre and post privatization or lease period remaining the 
same average percentage of -1.4 percent in both the period. This average trend could not 
be maintained and deteriorated to -5.6 percent after take over by the government showing 
worse sales performance. Thus privatization did not help in increasing the sales.

4.2.2 Resource Utilization

4.2.2.1 Capacity Utilization

Table 3
Capacity Utilization of BBF

Before Management 
Lease During Management Lease After Take Over

Year Capacity 
Utilization Year Capacity 

Utilization Year Capacity Utilization

048/049 75.1% 053/054 58.5% 056/057 47.6%
049/050 62.4% 054/055 54.4% 057/058 30.0%
050/051 60.2% 055/056 54.8%
051/052 42.2%

Average capacity utilization
=55.9%

Average capacity utilization
=38.8%

052/053 75.1%
Average capacity 
utilization
=63.0%

The average capacity utilization before lease was 63.0 percent. But this average capacity 
utilization further decreased to 55.9 percent during the management lease period. Actually 
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the situation turned to worse with an average capacity utilization of 38.8 percent during 
the government operation.

Table 4
Sales Production Ratio of BBF

Before Management Lease During Management Lease After Take Over 

Years Sales Production 
Ratio Years Sales Production 

Ratio Years
Sales Production 

Ratio
048/049 1.1 053/054 1.0 056/057 1. 1

049/050 0.7 054/055 1.1 057/058 1.8

050/051 0.7 055/056 NA

Average sales production 
ratio = 1.5

051/052 1.0
Average sales production 

ratio =1.1052/053 0.8
Average sales production 
ratio      = 0.9

There was fluctuation in the sales production ratio of BBF. The sales production ratio 
of 0.9 which continued to increase during the management lease period too. It further 
increased to 1.5 during the government ownership.

Table 5
Assets Turnover Ratio of BBF

Before Management Lease During Management 
Lease After Take Over

Year Assets Turnover 
Ratio Year Assets Turnover 

Ratio Year Assets Turnover 
Ratio

048/049 1.2 053/054 0.7 056/057 1.0

049/050 0.7 054/055 1.2 057/058 1.6

050/051 0.5 055/056 1.0

Average assets turnover ratio 
= 1.3

051/052 0.6
Average assets turnover 
ratio = 1.0

052/053 0.7
Average assets turnover 

aatio = 0.7

The assets turnover ratio of the factory was fluctuating during pre-privatization period. 
After that it was followed by increasing trend. The average turnover ratios were 0.7, 1.0 
and 1.3 during pre privation, lease and government operation indicating improvement 
in performance to some extent. However the ratio increased during the government 
operation too. This shows that assets utilization continued to improve.
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4.2.2.2 Profitability

Table 6
 Trend of Profitability of BBF  (in Rs ‘000)

Before Privatization During Management Lease After Take Over

Year Profit Percentage 
Change Year Profit Percentage 

Change Year Profit Percentage 
Change

048/049 1809 0 053/054 -12254 -91.1 056/057 -7441 -2.2
049/050 - 456 0.8 054/055 -172 +1.0 057/058 -9099 +0.2
050/051 -2692 + 5.0 055/056 2332 +12.6

Average of percentage = - 22.3
051/052 -11084 +3.0

Average of percentage = - 56.4052/053 133 +1.0

Average of percentage= - 47.9

The profitability of the factory was almost negative during all three period under study 
except in the year 048/049, 052/053 and 055/056. After privatization the highest volume 
of loss of Rs 12,254 thousand was incurred in the year 053/054 and it came down to Rs 
172 thousand in the year 054/055.The factory improved its performance and was able to 
earn profit of Rs 2,332 thousand in the year 055/056.When the factory was retaken by the 
government, the loss continued resulting at Rs 9,099 thousand in the year 057/058.

Table 7
Return on Net Worth of BBF

Before Management Lease During Management Lease After Take Over
Year Net Worth Ratio Year Net Worth Ratio Year Net Worth Ratio

048/049 10.3% 053/054 -135.9% 056/057 -182.6%
049/050 -2.7% 054/055 -100.0% 057/058 -3499.6%
050/051 -19.0% 055/056 108.0%

Average net worth  
ratio  = - 1841.1 %

051/052 -355.8%
Average net worth  
ratio = - 42 .6 %

052/053 4.11%
Average net worth  

ratio = -72.6 %

Table 8
Return on Sales of BBF

Before Management Lease During Management Lease After Take Over
Year Profit sales ratio Year Profit  sales ratio Year Profit  sales ratio

048/049 6.6% 053/054 -43.3% 056/057 -35.5%
049/050 -2.5% 054/055 -1.1% 057/058 -28.5%
050/051 -16.5% 055/056 8.1% Average profit on sales  

ratio = -32.0051/052 -65.3% Average profit on sales  
ratio = -12.1052/053 0.5%

Average profit on sales 
ratio = -15.4
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Table 9
Return on Investment of BBF

Before Management Lease During Management Lease After Take Over

Year Return on 
Investment Year Return on 

Investment Year Return on 
Investment

048/049 10.4% 053/054 -93.1% 056/057 -54.8%

049/050 -1.5% 054/055 -3.2% 057/058 -63.9%

050/051 -9.9% 055/056 25.0%

Average profit on investment        
= -59.4%

051/052 -52.5%

Average profit on investment             
= -23.8%

052/053 0.5%

Average profit on 
investment = -10.6%

Since the overall profitability ratio was not satisfactory during any period, return on 
net worth, return on sales and return on investment were also not praiseworthy on an 
average, all of them seemed to be negative. However, the factory has tried to improve 
return on net worth and return on sales to some extent but still they were negative. The 
negative ratio increased sharply under government operation too.

4.2.2.3 Size of Employees

Table 10
Change in Number of Employees at BBF 

Before Management Lease During Management Lease After Take Over

Year No. of 
Employee

% 
Change Year No. of 

Employee
% 

Change Year No. of 
Employee

% 
Change

048/049 379 0 053/054 442 0 056/057 NA –

049/050 141 - 62.8% 054/055 442 0 057/058 317 28.3

050/051 141 - 055/056 442 0

Average percentage  
change =-28..3

051/052 440 212.1%
Average percentage  
change = 0

052/053 442 0.5%

Average percentage change=29.9

Before privatization the change in percentage of number of employees ranged from -62.8 
percent to 212.1 percent showing an average percentage change of 29.9 percent. During 
management lease the number of employees remained the same. It was decreased to some 
extent after take over by government.
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4.2.2.4 Employee Productivity

Table 11
Employee Productivity Ratio of BBF

(in terms of sales or income in Rs ‘000)
Before Management Lease During Management Lease After Take Over

Year
Employee 

productivity  
ratio

Index Year
Employee 

productivity 
ratio

Index Year
Employee 

productivity 
ratio

Index

048/049 72.0 100 053/054 64.03 88.9 056/057 NA -
049/050 129.3 179.6 054/055 64.03 88.9 057/058 100.9 140.1
050/051 115.4 160.3 055/056 65.27 90.7
051/052 38.6 53.6

Average  index = 89.5052/053 58.7 81.5
Average index =115

Employee productivity ratio in terms of income was fluctuating over the years during 
the pre-privatization period showing an average index of 115. The productivity of the 
employees decreased during post privatization period showing an average index of only 
89.5, which rose to 140.1 during government operation.

Table 12
 Employee Productivity Ratio of BBF  

(in terms of ‘000 Bricks)
Before Management Lease During Management Lease After Take Over

Year
Employee 

Productivity 
Ratio

Index Year
Employee 

Productivity 
Ratio

Index Year
Employee 

Productivity
Ratio

Index

048/049 39.6 100 053/054 26.5 66.9 056/057 NA NA
049/050 88.5 223.4 054/055 24.6 62.1 057/058 18.9 47.7
050/051 85.4 215.7 055/056 24.8 62.6
051/052 19.2 48.5

Average index = 63.9052/053 34.0 85.9
Average index =134.7

Similar trend of fluctuation was noted on the productivity based on production unit. 
During pre-privatization period, the average productivity index was 134.7. This index 
was reduced to 63.9 during management lease period. Again this figure was deteriorated 
during government operation which came to be 47.8 in the year 057/058.

5. Results and Discussion
The production of BBF was at declining rate before and after its management lease as 
well as at the time of takeover by the government. Its capacity utilization was decreased 
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after management lease and continued 
to decline after government took over. It 
indicated the inefficient market analysis 
including sluggish economy, slow 
construction work, competition, and 
increase in cost of production. Actually this 
was the period when there was a steady 
decline in capacity utilization showing 
no improvement in performance after the 
management lease. The sales production 
ratio is increasing during management 
lease period as well as after took over by 
the government but the increase in the ratio 
was due to sharp decline in production. 
The production was disturbed almost 
ten to twelve weeks due to electricity 
problems (MOF, 1999). Therefore, it can 
be attributed to sharp reduction in the 
production. The assets turnover ratio was 
improved to some extent in the period 
of lease and government take over. This 
showed contradictory situation in capacity 
utilization and assets utilization which can 
be again attributed to the reduction in the 
net assets. So, actually the situation again 
did not improved as shown by the most 
of the indicators. From the view point 
of profitability index too, the situation 
was not improved after the lease of the 
factory. The return on net worth, return on 
investment and the return on sales were 
also not praise worthy. In an average all 
of them seemed to be negative. However, 
the factory had tried to improve return 
on net worth and return on sales to some 
extent, but they were still negative. The 
profitability index was improved after take 
over by the government. The price increase 
may be the reason for this otherwise no 
other improvements were seen. Its return 
on sales as well as productivity was also 
disappointing. The productivity decreased 
significantly after management lease as 
well as take over by the government. In an 

average the performance of the factory was 
disappointing and it was more deteriorated 
after take over by the government. 
Regarding the employment situation the 
number of employees remained the same 
during management lease but decrease 
after government took over the factory 
again. However, reduction on the size of 
employees was mainly responsible for the 
change in the productivity situation. This 
also proved the fact that management 
lease has not contributed to improve 
the performance of the factory. Similar 
trend of fluctuation was noted on the 
productivity in terms of production unit 
showing deterioration in the productivity 
of the employees during lease period. The 
reason might be dissatisfaction among the 
labors relating to their remuneration and 
other benefits as well as lack of motivation 
to them as was indicated by discussion 
with the employees. These all indicated 
that the performance of the factory was 
not improved even after its management 
lease.

6. Conclusion 
The most of the indicators continued to be 
negative even after the management lease 
of the factory indicating that privatization 
in the form of lease was not successful to 
improve the efficiency of the factory. Some 
of the reasons might be lack of proper 
market study, lack of professionalism, lack 
of good industrial relation which brought 
continuous inefficiency in the performance 
of the factory. It indicated that only change 
in ownership is not a matter of success. 
The recent reports and information 
suggest that BBF is performing well after 
re-privatization. Therefore, the pertinent 
question is whether the privatization itself 
is appropriate or not or is it the question of 
how it is done and whom it is done. 
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Revenue Responsiveness of Nepalese 
Income Tax System
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Abstract
The main purpose of this article is to assess the revenue responsiveness of Nepalese Income 
tax system. Responsiveness of income tax means changing revenue in accordance with the 
change in tax and non-tax factors. A number of tax factors like: tax rate, withholding tax, 
tax administration, tax incentives, penalty provision, and the participation of private sector 
to implement taxation system have influence to income tax responsiveness. For this article, 
the necessary information has been collected from secondary published sources. The revenue 
responsiveness has been measured in arithmetic way and analyzed it in comparison with 
the revenues from other taxes. The analysis suggests that the income tax is one of the most 
important components of government revenue because it has highest growth rate among the 
different taxes in Nepal. It has been contributing about 16 percent of total tax revenue to 
the government. The ratio of income tax revenue to GDP is only about 2 percent. This ratio 
indicates wide areas to be reformed in overall income tax system in Nepal. 

* Dr. Regmi is a lecturer of Central Department of Management, TU, Kritipur, Kathmandu.

1. General background
Delivery of adequate public services greatly 
depends upon availability of substantial 
revenue. Moving up state functions rely 
immensely on public economy that ensures 
stable supply of necessary revenue. The 
efficient deliberation toward right-tracking 
resource bases of the state is crucial for 
exploiting revenue potentialities. The 
appropriate economic policies objectively 
assist to extend resource bases in potential 
areas and mobilize adequate revenues. 
The revenue assortment matching with 
funding requirements of development 
programs is one of the prime objectives 
of developing economy. Obtaining this 
objective creates a favorable situation 
influencing national saving, investment, 
production and employment positively. 
As a result, the prospective condition 

for economic growth could be achieved. 
Such growth in terms of gross domestic 
product fabricates rudiment of revenue 
generation. With realistic fiscal means, 
it is inevitable to make the tax revenue 
elastic adherence with the improved gross 
domestic product.

The government of every state collects 
its revenue from tax and nontax sources. 
However, in most of the states, the 
government collects relatively more 
revenue from different taxes as compared 
to nontax sources. Being the major internal 
source of public revenue, taxation system 
remains an important instrument for 
accomplishing a proper pattern of resource 
allocation, income redistribution and 
economic stability. Still, many developing 
economies are facing constraints in 
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raising tax revenue to the level required 
for sustaining growth and accelerating 
prosperity. The tax performance depends 
on tax base available, the rates applied 
to these bases and the probability of 
collecting any specific levy. A poor tax 
performance, in terms of raising revenue, is 
specially resulted from either deficiencies 
in tax system or an inadequate effort for 
collection.

The tax is of two types such as direct and 
indirect. Basically, the tax endorsed with 
burden shifting characteristics is indirect 
tax and it is shifted from one stage to 
another of entire delivery process of goods 
and services. The value added tax gives an 
example of indirect tax which is imposed 
on the eligible value addition over inputs 
resulting from business dealing. Then 
again, the tax restricting shifting financial 
burden is direct tax and the taxpayer 
himself has to tolerate the economic 
incidence of tax liability in such type of tax. 
The income tax is a kind of direct tax which 
is levied on the income derived by the 
individual and entities. Among different 
taxes the income tax is an important type 
because it has progressiveness feature.  
Proportional incidence to the taxpayers is 
possible under the ability to pay principle 
in this type of tax. Likewise, high level of 
certainty; comparatively low compliance 
costs; creates civic consciousness; more 
equitable and elastic in nature are some 
other advantages of income tax. The high 
magnitude of this tax resembles also a 
high income deriving capability of the 
entire economy; therefore in developed 
economy more revenue is collected from 
this type of tax.

Responsiveness of income tax means 
changing revenue in accordance with the 
change in tax and non-tax factors. It is 
the response to the changes in national 

economy showing relationship among 
income tax revenue collection, the economy 
and tax system. A number of tax factors 
like: tax base, tax rate, tax administration, 
penalty provision, possibility of default 
detection, and compliance cost of tax have 
influence to income tax responsiveness. 
Likewise, several non-tax factors such 
as: government regulation, salary scale, 
public expenditure, level of education, 
stage of development, and group behavior 
of the taxpayers are influential for the 
responsiveness of income tax.  

2. Development of income tax 
system in Nepal

In Nepalese context, the elected 
government in 1959 introduced the system 
of income tax. The underlying reasons for 
the introduction were to generate more 
revenue in order to finance development 
activities and to help establish social justice 
in the Nation. The income tax system 
was initially adopted by the Finance Act, 
1959 and later on it was implemented 
under the Business Profits and Salaries 
Tax Ordinance, 1959. Again, the Business 
Profits and Salaries Tax Act, 1960 repealed 
the aforesaid ordinance. This Act classified 
income into two headings such as: income 
from business and income from salaries. 
Subsequently, the Income Tax Act, 1962 
was introduced and this Act redefined the 
sources of income under ten headings like: 
business, employment, profession, house 
and land rent, investment, agriculture, 
insurance, agencies and other sources. 
The Income Tax Act, 1962 was also 
repealed by the Income Tax Act, 1974. 
This Act implemented the procedure 
of taxing incomes under five headings 
like: agriculture, remuneration, industry 
business profession or occupation, house 
and land rent, and other sources. Then 
again, with the objectives for bringing all the 
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income generating activities within tax net 
the Income Tax Act, 2002 was introduced. 
This Act simplifies and specifies several 
income tax related substances. Under 
this latest Income Tax Act, there are 
three income headings such as: business, 
employment, and investment. 

The features of latest Income Tax Act, 
2002 are: (1) All tax related matters 
within one Act, (2) Specification of tax 
rates, (3) Abolition of various tax related 
concessions, rebates and exemptions, (4) 
Specification of stock valuation methods, 
(5) Pooled assets methods of depreciation, 
(6) Taxing capital gains and dividends, (7) 
Generous loss set-off and carry forward 
provision, (8) Provision of international 
taxation, (9) Stringent fine and penalty 
provision, (10) Based on self-assessment 
system, (11) Specification of deductible 
and nondeductible expenditures, (12) 
Provisions relating to retirement fund and 
medical tax credit, (13) Provisions against 
tax avoidance and evasion, (14) Certain 
facilities.

Incentive system

In Nepalese tax system, tax incentives 
have been provided to specific sectors in 
order to achieve certain objectives like: 
investment in new enterprise, attraction 
to foreign investment, development of 
national priority industries, investment 
in large projects, development of fruit 
based industries, development of cottage 
industries, export promotion, employment 
growth, productivity growth and 
environmental protection (World Bank, 
1997). In view of these objectives, Income 
Tax Act, 2002 and Industrial Enterprise 
Act, 1992 have provided tax incentives 
to industrial communities. Some of the 
tax incentives as mentioned in these acts 
are: (1) Complete exemption of income 

tax, sales tax, and excise duty for cottage 
industries, (2) Additional depreciation 
facility of 33.33 percent of the specified 
depreciation rate to the industries, (3) 
Tax rebate to the industries established in 
remote areas, special economic zone and 
IT park, (4) Deduction allowed at 5 and 
10 percent of net income as donation, (5) 
Deduction of 50 percent of expenditure 
made on pollution control, (6) Facility of 
deducting the expenses incurred on labor’s 
residence, life insurance premium paid on 
their life policy as well as benefits provided 
on health, education and training, (7) No 
double taxation on raw materials used by 
industries, (8) Refund of import and excise 
duties if an industry sells its goods to export 
house, (9) Refund of import duties if any 
industry sells goods for earning foreign 
currency, (10) Refund of import duties 
imposed on the industries producing 
subsidiary goods those are required to 
exporting industries, (11) Exemption of 
tax on machinery imported by export-
oriented industries, (12)Concessional rate 
of tax to special industries, (13) Income 
tax exemption for five to ten years to the 
industries established in Special Economic 
Zone (SEZ). 

Administrative aspects

Income tax administration, as its major 
areas, comprises various interrelated 
aspects that are essential for a systematic 
process of tax accumulation. Registration 
of taxpayers, permanent account number, 
filing of returns, assessment of income and 
tax, assessment order, tax collection, penal 
actions, regular inspection, certification 
of clearance, and records maintenance 
are important components of income tax 
administration in Nepal.

Many Non-Nepalese empirical studies 
have concluded that a major cause of 
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tax evasion in developing countries lies 
on administration itself and its behavior 
towards taxpayers. According to Chander 
and Wilde (1992), as the percentage of 
bribe paying taxpayer and bribe accepting 
tax auditor decreases, the performance of 
the tax system increases. Chu (1990) found 
94 percent of taxpayer and 46-54 percent 
of accounting professionals paying bribes 
in Taiwan. Likewise, in another study, 
Milliron (1985) observed that if the tax 
administration is efficient and honest, 
its treatment to taxpayers would be fair. 
Instead, if it is inefficient, it will create 
unnecessary complexity to taxpayers and 
the result becomes the influence on the 
magnitude of tax reporting.

Tax rate

The rate structure of Nepalese income 
tax system has been changing since its 
inception in the year 1959/60. In the 
beginning, there were altogether 11 
slabs of Rs. 4,000 to 1, 00,000 and above 
alongwith the rates ranging from 5 to 25 
percent. Over the subsequent years, these 
rates were increased gradually and the 
marginal rate reached to the highest rate 
of 60 percent in the year 1975/76. Initially, 
these progressive slab rates were also 
applicable to the corporate taxpayers. 
Afterward, from fiscal year 1975/76 a 
separate rate structure was implemented 
for the corporate taxpayers. With the 
implementation of Income Tax Act, 2002; 
the slabs for progressive rates have been 
reduced down to two slabs pertaining to 
the rates of 15 and 25 percent. Similarly, 
the flat rates for nonfinancial and financial 
companies have respectively been fixed to 
25 and 30 percent.

It is believed for many years that tax 
evasion is the function of high tax rate. 
Such belief is supported by observations, 

reports and studies of experts and tax 
policy makers. Kaldor (1980) in his report 
on Indian tax reform states that the extent 
of evasion depends on the marginal rate 
of taxation. Supporting the Kaldor’s view, 
Direct Taxes Administration Enquiry 
Committee in India (1960) also emphasizes 
that high personal income tax rates are one 
of the major reasons for tax evasion. Tanzi 
(1983a), Mork (1975), Crane and Nourzad 
(1990) and Clotfelter (1983) also claim that 
higher tax rates tend to increase evasion.  

Penal provisions

Penal provisions are part of any tax law. 
It is necessary to take action against those 
taxpayers who do not comply with the 
tax laws. In other words, incorporation 
of penal provisions means discouraging 
illegal and unethical tax practices. It is 
generally believed that the penalty deters 
the tax evasion. Income tax system of Nepal 
has several fine and penalty provisions to 
the default tax payers such as: (a)   Penalty 
of Rs. 5,000 to 30,000 or one month to 
three months imprisonment, or both for 
failure to pay tax, (b) Penalty of Rs. 40,000 
to 1,60,000 or six months to two years 
imprisonment, or both for submission of 
false statements, (c) Penalty of Rs. 5000 
to 20000 or one month to three months 
imprisonment, or both for obstructing tax 
administration, (d) Interest at 15 percent 
of tax outstanding, Etc.   

There are different studies that have 
examined the effect of penalty on tax 
evasion. Among them, the major studies 
are Alingham and Sandmo (1972), Singh 
(1973), Mcaleb (1976), Sandmo (1981), 
Koskela (1983 b) etc. Almost all of them 
have advocated that penalty rate and 
magnitude of tax evasion have negative 
relationship. In this respect, Alingham and 
Sandmo’s finding was that an increase in 
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penalty rate always increases the fraction 
of income declared. In Singh’s view, the 
higher the penalty rate the lower is the 
extent of tax evasion. In such way, it can be 
concluded that effect of penalty rate on tax 
evasion is negative. Therefore,   stringent 
fine and penalty results into increased tax 
compliance.

Withholding tax

Tax withholding is a process of collecting 
tax at prescribed rate in the sources of 
income before making the payment to 
the recipient taxpayers. It has been an 
important aspect of income tax system. 
The withholding system simplifies tax 
administration since under this system 
the tax is collected from a relatively small 
number of payers of income instead of a 
large number of receivers of income. It also 
reduces compliance and administrative 
costs because a large number of taxpayers 
do not have to file tax returns and tax 
administration does not have to process 
them. Such withholding system has been 
practiced in Nepal since the inception 
of income tax in 1959. Since that time, 
employers withhold tax on income 
at source when the remuneration of 
employee is distributed. Withholding tax 
was extended to interest and dividends in 
1975 and to commission, bonus and other 
similar incomes in 1980. Income Tax Act, 
2002 has laid down various provisions 
regarding withholding tax. According 
to this Act, the incomes derived from 
remuneration, natural resource, royalties, 
service fees, commission, bonus, dividend, 
interest, rent, meeting allowance, 
retirement payment, lease payment, 
investment insurance and occasional 
services are subjected to withholding tax 
at the rate of 5 to 15 percent. 

Withholding system of tax can be an 
effective tool for avoiding the evasion 

of taxes. Many countries of the world 
have made their tax systems efficient by 
using tax withholding system. Basically, 
withholding system happens to be effective 
when there are small number of payers 
and large number of receivers. However, 
this scheme cannot function for the income 
received by professionals, rental income, 
income from small business, agricultural 
income and so on. Besides these, Yaniv 
(1988) has made work on withholding tax 
evasion and shown some other demerits 
too of the withholding system. Firstly, if 
the withholding rate is less than the income 
tax rate, there is possibility of not filing the 
final return by the tax payer. Secondly, due 
to the same reason, the taxpayer can hide 
his income from their sources. Thirdly, 
the employer can remit less amount of 
withheld tax to the government than the 
actual one if the penalty rate is not high. 

Participation of private sector

The pragmatic cooperation of private 
sector is important in order for increasing 
the revenue yield of income tax system. 
Income tax policy directly impacts on the 
business of private firms and institutions. 
In this sense, it is realized that a positive 
response of private sector towards 
adapted reforms is inevitable. The tax 
reforms should be eligible for encouraging 
private sector involving in discharging tax 
responsibilities in the manner compatible 
with the spirit of enacted laws. Especially 
the enforcement of new Act and improving 
any income tax related component with 
bringing changed fiscal law are to be 
concluded after feed-backing from private 
sector.  In Nepal it is being practiced to 
gather the views of private sector that 
give practical base aiding further reforms. 
The Revenue Consultative Committee, 
under Inland Revenue Department, 
regulates the accumulation, processing 
and forwarding constructive advices 
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of private sector. Setting guidelines for 
system improvement is influenced by these 
moved useful advices. Moreover, there 
is an established practice to participate 
different representative organizations of 
private sector in the process of resolving 
controversial taxation issues in Nepal. 
Federation of Nepalese Chamber of 
Commerce and Industry (FNCCI), Nepal 
Chamber of Commerce and other private 
sector associations are invited from time 
to time to proceed on their fiscal reform 
suggestions. The Revenue Advisory 
Committee, under Ministry of Finance, 
organizes structured meeting with these 
representative organizations to solicit 
the views of private sector in revenue 
proposal of the government through 
annual budget.

3. Secondary reform directed to 
income tax reform

Reforming income tax system only is 
not enough. The other legal and policy 
reforms are also decisive in aiding 
revenue responsiveness to income tax 
system. The changes in one component of 
overall revenue system are also sensible to 
the performance of other component. In 
this ground, the indirect tax reforms are 
practically helpful in expanding prime 
bases of income tax. In Nepalese context, 
the introduction of VAT, custom reforms, 
and amendment of Industrial Enterprise 
Act are also guided by these rationales. 
The prevailing VAT system is completely 
featured with proper accounting of 
business transaction and computerized 
administrative procedures promoting 
transparency. Consequently, the disclosure 
of income deriving economic activities 
is possible. Because of this measure, 
identification of further prospective 

commercial units that have to be brought 
into taxation net is systematically 
enhanced. Also, the number of nonfillers 
has been decreased and the level of 
income tax compliance increased to some 
extent. Similarly, the custom reforms 
augment the predicted size of economic 
activity subjecting to income taxation. The 
import volume which has been utilized 
for import-duty computation provides 
withholding income tax source. In the 
same way, the amendment of Industrial 
Enterprise Act has right-sized the tax 
privileges to industrial entities. Some of 
such privileges like: tax holiday, investment 
tax credit, expansion allowance etc have 
been repealed for toning this Act with the 
objectives of Income Tax Act, 2002.  

4. Revenue responsiveness
A responsive tax system has a characteristic 
to yield as much revenue as the taxability 
of economy changes. The total tax 
revenue depends upon tax rate, tax base, 
administration system, penalty provision, 
probability of detection, national income 
and so forth. Since the major objective of 
this article is to raise the issues related to 
responsiveness of income tax system in 
Nepal, it has presented the structure of 
Nepalese income tax system, the revenue 
GDP ratio of Nepal in comparison to other 
neighboring countries and average growth 
in income tax revenue.

a. Tax-GDP ratio in SAARC countries

The tax-GDP ratio shows the relationship 
between total production and the 
coverage of this production within tax 
net. The magnitude of such ratio indicates 
the status of the economy in terms of tax 
revenue resulting activities.
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Table 1: Tax revenue to GDP ratio in SAARC countries

Countries
Percentage of tax revenue to GDP ratio

2006 2007 2008 2009 Country average

Bangladesh 8.2 8.0 8.8 8.6 8.4

Bhutan 9.3 7.5 8.5 9.1 8.6

India 11.0 11.9 11.2 9.8 10.9

Maldives 20.2 21.5 20.9 14.1 19.2

Nepal 8.8 9.8 10.4 12.2 10.3

Pakistan 9.4 9.8 9.9 9.3 9.6

SriLanka 14.6 14.2 13.3 - 14.0

South  Asia Average 11.6 11.8 11.9 10.5 11.4
Source: WWW. Worldbank.Org/Indicator/GC.Tax.TOTL.GD.ZC.,accessed on  10.8.2011

Table 1 shows the tax revenue collection 
in comparison to other SAARC countries. 
From the table, it is observed that Nepal’s 
tax to GDP ratio is better than that of 
Bangladesh, Bhutan and Pakistan, but it 
is less than that of India, Maldives, and 
SriLanka. Still, Nepalese tax to GDP ratio 
is less than South Asian average. As per the 
table, Maldives has the highest tax to GDP 
ratio in South Asia which is nearly double 
of Nepalese tax collection. It means, there 
is room of improvement to increase the 
responsiveness of Nepalese tax system.

b. Growth rate of taxes in Nepal

For the purpose of analyzing the 
responsiveness of other taxes in 
comparison to income tax, it would be 
better to see the trend of different taxes 
and GDP of previous years. It is shown 
by annual trend of collection of different 
revenues, GDP and the overall revenue 
structure of the country.

Table: 2 Annual growth percentage of 
revenues and GDP (1984/85—2009/10)

Revenues and GDP Growth
Income tax 22
Customs 18
Consumption tax 20
Land Revenue and Registration 6
Total Tax Revenue 17
Non-Tax Revenue 13
Total Revenue 16
GDP at current price 14
Source: Economic Survey, 2010/11, MOF, GON

Table 2 shows the average growth 
percentage of different taxes and tax related 
variables from 1984/85 to 2009/10. As seen 
from table, the average growth percentage 
of income tax is about 22 percent which is 
above the growth rate of other sources of 
tax revenue and GDP. It is greater than the 
increase rate of total tax revenue and total 
revenue. This also depicts that the income 
tax is the most buoyant tax in Nepalese tax 
structure.
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Table: 3 Role of income tax in total tax revenue since 1974/75 to 2009/10 

Tax revenues: 1974/75 1984/85 1994/95 2004/05 2009/10 Average
Income tax 7 11 15 23 24 16
Customs 39 34 35 27 22 31
Consumption tax 39 48 45 47 50 46
Land revenue & registration 15 7 5 3 4 7
Total tax revenue 100 100 100 100 100 100
Source: Economic Survey, 2010/11, MOF, GON.

Table 3 shows the ratio of tax collection from different sources in different fiscal years. 
It is seen from the table that the most buoyant tax among different taxes is the income 
tax whose contribution to total tax revenue is increasing year by year. In 1974/75, the 
contribution of income tax was just 7 percent, but in 2009/10 it is about 24 percent of the 
total tax revenue. In contrast to income tax, land revenue and registration is decreasing 
drastically. Revenue from customs is also decreasing but not like land revenue. Tax on 
consumption is increasing but the rate of increase is smaller than the income tax. It means, 
the role of income tax in revenue structure of Nepal is increasing day by day.

c. Revenue from different sources of income tax

Income tax in Nepal is composed of different sources. As given in Economic Survey 
Report, it covers income tax from public enterprises, semi-public enterprises, private 
corporate bodies, individuals, remuneration, interest and other taxes.

Table: 4 Income tax revenues from different sources 
(Rs. in ten million)

Income tax revenues from: 1974/75 1984/85 1994/95 2004/05 2009/10
 Public enterprises 4.7 9.31 86.02 133.24 113.18
 Semi-public enterprises 0.00 0.14 0.00 0.00 0.00
 Private corporate bodies 0.00 0.05 44.01 246.78 1223.44
 Individuals 0.00 19.60 129.31 392.63 1103.99
 Remuneration 0.00 1.63 11.84 167.59 441.31
Urban house and land tax 0.17 1.21 3.42 0.00 0.00
Vehicle tax 0.19 1.53 5.40 80.65 241.79
Tax on interest 0.00 0.64 11.16 75.70 246.64
Other taxes 0.70 0.00 0.00 30.67 253.54
Total income tax revenue 5.76 34.11 291.16 1127.26 3623.89
Total income tax revenue as the 
Percentage of GDP 0.35 0.73 1.33 1.91 3.09

Source: Economic Survey, 2010/11, MOF, GON.
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Table 4 shows the amount of income tax 
revenue collected in different fiscal years 
from1974/75 to 2009/10. As per the table, 
the amount collected in 1974/75 was just 
about 58 million which is about 36 billion 
in 2009/10. It means, the revenue collection 
from income tax is substantially increased 
during last 35 years. In spite of such 
increment, the income tax revenue to GDP 
ratio remains at about 2 percent only.

5. Reform areas in Nepalese 
income tax system 

Though, the income tax system in Nepal 
is responsive in comparison to other taxes, 
it has high volume of revenue leakage. 
Considering the development status, the 
equity in the tax system and present status 
of revenue leakages, further reforms 
are imperative. The following points 
show the reform areas as a whole. First, 
one of the major problems in relation to 
income tax raised from the beginning to 
current days is the language problem. The 
language complexities in income tax acts 
make them complicated to understand 
easily. Moreover, the double-meaning 
words used in legal documents create 
understanding differences between the tax 
authority and taxpayers about the realistic 
implementation of the specific provision 
of the laws. Second, it is seen that income 
tax revenue collected from house rent 
income and professional groups is very 
small. In reality, only a small part of both 
of these incomes has come to the tax net. 
Third, at the initial time of Income Tax Act, 
2002 the income tax was basically assessed 
through best judgment method where the 
account was not required. This trend has 
caused the habit of either not keeping 
the complete account of the transactions 
or not submitting the real account for 
tax assessment. This habit has created 
problem right now also. So, strengthening 

self-assessment system more effectively 
and avoiding the use of discretionary 
power to make assessment purely based 
on accounts and records would be helpful 
for further improvement in income 
taxation.  Fourth, the transfer of trained 
and experienced staff from one office 
to another office within IRD, from one 
department to another department within 
MOF and from Finance Ministry to other 
ministries has been a major hurdle in the 
improvement of tax administration. Fifth, 
the attitude of the people in IRD, especially 
the employees of lower level and older 
generation, is not changed to adopt reform 
process. Sixth, there is no net working 
and information flow systems within tax 
administration departments. This lack 
of networking and coordination is the 
hindrance against the anticipated result 
of the reform process. Seventh, the lack of 
data base has been the major obstacle for 
improvement in tax administration. The 
data base relating to total economic activity 
of the country, property and income data 
of the taxpayer, data relating to economic 
transactions of the taxpayer are urgently 
needed to increase the responsiveness of 
the income tax. Eighth, MOF gives target 
to IRD and IRD distributes it to the lower 
offices. The main goal of tax officers, all 
over the year, is tied up with the target. 
The reason is their evaluation on the basis 
of the fulfillment of the targeted revenue. 
Due to this target system, the tax officers 
neglect the taxpayers’ respect and self-
assessment part of the tax system. Ninth, 
in most of the employees view, there is no 
system of reward and punishment within 
the IRD. In their view, those who do wrong 
and those who are sacrificing for the 
duty are treated equally. Even in foreign 
training and performance evaluation, 
reward and punishment system does not 
work properly. Tenth, the accountability 
of bureaucracy and politicians about the 
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people and their sacrifice to the government 
is a must in the reform process. 

6. Conclusion
The responsiveness of Nepalese income 
tax system to some extent is satisfactory as 
compared to that of other taxes. However 
it is weaker resulting into tapered coverage 
of national income as represented by 
gross domestic products. It means, still 
there remain wide areas to be reformed in 
overall income tax system which further 
improve its revenue responsiveness. The 
income tax system in Nepal has short 
history of about fifty-two years. Various 
policies and programs have been tested 
through finance acts and income tax 
acts in its process of development. Still 
it is insufficient because tax reform is a 
nonstop business. The Nepalese income 
tax system has been facing many policy 
as well as administrative problems in 
recent days. To make the revenue GDP 
ratio comparable to other countries, a lot 
of reforms are still to be carried out. The 
focused areas in this respect are the tax 
administration, political accountability 
and ingenuous reform packages.  
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Determinants of Corporate Cash holdings: 
Evidence from Nepal
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Abstract
Cash is a key component of the current assets of a business firm. Effective and efficient 
management of cash is the most important determinants of effective management of current 
assets. Cash is the life blood of an organization. Both excess and inadequate cash situation 
are undesirable from the point of view of profitability and liquidity. The level of corporate 
cash holdings is affected by various factors. In this article, an attempt has been made to 
investigate the determinants of corporate cash holdings of fifteen manufacturing firms for 
the period 2056/57 – 2065/66 B.S. Multiple linear regression models have been employed 
for the analysis of data. The regression results show a negative relationship of cash holdings 
with growth opportunities, firms' size, leverage, assets liquidity, banking relationship and 
opportunity cost whereas a positive relationship with cash flow, cash flow standard deviation 
trade credit and debt structure. The results are statistically significant and consistent with 
previous studies. 

* Dr. Gautam is a lecturer of Central Department of Management, TU, Kirtipur, Kathmandu

1. Introduction
Cash is more important component of the 
composition of working capital of a business 
firm. Effective and efficient management 
of cash is the key determinant of effective 
management of working capital. Cash is 
the lifeline of an organization. Shortage 
of cash may be degenerate a firm into a 
state of technical insolvency and even to 
liquidation (Agrawal, 1983). In the case 
of excess cash, the greater is the cost of 
holding it in the form of loss of interest 
which could have been earned either by 
investing it in marketable securities or by 
reducing of interest charges by paying off 
the past loan. Therefore, both excess and 
inadequate cash situation are undesirable 
from the point of view of profitability and 

liquidity. The managers hold a substantial 
portion of their assets in the form of cash 
and liquid securities for reinvestment in 
physical assets, distribution to investors 
and to keep cash inside the firm (Almeida 
et al., 2002).  Maintaining appropriate 
level of liquidity within the organization is 
fundamental for smooth operations of the 
firm and the level of cash a firm maintains 
is characterized by its policies regarding 
capital structure, working capital 
requirements, cash flow management, 
dividend payments, investment and assets 
management (Opler et al. 1999). 

Thus, numerous recent empirical studies 
have aimed to test the determinant factors 
of firms’ cash levels. All these previous 
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studies focus their analysis on the 
determinants of cash holdings in the firms 
of the developed countries but the same 
issue has not been evaluated for corporate 
firms in developing countries like Nepal. 
Therefore, the main objective of this study 
is to examine the determinants of the level 
of corporate cash holdings in Nepalese 
enterprises. 

2. Literature Review
Existing literature has mainly focused 
on evaluating the cash balances across 
different firm sizes and industries of 
developed countries in order to establish 
a relationship between asset management 
practices and firms’ performance. In an 
earlier study, Nadiri (1969) empirically 
tested the determinants of real cash 
balances in the US manufacturing sector. 
Taking quarterly data on manufacturing 
sector from 1948 to 1964, he estimated a 
model relating the desired level of real 
cash balances to the expected level of 
its operations and movements in the 
opportunity cost money, the user cost of 
capital services, the price of labor services 
and the general price level. The estimated 
results revealed that the demand for real 
cash balances is determined by output 
(wealth), the interest rate, the expected 
rate of change in the general price level, 
and factor prices.

Later, Campbell and Brendsel (1977) 
empirically examined the impact of 
compensating balance requirements 
on the cash holdings of US firms for the 
period 1953-1963. By employing the Miller 
and Orr’s OLS regression of the target cash 
balances over the cash holdings by the 
firms, they find that compensating balance 
requirements are not binding. These 
results are further verified by applying 
Cochran-Orcutt technique.

Opler et al. (1999) examined the 
determinants and implications of holding 
cash and cash equivalents by 1048 publicly 
traded US firms during the period 1971-
1994. Their results show that cash holdings 
are negatively related to size, net working 
capital, leverage, dividend payment, and 
government regulation while they are 
positively related to the cash flow to assets 
ratio, the capital expenditures to assets 
ratio, industry volatility and the R&D to 
sales ratio. They concluded that firms with 
better growth opportunities and riskier 
cash flows had higher levels of cash, while 
large firms having better access to capital 
markets hold less cash. Similar results 
were reported by Faulkender (2002) for a 
sample of small US firms and Ozkan and 
Ozkan (2002) for a sample of UK firms.

Considering the agency costs that arise 
due to excessive cash levels, Harford 
(1999) empirically studied the notion 
that excessive cash leads the managers 
to make value decreasing investment 
decisions. He estimated a sample of all 
acquisition attempts by US firms during 
the period 1977-1993. The results support 
the hypothesis that acquisition by cash 
rich firms are value decreasing. Moreover, 
they are more likely to make diverse 
acquisitions, and their targets firms are 
less attractive to other bidders. The similar 
phenomenon is observed in bidder firms 
in a merger depicted by sharp decline in 
operating performance.

Pinkowitz and Willianson (2001) 
examined the effect of bank power on cash 
holding patterns of industrial firms for a 
sample of Japanese firms for the periods 
1974-1995, German firms for the periods 
1984-1994 and US firms for 1971-1994. 
The cross-country analysis shows that 
Japanese firms tend to hold more cash than 
the American or German counterparts do, 
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while cash holding pattern was similar 
across German and US firms. The OLS 
regression analysis reveal that Japanese 
cash balances are significantly influenced 
by the monopoly power of the banks. This 
is consistent with the fact that high cash 
holdings mean higher rents extracted by 
the banks during the periods when they 
enjoy certain power in the corporate 
lending system.

Dittmar et al. (2003) tested the significance 
of corporate governance in determining 
the corporate cash holdings. They collected 
the data of more than 11000 firms from 45 
countries for the year 1998 and employed 
a shareholders' rights index developed by 
La Porta et al. (1998). The results reveal 
that the firms in countries with low 
shareholder protection hold up to twice 
as much cash as firms in countries with 
high shareholder protection. In case of 
poor shareholder protection, the factors 
determining corporate cash holding, 
such as investment opportunities and 
asymmetric information become less 
important. Furthermore, they find that 
with the easier access to funds, firms hold 
larger cash, which supports the agency 
theory.

Ferreira and Vilela (2004) investigated the 
determinants of corporate cash holdings 
using a sample of 400 firms in 12 EMU 
countries including Germany, Austria, 
France, Greece, Italy, Netherlands, 
Portugal, Spain, Belgium, Ireland, Finland 
and Luxemburg for the period 1987-
2000. The results show that cash holdings 
are positively influenced by investment 
opportunity set and firm cash flows. 
While, assets’ liquidity, leverage, firm size 
and bank debt negatively affect the cash 
holdings. Low levels of cash are held by 
firms in countries with superior investor 
protection and concentrated ownership.

Guney et al (2006) examined the impact 
of leverage on cash balances of firms. A 
negative relation between leverage and cash 
holdings exists to the extent that leverage 
of the firms acts as a proxy for their ability 
to issue debt. However, with the increase 
in leverage, firms may accumulate larger 
cash reserves so that the risk of financial 
distress and costly bankruptcy can be 
minimized. Therefore, at high levels of 
leverage, a positive relationship between 
cash holdings and leverage exists. Their 
results suggest a significant non-linear 
relationship between cash holding and 
leverage. Furthermore, country specific 
characteristics such as degree of creditor 
protection, shareholder protection and 
ownership concentration can influence the 
strength of the impact of leverage on cash 
holdings.

Drobetz and Gruninger (2006) 
investigated the determinants of Swiss 
non-financial firms' cash holdings over 
the 1995-2004. The results showed that the 
median of Swiss firms hold almost twice 
as much cash and cash equivalents as the 
median of UK or US firm. Moreover, they 
found a negative relationship between 
assets tangibility and cash holdings 
and a nonlinear relationship between 
leverage and cash holdings. Dividend 
payments were positively related to cash 
reserves. However, they could not prove a 
significantly positive relationship between 
growth opportunities and cash holdings.

Recently, Hofmann (2006) examined the 
determinants of corporate cash holdings 
of non-financial firms in New Zealand. 
His findings suggested that the main 
determinants of corporate cash holding 
in New Zealand are firms' growth 
opportunities, the variability of its cash 
flows, leverage, dividend payments and 
the availability of liquid assets substitutes. 
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Growth opportunities and the variability 
of cash flows are positively related to 
cash holdings, while leverage, dividend 
payments and liquid assets substitutes 
indicate lower cash holdings.

The empirical researches reveal that the 
firm specific factors affecting the corporate 
cash holdings have differing relationship 
across different countries and firm sizes. 
Moreover, the behavior of these variables 
has been changing over time. The literature 
does not provide considerable research on 
determinants of corporate cash holdings 
in developing countries like Nepal. The 
current research tries to fill these gaps.

3. Data and Methodology
A sample of 15 enterprises from 
manufacturing industry has been taken 
for the purpose of the study. Financial 
firms have been excluded from the sample 
for the obvious reason that the factors 
determining their cash requirements 
are altogether different from the non-
financial firms. These enterprises have 
been classified scale wise (small, medium 
and large scale enterprises). In this study, 
secondary data have been used. All 
required secondary data for this study 
have been taken from different sources 
such as SEBON, NEPSE and annual 
reports of concerned enterprise. The data 
cover a ten-year period starting from 
2056/57 to 2065/66 B.S. Multiple linear 
regression models have been employed 
for the analysis of data. 

The following model has been used to 
study the determinants of cash holdings. 
According to this model, cash holdings 
is a function of growth opportunities, 
risk-ness of cash flow, opportunity cost, 
leverage, Trade credit, Debt structure, net 
working capital to assets ratio and cash 
flow to assets ratio. The cash model is 
given by the following equation:

CASH = α + β1SIZE + β2CFLOW + β3 
NWC + β4LEV + β5SDCF + β6INTEREST 
+ β7 STDEBT + β8 TRCREDIT + β9SG + β10 
BANKD + €t

where, CASH measures cash holdings; 
SIZE, the total assets; CF, the cash flow; 
NWC, the net working capital to net assets 
ratio; LEV, the total debt ratio; SDCF, the 
Cash flow standard deviation; INTEREST, 
the Opportunity cost; STDEBT, the Debt 
structure; TRCREDIT, the difference 
between receivables collection period 
and payable deferral period; SG, growth 
opportunities; BANKD, relationships with 
financial institutions and €t, error term

The characteristics, which determine 
the level of cash holdings, are defined as 
below:

Variables Defined:

The explained variable in this study is 
the cash holdings, which is defined as the 
ratio of cash and cash equivalent to total 
assets similar to Ozkan and Ozkan (2004). 
The higher the values of this measure, the 
higher the firms’ cash level.

Moreover, following explanatory variables 
have been used:

Growth Opportunities:

With regards the explanatory factors of 
cash holdings, a growth opportunity is 
used. Instead of the book value-to-market 
value ratio, the ratio Sales1 /Sales0 has been 
used as the market value of the sampled 
firm is not available. In this case, firms 
that grew mostly in the past are assumed 
to have more growth opportunities in the 
future. Thus, it would be expected, the 
dependent variable to be positively related 
to the growth opportunities.
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Size:

Size of the firm is used for its ability to 
access capital markets. The total assets 
measure the size of the firms. Indeed a 
small firm faces difficulties of accessing 
capital markets in comparison to large 
firms. A negative relation is expected 
between the two variables. 

Banking Relationship:

The relationships with bank have been 
approximated by considering the debt 
levels that the firms maintain with their 
banks. Specifically, the relationship with 
financial institutions is calculated as the 
ratio of short-term bank debt to total 
debt. The expected relationship between 
banking relationship variable and firms’ 
cash holdings is negative. 

Leverage:

Leverage is measured as the ratio of total 
debt to total assets. The previous empirical 
evidence has been found a negative 
relationship.

Debt Structure: 

To test the relation between cash holdings 
and debt structure, the ratio of short-term 
debt to total debt is used. 

Cash flow:

The cash flow has been approximated by 
dividing pre-tax profits plus depreciation 
over total assets. It would be expected that 
firms with larger cash flows to hold more 
cash and thus, a positive relationship. 

Cash flow Standard Deviation: 

Cash flow volatility is measured by 
firms' cash flow standard deviation over 
the period of the study. Higher the cash 
flow volatility, higher the level of cash 
holdings.

Net Working Capital to Net Assets Ratio:

The presence of liquid assets besides cash 
and cash equivalent can also affect firms’ 
optimal cash holdings, since they can be 
considered substitutes of cash. Therefore, 
it is expected that the firms with more 
liquid assets other than cash holdings 
lower their cash level. Net working capital 
to net total assets ratio is used for liquid 
assets substitutes similar to Opler et al. 
(1999), Ferreira and Vilela (2004) and 
Ozkan and Ozkan (2004). Net working 
capital is defined as the difference between 
current assets and current liabilities. In 
this case, it is expected to have a negative 
relationship.

Trade credit:

Trade credit is measured as the difference 
between receivables collection period and 
the payment period for accounts payable.

Opportunity cost:

Finally, the opportunity cost of the capital 
invested in liquid assets has been measured 
as short-term interest rate of commercial 
bank as explained earlier. It is expected to 
possess a negative relationship.

4. Regression Results:
The regression results show a negative 
relationship between cash holdings 
and growth opportunities which is not 
statistically significant. This result differs 
from the findings of Kim et al. (1998), 
Opler et al. (1999) and Ozkan and Ozkan 
(2004) for the US and British markets, but 
it is consistent with the finding by Guney 
et al. (2003) for the French and German 
markets. The relationship between firm 
size and cash holdings is negative. This 
is in line with previous findings in, e.g., 
Opler et al. (1999) and Faulkender (2004) 
on the relationship between firm size and 
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cash holding. The results indicate that firm 
size is an important determinant of cash 
holdings and that the ratio of cash to assets 
decreases with size of the firm increases. 
On the other hand, it has been observed 
that the coefficient of the variable banking 
relationship is negative and significant. 
It is confirmed empirically by Ferreria 
and Vilela (2004) and Ozkan and Ozkan 
(2004), firms that are more highly indebted 
to credit institutions can reduce their 
investments in liquid financial assets. 

Regression Results 
Variables Beta Coefficients

CASH (Constant) 3.954
(0.936)

SG -0.001953
(-0.730)

SIZE -0.001730
(-1.556)

TCREDIT 0.0003552***
(1.920)

NWC -3.220**
(-2.444)

BANKD -5.913*
(-2.741)

LEV -1.933***
(-1.758)

STDEBT 2.744
(1.378)

CFLOW 8.149**
(2.108)

SDCF 0.07745*
(3.784)

INTEREST -0.138
(-0.460)

R Square 0.266
Adjusted R Square 0.220

Note: Figures in parenthesis denote ’t’ values
*significant at 1 percent, **significant at 5 
percent, ***significant at 10 percent

With regards the effects of leverage on cash 
holdings, the results appear to indicate 
that the most highly leveraged enterprises 
maintain lower cash holdings. This result 
is consistent with the idea of most of the 
empirical evidence for large firms that 
more leveraged firms should maintain 
lower cash holdings because they incur 
higher interest rates and have easier access 
to the capital markets (Baskin, 1987; John, 
1993; Kim et al., 1998). Furthermore, Ozkan 
and Ozkan (2004) also consider that more 
highly leveraged firms may keep more 
cash in order to lower their default risk. 

The coefficient of the variable debt 
structure is positive, which shows that 
the short-term debt to total debt ratio also 
affects firms’ cash holdings. Specifically, 
firms with a higher proportion of short-
term debt will keep higher levels of cash. 
The variable cash flow is also significant 
and we find that firms generating larger 
cash flows possess greater cash holdings, 
as expected. This supports the idea that in 
the presence of information asymmetries 
firms prefer to finance themselves with 
internally generated resources. On the 
other hand, the relation between cash 
holdings and assets liquidity is negative 
and statistically significant. This supports 
the hypothesis that firms with more 
liquid assets will tend to reduce their 
cash levels, since these assets can be 
used as cash substitutes. The relation 
between cash holdings and the measure 
of opportunity cost is negative and but 
it is not statistically significant. It means 
this result is consistency with previous 
studies. R-square explains 26.6 percent 
of the variation in cash holdings under 
ordinary least square.
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5. Conclusion:
The regression results show a negative 
relationship of cash holdings with growth 
opportunities, firms' size, leverage, 
assets liquidity, banking relationship 
and opportunity cost whereas a positive 
relationship with cash flow, cash flow 
standard deviation trade credit and debt 
structure. The results are statistically 
significant and consistent with previous 
studies. Therefore, it can be concluded 
that the firms' size, banking relationship, 
leverage, cash flow, cash flow standard 
deviation, debt structure, trade credit, 
opportunity cost and assets liquidity 
significantly affects to the level of cash 
holding of Nepalese enterprises. 
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Impact of Consumer Advertising: 
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Abstract

No one can escape from death, tax and advertising.  There are various media 
available for advertising. Advertising is used by different organization in different 
ways.  Different customers response differently, to the different message and media. 
This article is based on the consumers’ preference towards message and media on 
the basis of age, gender and education.

Key words: advertisement, media, consumer, audience,  television, newspaper, consumers’ 
preference etc.
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One of the popular tools of marketing 
communication is advertising. Advertising 
is any paid form of non personal presentation 
and promotion of ideas, goods or services 
by an identified sponsor.   Advertising is 
used by different organization in different 
ways. A large company set up its own 
advertising department for all or most 
of the advertising functions while those 
do not have separate department hires 
advertising agencies to promote their 
products. There are various types of media 
are available in the market for advertisers 
to conduct advertising functions.  

Among various media television is one 
which hold upper hand because of its 
unique  audio and visual characteristics. 
According to Keller (2008), Television 
is generally acknowledged as the most 
powerful advertising medium as it allows 
for sight, sound, and motion and reaches 
a broad spectrum of consumers. The 

wide reach of TV advertising translates 
to low cost per exposure. From a brand 
equity perspective, TV advertising has 
two particularly important strengths. 
First, TV advertising can be effective 
means of vividly demonstrating product 
attributes and persuasively explaining 
their corresponding consumer benefits. 
Second, TV advertising can be compelling 
means for dramatically portraying non-
product-related user and usage imagery, 
brand personality, and so on. Television is 
a common medium of information and is 
very effective in delivering a message or 
in a wide sense, for effective marketing 
communication. Kotler & Fox (1985) 
stated that television has advantages and 
disadvantages related to its effectiveness 
as a medium to broadcast advertising 
messages. The advantages are that the 
information can be easily viewed, listened 
to, and pictured. Belch & Belch (2004) 
stated that television is considered the ideal 
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medium to advertise as advertisement 
exposure can showcase the most attractive 
side of the products. The disadvantage of 
TV advertising is the higher cost, that fact 
that it can be highly confusing medium 
that the audience is selective. In emerging 
market like Nepal, television is the most 
popular medium for information and 
entertainment

A television advertisement is a span of  
television programming produced and 
paid for by an organization that conveys a 
message fully controlled by an advertiser. 
Television advertising is also popularly 
known as television commercials. 
Television advertisement gives 
information to a large number of people 
than any other medium, comparatively at 
lower cost per audience. Due to its satellite 
facility, television programs are viewed 
globally. In today’s glamorous world, we 
can show all aspects of products, services 
or organizations through advertisement 
with human appeal. The vast majority of 
television advertisements today consist of 
brief advertising spots, ranging in length 
from a few seconds to several minute 
infomercials. Advertisement of these sorts 
has been used to sell imaginable over the 
years, from the household products to 
political campaigns. 

In today’s world, the popularity of 
television is increasing day by day. It is 
useful for the advertisers to know the 
popularity of television among different 
people. Different types of advertisement 
appeal to the different customers 
differently. Careful analysis should be 
done in this regard for the success of any 
advertisement campaign. Hence, the main 
objective of this study is to provide useful 
information regarding the effectiveness of 
television advertising to different people 
in urban areas.

Objectives
Main objective of this study is analyze 
the impact of television advertising on 
the basis of age, education, gender etc. It 
also analyze the effectiveness of message 
preferred by different target audiences.

Methodology
This paper is based on survey research 
where primary data has collected from the 
80 respondents from the urban areas of 
Kathmandu valley consisting 40 male and 
40 female. Among the 80 respondents, data 
collected from various age and education 
background is presented as follows:

Education Level Sample Size
Below S. L. C. 16
S. L. C. 16
Plus 2 16
Graduate 16
Post Graduate 16
Total 80
Age Group Sample Size
Below 15 16
16-25 16
26-35 16
36-45 16
Above 45 16
Total 80

Advertising and Customers’ 
Preference     
While taking advertising decisions, 
advertisers should be aware about 
the types of television advertisement 
preferred by the   audiences. In this 
study all advertisements are divided 
into four categories consisting musical 
advertisement, glamorous advertisements, 
simple advertisements and all or mixed 
types of advertisements.
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The table shows the age level and their advertisement preference.                 

Age and Advertisement Preference

Age No. of 
Respondents Musical % Glamorous % Simple % All 

Types % Total 
%

Below 15 16 10 62.5 3 18.75 1 6.25 2 12.5 100
16-25 16 9 56.25 5 31.25 0 0 2 12.5 100
26-35 16 6 37.5 7 43.75 0 0 3 18.75 100
36-45 16 5 31.25 9 56.25 1 6.25 1 6.25 100
Above 45 16 8 50 7 43.75 0 0 1 6.25 100
Total 80 38  31  2  9   
Source: Field Survey 2010

It was found that 62.5%  of people who are below 15 years, preferred musical ad mostly. 
Likewise, 56.25% of people who are 16-25 years,  also preferred musical ad but 43.75% of 
the people who are 26-35years old and 56.25% of people who are 36-45 years old preferred 
glamorous advertising. Similarly, 50% of the people who are above 45 years old liked 
musical advertising.  

Consumers’ preferences on the basis of literacy level on Television advertising is presented 
in the following table.

Literacy – wise Consumers’ Preference on Television Advertising

Education Level Sample 
Size Musical % Glamorous % Simple % All 

Types % Total

Below SLC 16 11 68.75 3 18.75 1 6.25 1 6.25 16
SLC 16 9 56.25 4 25 2 12.5 1 6.25 16
Plus two 16 6 37.5 8 50 0 0 2 12.5 16
Graduate 16 5 31.25 9 56.25 0 0 2 12.5 16
Post Graduate 16 10 62.5 3 18.75 2 12.5 1 6.25 16
Total 80 41 51.25 27 33.75 5 6.25 7 8.75 180

Source: Field survey: 2010

The above table shows that people who belongs to below SLC and SLC  preferred to musical 
advertisement i.e. 68.75% and 56.25% respectively. Most of the plus 2 and graduate people 
i.e. 50% and 56.56% respectively preferred to glamorous advertisement.  Again, people 
who belong to post graduate group preferred to musical advertisement by 62.5%.  

The above table shows that plus 2 and graduate people are influenced by glamorous 
advertisement and below SLC, SLC and post graduate people are influenced by musical 
advertisement.
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Likewise consumer preference on television advertisement as per the gender is presented 
as follows: 

Gender-wise Preference of Television Advertisements  

Gender Sample 
Size Musical % Glamorous % Simple % All 

Types % Total

Male 40 20 50 15 37.5 3 7.5 2 5 40
Female 40 25 62.5 10 25 1 2.5 4 10 40
Total 80 45  25  4  6  80
Source: Field survey: 2010

The above table shows the preference of 
advertisement according to gender. Out 
of 40 male 50% of respondents are found 
to like the musical advertisements, 37.5% 
of respondents preferred to glamorous 
advertisements, 7.5% of respondents 
preferred simple advertisements and 
5%  respondents liked all types of 
advertisements. Regarding female 
respondents, 62.5% preferred musical 
advertisements, 25% preferred glamorous 
advertisements, 2.5% preferred simple 
advertisements and 10% preferred all 
types of advertisements.. 

From the above analysis, it can be concluded 
that female consumers seems to give more 
priority to musical advertisements than 
the glamorous advertisements . For more 
clarity the above information is presented 
in following diagram.

From above diagram, it is clear that out of  the 
total 40 male respondents 50% respondents 
preferred to musical advertisements, 35% 
preferred to glamorous advertisements, 
8% preferred to simple advertisements 
and 5% respondents preferred to all types 
of advertisements. Similarly, among the 
40 female respondents, 62.5% preferred to 
musical advertisements, 25% preferred to 
glamorous advertisements, 2.5% referred 
to simple advertisements and 10% 
preferred to all types of advertisements.  

The table below presents the consumers 
way of watching television when 
advertisements arte telecasted.

Consumers Television Watching Habit

Gender Sample 
Size Watching % Not 

watching %

Male 40 30 75 10 25

Female 40 34 85 6 15

Total 80 64 80 16 20 

Source: Field survey: 2010

The above table presents the habit of people 
watching television living in Kathmandu. 
Out of total 80% people are found to have 
the habit of watching television. Among 
them, 75% male and 85% female are 
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found that they are watching television 
where female percentage is higher than 
male by 10%. Television watching habit of 
male and female is also explained by the 
following bar diagram.

From the above figures, it is clear that 
percentage of women watching television 
seems higher than male by 10%. Likewise, 
25% of male are found not to have the 
habit of watching television whereas 
female percentage is only 15%. 

Consumers’ Preferences to the Product

Consumer prefers different product by 
considering various factors. Advertisement 
is one of the important factors which affect 
the consumers’ preferences. The result of 
consumers’ preferences to the various 
type of product is presented in the table 
below: 

Consumers’ Preferences to the Product 
Advertised

Description No. of 
Respondents %

Product frequently 
advertised 65 81.25

Product not 
advertised 15 18.75

Total 80 100

Source: Field survey: 2010

The above table shows the number of 
consumers’ preferences to the product. Out 
of the 80 respondents, 81.25%  responded 
that they prefer the frequently advertised 
product whereas 18.75%  respondents 
opined that they prefer to buy the product 
that is not advertised. 

From the above analysis, it can be 
concluded that majority of the consumers 
give the priority to the frequently 
advertised product. 

Consumers’ Preferences to the 
Media
Consumers prefer different media 
according to their needs, interests and 
priority. There are various media available 
in the market like newspaper, magazine, 
radio, television, pamphlets and poster etc. 
The situation of consumers’ preferences to 
the various media is presented in the table 
below:

Media No. of 
Respondents %

Newspaper 10 12.5
Magazine 2 2.5
Television 63 78.75
Radio 4 5
Pamphlets & 
Posters 1 1.25

Total 80 100
Source: Field Survey 2010

 The above information presents the number 
of respondents preferring the media. Out 
of the total 80 respondents, majority of 
respondents 78.75% preferred to television 
whereas rest of the respondents opined 
that they prefer Newspaper, Magazine, 
Radio and Pamphlets & posters by 12.5%, 
2.5%, 5% and 1.25% respectively.
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From the above analysis, it can be 
conjhcluded that Television advertisement 
seems to be the most popular media.

Major Findings
Majority of the respondents i.e.  who 
belongs to age group below 15 and 16 
to 25  preferred musical advertisement 
by 62.5% and 56.25% respectively. In the 
context of age group 26 to 35  and 36 to 
45 majority of the respondents preferred 
glamorous advertisement i.e. 43.75%, and 
56.25% respectively. Again age group 
above 45, majority of the respondents i.e. 
47.5% preferred musical advertisement. 

In case of education-wise preferences to 
the advertisement indicates that most of 
the lower educated preferred to musical 
advertisement. Likewise most of the male 
as well as female customers preferred 
musical advertisements.

In relation to television watching habits, 
majority of the respondents (80%) found 
to have the habit of watching television. 
The percentage of women respondents 
seems to be higher than male respondents 
regarding television viewing habit.

Similarly, majority of the customers 
(81.25%) preferred frequently advertised 
products.

In relation to the consumers’ preference 
towards media, most of the respondents 
(78.58%) responded that they preferred 
to television. Thus, television is the most 
popular media for advertisement.
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Managerial Involvement in Investment 
Decisions – Nepalese Hydropower Sector 

Rewan Kumar Dahal*

Abstract 
This study extends the extant scope of understanding of investment decision, beyond the 
dominant ‘technical’ emphasis on the application of discounted cash flow techniques. The 
research methodology draws the positivist and interpretivist research paradigms. It uses 
deductive approach, survey strategy and principal component analysis for the analysis of 
data. Three key sets of factors emerged as important to the investment decision process 
in hydropower sector from the Principal Component Analysis of the data viz.: group 
consensus (framing), influences on own judgment (heuristics), andapplication of knowledge 
& experience (intuition). The use of purposive and convenient sampling might have some 
unintended impact on the findings. Consequently, any generalizations of the findings to 
a wider population of organizations and managers need to be made with care. It is hoped 
that this paper will encourage other researchers to go beyond the analytic techniques of 
investment appraisal that have dominated investment decision research and seek to balance 
the emphasis by focusing on human involvement and behavioral aspects of investment 
decision.

* Mr. Dahal is a lecturer at Nepal Commerce Campus, TU. 

Introduction
Managers in business organizations 
make various decisions in the course 
of their duties, most of them with 
financial consequences. Among these, 
the investment decisions are most 
challenging. Organizations need to invest 
continuously if they are to create value and 
survive. Investment is thus a lifeline for 
organizations; however, it is a lifeline only if 
an organization chooses the right projects. 
Investment decisions are concerning long 
term investment in assets to pursue of the 
organization’s strategic objectives. Indeed 
future success of an enterprise depends 
on investment decisions the enterprise 

makes today (Bierman & Smidt, 1993). 
Investment decisions are not only based 
on rigorous financial evaluations but 
also considered non-financial aspects in 
the decision making process. According 
to Shank (1996), investment decision 
process involves: (i) identifying spending 
proposals; (ii) quantitative analysis of the 
incremental cash flows; (iii) the assessment 
of qualitative issues that cannot be fitted 
into the cash flow analysis, and (iv) the 
making of yes or no decision. 

Financial analysis is unable to examine all 
the variables related to capital investment 
decision-making and specifically 
marketing and strategic issues that may be 
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difficult to quantify but are key decision 
determinants (Barwise et al., 1989). 
Relying mainly on financial information 
for making investment decisions is of 
limited help (Carr & Tomkins, 1996). Nixon 
(1995) blamed financial methods such as 
return on investment or discounted cash 
flow techniques, for failing to incorporate 
qualitative and strategic parameters that 
may favour investments with long-term 
benefits for the organization.  

The investment decision making process is 
arguably one of senior manager’s greatest 
challenges. Investment proposals are 
usually derived from lower hierarchical 
levels and are later promoted to the 
corporate financial staff for evaluation 
(Bower, 1986). Top management may wish 
to control the capital investment decision 
process, but their capabilities for direct 
control are rather limited. The formal 
planning and capital investment systems 
are acting as indirect control devices set at 
top hierarchical levels in order to impose 
compliance with their directives (Zanibbi 
& Pike, 1996). The role of financial 
analysis is secondary and is applied for 
achieving control and coherence in a 
group of divisional interests such as an 
organization. 

There are a number of apparent flaws with 
traditional investment decision making 
techniques. Yet, in spite of these flaws, such 
techniques continue to be relied upon. As 
a consequence, there is the possibility not 
only for misguided investment decisions, 
but also the possibility of a perversion of 
senior managers' business imperative. 
This study extends the extant scope of 
our understanding of investment decision 
making, beyond the dominant ‘technical’ 
emphasis on the application of discounted 
cash flow techniques. 

This study aims to explore the nature 
of managerial involvement in making 
investment decisions with reference to 
Nepalese hydropower sector. It has been 
suggested that the study sought to balance 
the emphasis by focusing on human 
involvement and behavioral aspects of 
investment decision (King, 1975) because 
the investment decision making process 
emphasizes strategic analysis over financial 
analysis, and therefore bears various biases 
that set it apart from a purely rational 
decision model (Boddewyn, 1983). Since, 
the investment decision making process 
involves individuals within organizations, 
the interactions between such individuals 
should be considered equally important.  

Theoretical Framework of the Study
Theory without practice is insufficient; 
practice unguided by theory is aimless 
(Gutek, 1988). Various theories have been 
applied to explain and meet the needs 
of investment decision making process. 
Investment decision making is overtly 
interdisciplinary, explicitly and implicitly 
drawing from economic theories, 
finance theories, organizational theories, 
psychological theories, administrative 
theories etc.  

The concept of rationality has been widely 
applied to economics-based research 
on investment decisions to assume that 
decision makers are rational when they 
make judgment. Simon (1957) identified 
three models of rationality: economic 
man, social man and administrative man. 
The economic man is one with a complete 
and consistent system of preferences. He is 
assumed to have all relevant information 
and is able to conduct intricate probability 
calculations and select options that are 
economically optimal. In contrast the social 
man considers human issues during 
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decision making. He would acknowledge 
self-interest and the role that reward has to 
play in influencing managerial decisions. 
Conversely the administrative man is more 
expedient, completing sufficient analysis 
until a satisfactory outcome is found when 
making decisions.  

Simon (1976) considered psychological 
and organizational influences on choice 
and recognized that personal preferences 
influence managerial judgment/
involvement. Kahneman & Tversky (1982) 
defined intuitive judgment as judgment 
reached through ‘an informal and 
unstructured mode of reasoning, without 
the use of analytic methods or deliberate 
calculation’. It is based on the bright ideas 
arising from people’s hunches (Emery, 
2002) rather than a lot of facts and figures. 
Schwenk (1988) provide the background 
theories to suggest that managers’ strategic 
cognition and key psychological concepts 
are relevant to investment decision making. 
Three main concepts of heuristics, framing 
and consensus informed by the cognitive 
psychology and organizational behavior 
literature are potentially important when 
managers exercise managerial judgment 
during investment decisions. 

Heuristics
The concept of heuristics deals with the 
psychological influences on judgment 
under uncertainty (Tversky & Kahneman, 
1974). It is the application of experience-
derived knowledge to a problem i.e. the 
use of heuristic. It pertains to the process 
of acquisition of knowledge by intelligent 
guesswork rather than by following 
some pre-established procedure. Barnes 
(1984) and Tversky & Kahneman (1974) 
identified that when decision makers 
make decisions under uncertainty, they 
employ heuristics and biases may occur. 

The simplification of complex problems 
through rule-of-thumb instead of solving 
the problem by constructing a sophisticated 
mathematical model is common during 
decision making. Normally, heuristics that 
decision makers use are based on their 
own knowledge and experience (Tversky 
& Kahneman, 1974). Epley & Gilovich 
(2002) have posited that the effectiveness 
of anchoring and adjustment may vary 
significantly between different decision 
making situations. The intuitive cognitive 
system can be distinguished from a 
reflective system of reason whereby there 
is conscious application of rules in a 
deductive and controlled way (Kahneman 
& Frederick, 2002). 

Framing
Framing is closely related to the concept of 
heuristics and suggests that decision makers 
respond in different ways to the same 
basic information presented or framed in 
a different way (Tversky & Kahneman, 
1986). Decision makers react differently 
because of their personal expectations, 
preferences and attitudes to risk. Tversky 
& Kahneman (1986) found that decision 
makers emphasized the initial information 
about the choice (the concept of primacy), 
or the most recent information (the concept 
of recency), more than a balanced view 
of all the data. The influence of primacy 
and recency in the human processing 
of information made an important 
contribution. Decision makers reactions 
to proposals also draw quite heavily on 
the emotive or intuitive (right) side of 
the brain; a process that happens rather 
subconsciously in even the most ethical 
and assiduous managers (Claxton, 1998). 

Team and Group Processes
The concept of consensus deals with team 
and group processes and the ways in 
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which managers may seek to influence 
others during decision making. It 
draws from organizational studies on 
managerial behaviour and is therefore a 
combination of psychological, sociological 
and political perspectives. Narayanan & 
Fahey (1982) noted that organizational 
decision outcomes are the end result 
of political powerand coalition. Given 
that investment decision making takes 
place within the organizational context, 
it would be very rare for an individual 
decision maker to identify, evaluate and 
decide upon investments in isolation 
from others. Therefore the participation 
of organizational members and related 
parties in the making of investment 
decisions introduces the issue of team and 
group processes and the view that some 
degree of consensus is necessary to agree 
investment decisions. Consensus draws 
attention to group composition and the 
dynamic interaction, or otherwise, of 
the group members. The adhoc ways in 
which managers seek to influence others 
(Pettigrew, 1973) and the various means 
of seeking consensus (Schweiger et al., 

1986) are also pertinent to understanding 
decision making involving multiple 
managers.  

Review of Literature
Various conclusions have been drawn 
from the available empirical research 
and literature in this area. The literature 
has mainly focused on the evaluation of 
new investments, which is considered 
the path which organizations take to 
create value for their owners. Current 
investment decision making practices, in 
contrast to early practices (which relied 
on the owners’ business knowledge and 
intuition), focus on capital employed 
and use various financial tools. Today, 
investment decisions are normally made 
by managers rather than owners. The 
context in which investment decisions 
take place ought to be taken into account 
the influence of contextual variables, 
such as organizational structures and 
consensus building, on decision processes 
(Bower, 1970; Fredrickson, 1986; Kingsley 
& Reed, 1991). Some important findings 
are summarized below:

Author/(s) Findings
Simon, 1960 Investment decisions involved the exercise of judgement by the decision maker • 

concerned depending on experience, insight intuition and creativity.
Welsch & 
Cyert,1970

Organizations are a function of co-operative coordination of human actions.• 

Cooper, 1975 Concluded that a firm cannot behave as a decision making unit apart from the • 
individuals within it, economic rationality does not hold.

King, 1975 Found that organizational, environmental, and human factors are important • 
in capital investment decisions

Bass &

Ryterband,1979

Investment decisions involved the use of psychological processes i.e. the theories of • 
decisions borrow from psychology.

Bass, 1983 Found that the decision making process to include ‘activation of individuals • 
and units, mobilization of others into coalition, negotiation with other units 
and coalitions and compromise, accommodation or consensus to reach final 
choice’.
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Jeffcutt, 1983 An organization is a social phenomenon i.e. an artifact of human • 
intervention.

Bower, 1986 Showed that organizational design and human factors influence capital • 
project advancement.

Marshall & 
McCormick, 
1986

Observed the role of intuition and heuristics in the stages of the • 
investment decision making process was important. Furthermore, 
uncertainty of outcomes may lead to fluctuate; management would 
attempt to introduce flexibility by having a reserved capacity.

Northcott, 1991 Showed that decision making can be seen as a social process and that as • 
a result, managers may not always behave in an economically rational.

Madsen, 1998 Studied about the knowledge and experience•  dimension of managerial 
decision making and argued that ‘knowledge about the phenomenon 
ultimately is personal because knowledge originates from mapping of 
experience gathered under specific circumstances’.

Simon &

Holyoak, 2002

Looked at how managers exercise managerial judgement at various • 
stages of the investment decision process, and the impact of framing of 
the information on their judgement.

Regel, 2003 Found that most experienced professionals employ intuition in • 
exercising judgement.

Cooper &

Dart, 2009

Showed that all members in an organization behave in a way that • 
results into one ‘well ordered preference function’.

The above reviewed has identified a number of areas that are lacking from the investment 
decision literature. Knowledge adjustment during the investment decision process seems 
not to be documented. Literature on the application of intuition, heuristics and group 
processes during investment decision making and factors that enhance/enable or inhibit 
managerial involvement appear to be fragmented. Literature on the extent of the use of 
intuitive rather than analytical judgement during the investment decision process is also 
fragmented. There is therefore a need to investigate these areas and this study on the 
nature of managerial involvement in investment decision attempts to make a contribution 
in those areas. It builds on psychology work (intuition, heuristics and group processes) 
and explores the factors which enhance or inhibit managerial involvement in investment 
decisions and the nature of such involvement. 

Methodology
The methodology to investigate the study employed a survey method. It drew the 
positivist and interpretivist research paradigms. Investment decision scenarios are a 
consequence of a set of situations and individuals. Interpretivists’ arguments were very 
relevant to such scenarios (and the study) and therefore persuasive. This study followed 
deductive approach. The deductive element of the approach involved the design of a 24-
item research instrument, developed from the review of relevant literature, and analyzing 
the data collected using the survey research strategy. The methodology followed by this 
study is depicted below:
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Method of Data Collection: This study 
employed survey method for collection 
and various statistical methodologies for 
analysis of data to improve the quality of 
the data collected and analysis undertaken. 
The data collected was mostly quantitative, 
though some of the qualitative data was 
translated into quantitative data.  

Population of the Study: The population 
for this study comprised all the managers 
in Nepalese hydro power companies 
categorized into small, medium and large 
based on the installed capacity of the 
plant. A list of 134 hydro power projects/
companies was extracted from the 
Department of Electricity Development 
(DoED) at the end of January 2011. Out 
of them, 25 were operational, 24 were 
under construction and 85 were under the 
process of Power Purchasing Agreement 
(PPA). There are no standard criteria for 
recognizing managers in Nepalese hydro 
power companies. Although, based on the 
conversation with various people during 
data collection stage, the researcher 
identified 160 managers in Nepalese 
private hydropower sector  

Sample for the Study: The selection of 
participants for this study was based on: 
whether the managers were in general or 
senior management positions within their 
projects/organizations, and being involved 
in investment decisions. Based on these 
criteria, the final survey sample for this 
study was purposive to ensure that the 
sample chosen represented the managers 
and activities necessary to provide relevant 
information on managerial involvement in 
investment decisions. According to Krejcie 
and Morgan’s (1970) generalized scientific 
guideline for sample size decision, 113 
survey questionnaires were given to 
managers in Nepalese hydropower 
companies. 73 survey questionnaires were 

returned from the respondents, out of 
them only 62 samples were properly filled 
up by the managers from 34 different 
projects/companies (a response rate of 
54.86 %). The participants were from 9 
different functional positions, the most 
common position being Engineers and 
Managers – Account & Finance. Years of 
service ranged from 0 to 10. More than 85 
% of the participants had fallen within the 
range of 0 - 5 years of experience. 

Questions Included in the 
Questionnaire: The questionnaire 
included 24 questions on the context and 
types of investment decisions; stages 
and nature of the investment decision 
process; involvement of managers in the 
decision making process; and application 
of psychological concepts of heuristics, 
framing and group consensus. The survey 
questionnaire was set in four sections A, 
B, C and D. Section A dealt with context 
and types of investment decision; Section 
B with managerial involvement in the 
decision making process, the stages and 
nature of the investment decision process; 
Section C with psychological concepts of 
heuristics, framing, and group processes 
of consensus and organizational politics; 
and Section D with concluding remarks. 

Mode of Delivery and Questionnaire 
Return: Due to technical nature and 
complexity of the aspects of investment 
decision, the researcher, himself, met with 
every respondent and explained about 
the objectives of the research and the 
question contained in the questionnaire. 
Most of the questionnaires were filled in 
the presence of the researcher. In most 
cases, questionnaires were provided to 
respondents and they were collected 
within a week. Questionnaires that were 
returned were recorded systematically.  
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Methods of Data Analysis: Mostly 
quantitative data were collected through 
survey method. Collected data were 
analyzed with the help of SPSS software to 
produce descriptive statistics representing 
relationships among concepts investigated. 
The resulting statistics were then 
interpreted to produce factors. As part of 
the factor analysis of the data, descriptive 
measures and reliability statistics were 
calculated. 

Limitation of the Study
There are various dimensions of investment 
decision that can be researched. This study 
only examined the nature of managerial 
involvement in the context within which 
the investment decision making took place 
and the stages of investment decision 
making process of Nepalese hydropower 
companies.   

The response rate from target managers 
in the study meant the sample size for 
the analytical survey was limited. The 
reliability of the findings of the study may 
be contingent on the number of participants 
that could have been enhanced further by a 
larger sample. A larger sample size for the 
analytical survey would have augmented 
the validity and generality of the findings. 
Purposive rather than random sampling 
was used to select the sample for the survey. 
The use of purposive and convenient 
sampling might have some unintended 
impact on the findings. Consequently, any 
generalizations of the findings to a wider 
population of organizations and managers 
need to be made with care. 

Presentation and Analysis
This section of the study presents an 
analysis of the data that were obtained 
from the survey. In the first section, the 
natures of managerial involvement of the 

respondents are presented and the next 
section deals with the relationships that 
have been identified. 

The Nature of Managerial Involvement: A 
sample of managers from 34 companies/ 
projects participated in the survey. Of 
the 34 projects, 16 were from operational 
projects, 8 were from projects under 
construction and 10 were from the 
projects under the process of Power 
Purchasing Agreement (PPA). Of the 62 
managers from 34 projects/companies, 30 
responses were collected from operational 
projects, 17 responses from the projects 
under construction and 15 from the 
projects under the process of PPA. The 
sample comprised mainly managers 
from engineering background, though 
managers were from account & finance, 
general management as well as legal & 
administration played significant role in 
investment decision making process. The 
researcher identified two types of jobs 
in investment decisions: technical and 
non-technical. The investment decision 
process would inevitably take place 
through some identifiable 11 stages. 
Similarly, the researcher identified three 
types of involvement in the investment 
decision process: Technical (knowledge) 
Involvement; Economic & Financial 
(knowledge) Involvement; and Leadership 
(role) Involvement. 

Relationship Identified: The data was 
reduced to extract key factors and the 
relationships between and within these 
factors were examined. The strength 
and direction of the relationships that 
have emerged was also established. The 
following 15 variables were included 
in this analysis. The analysis produced 
Kaiser-Meyer-Olkin (KMO) measure 
of sampling adequacy of 0.818, with a 
significant Bartlett’s test statistic of 0.0001.  
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V1 Sharing initial ideas/concepts
V2 Presenting information
V3 Promoting the project
V4 Uses of industry's rule of thumb
V5 Comparing and contrasting new with previous
V6 Your professional background
V7 Knowledge of strategy formulation
V8 Reconnaissance surveys and hydraulic studies
V9 Pre-feasibility study
V10 Feasibility study
V11 System planning and project engineering
V12 Project risk factors
V13 Ownership and maintenance
V14 Discussion during formal meetings
V15 Views of the project's top management

The factors extracted from data based on rotated solution are shown in table 1.1. Factor 
loadings less than 0.3 have not been displayed because the author, instructed SPSS to 
suppress any loading less than 0.3. 

Table 1.1 Rotated Component Matrixa

Component
1 2 3

Sharing initial ideas/concepts 0.614 0.436  
Presenting information 0.334 0.826  
Promoting the project  0.596 0.355
Uses of industry's rule of thumb  0.650  
Comparing and contrasting new with previous   0.577
Your professional background 0.360 0.359 0.614
Knowledge of strategy formulation  0.506 0.491
Reconnaissance surveys and hydraulic studies 0.809   
Pre-feasibility study 0.821   
Feasibility study 0.755   
System planning and project engineering 0.807   
Project risk factors   0.865
Ownership and maintenance   0.778
Discussion during formal meetings  0.709  
Views of the project's top management  0.726  
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Extraction Method: Principal Component Analysis.  

Rotation Method: Varimax with Kaiser Normalization.

a Rotation converged in 5 iterations. 

Component

Initial

Eigenvalues
Extraction Sums of 
Squared Loadings

Rotation Sums of Squared 
Loadings

Total % of 
Variance

Cumulative 
% Total % of 

Variance
Cumulative 

% Total % of 
Variance

Cumulative 
%

1 5.743 38.289 38.289 5.743 38.289 38.289 3.322 22.146 22.146
2 2.022 13.478 51.768 2.022 13.478 51.768 3.179 21.191 43.337
3 1.436 9.576 61.344 1.436 9.576 61.344 2.701 18.007 61.344
4 .944 6.292 67.636       
5 .782 5.211 72.848       
6 .708 4.722 77.570       
7 .674 4.494 82.064       
8 .551 3.672 85.736       
9 .427 2.850 88.586       
10 .408 2.721 91.307       
11 .366 2.441 93.748       
12 .344 2.292 96.040       
13 .229 1.524 97.564       
14 .190 1.267 98.832       
15 .175 1.168 100.000       

Extraction Method:

Principal Component Analysis. 

Table 1.2 gives eigenvalues, variance explain

ed, and cumulative variance explained for factor solution. The factor 1 accounted for 
considerably more variance than the remaining two (38 % compared to 13 % and 10 %), 
however after extraction it accounted for only 22 % of the variance (compared to 21 %, 
and 18 %).  

An oblique rotation was conducted and pattern matrix as well as the structure matrix 
obtained. The same 3 factors emerged from these computations. These arguments were 
used as a basis of including all the three factors as key, and the labels assigned to them are 
depicted in Table 1.3.
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Table 1.3 Factor Labels and Factors 

Factors & Variables Factor Labels
 
Factor 1
Sharing initial ideas/concepts   

  
Group Consensus

(Framing)

Reconnaissance surveys and hydraulic studies
Pre-feasibility study
Feasibility study
System planning and project engineering
 
Factor 2
Presenting information   

  
Influences on Own Judgement

(Heuristics)

Promoting the project
Uses of industry's rule of thumb
Knowledge of strategy formulation
Discussion during formal meetings
Views of the project's top management
 
Factor 3
Comparing and contrasting new with previous   

Application of Knowledge & 
Experience

(Intuition)

Your professional background
Project risk factors
Ownership and maintenance

Major Findings of the Study
In this section, major findings of the study are summarized. Such findings are grouped 
into: nature of managerial involvement and factors & patterns in the data collected. In 
relation to the nature of managerial involvement in

investment decision in Nepalese hydropower sector, following are the key findings of 
the study. 

i. Professional background: 46.77 % managers were from engineering background in 
the hydropower sector, out of them 13.82 % had additional qualification. 30.65 % of 
managers had from management education (i.e. account & finance) and rest of 22.58 
% of managers from other different professional qualifications played significant 
role in investment decision making process. 

ii. Experience: Around 80 % managers of the hydropower sector had work experience 
less than 5 years i.e. most of the managers of the Nepalese hydropower sectors were 
in the learning state.
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iii. Personal responsibilities: 27 % 
managers played technical role, 50 
% managers played managerial role 
whereas 23 % managers were in 
leadership role in their respective 
organizations.

iv.  Jobs in investment decisions: 47.06 
% of jobs required technical 
knowledge whereas 52.94 % of jobs 
required non-technical knowledge in 
the hydropower sector.

v. Stages of the investment decision 
process: The investment decision 
processes in hydropower business, 
irrespective of sizes of the 
organization; the study identified the 
11-stages.

vi. Involvement of managers 
in investment decision 
process: Around two-third of 
investment decision processes 
required technical knowledge and 
only one-third required managerial 
& leadership knowledge in the 
hydropower sector.

vii. Involvement of managers with 
outsiders: Around 94 % managers 
were involved at formal meetings 
with other managers outside the 
company.

viii. Issues of project review: More than 
75 % projects had been reviewed 
due to technological issues; social 
issues and the impact of financial 
projections in the implementation 
stage.

In relation to factors & patterns in the 
data collected the study has revealed 
interesting relationships. Three key sets 
of factors emerged as important to the 
investment decision making process in 
hydropower sector from the Principal 

Component Analysis of the data viz.: 
Group Consensus, Influences on Own 
Judgement, and Application of Knowledge 
& Experience. Levels of reliability for 
these factors were satisfactory; Cronbach’s 
α coefficient exceeding 0.7 for all of the 
three variable sets; and the Spearman’s ρ 
showed strong and statistically significant 
(at 99% & 95% level) correlations among 
the variables included in each set. The 
following key findings have emerged 
from the analysis of data. 

1. Group Consensus (Framing) was 
great important during the investment 
decision in hydropower sector. Sharing 
initial idea/concept played significant role 
in investment decision making process 
and guided to reconnaissance surveys 
and hydraulic studies of the project. Pre-
feasibility study followed by feasibility 
study and system planning and project 
engineering built platform of investment 
decision to every potential investor in the 
hydropower sector. The findings on group 
consensus support the observations by 
Bower (1986) and King (1975) that human 
factors influence investment decisions. 
In addition there appears to be fresh 
evidence that technical knowledge based 
on engineering background are important 
to gaining consensus and framing the 
investment decision in hydropower 
sector.  

2. Influences on Own Judgement 
(Heuristics) altered managerial opinions 
considerably during investment decision 
making process. Knowledge of strategy 
formulation by using industry’s rule of 
thumb was particularly very important 
in influencing the investment decision. 
Similarly, discreet presentations of 
information for the purpose of promoting 
the project were also significant during 
the decision making process. Discussions 
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during formal meetings between managers 
involved in the decision making process 
were influential in altering the opinions 
of managers. In the same way, theviews of 
the project’s top management were also the 
cases of changing managerial decisions. 
These findings are similar to the evidence 
of Abele et al. (2004) that two crucial 
elements of information processing are 
the data-driven inputs and the knowledge 
that is brought to the situation. Carr & 
Tomkins (1996) and Bierman & Smidt 
(1988), for example, noted that strategy 
plays an important role in investment 
decision making. The importance that 
respondents attached to knowledge of 
strategy formulation in influencing the 
investment decision is in line with the 
theory that, most investments follow from 
the organization’s strategies; which reflect 
special skills and abilities, or comparative 
advantage of the company over others. 
The findings on influences on managers’ 
own judgement provide new insight into 
managerial judgement during investment 
decision.  

3. Application of Knowledge & Experience 
(Intuition) was important in influencing 
investment decisions. Professional 
background of the managers for comparing 
and contrasting new project opportunities 
with previous projects were important 
during the investment decision making 
process. The top management compared 
the project/(s) on the basis of risk profile and 
took responsibilities regarding success/
failure of the project. Such factors had not 
been explicitly identified within literature 
relevant to investment decisions. Butler et 
al. (1993) identified that one source of 
influence in the managerial decision 
making process is top management’s 
guidance and control over the process. The 
distinction in this study is that comparing 
and contrasting new project opportunities 

with similar projects the manager was 
involved in emerged as more important. 
The findings also support Simpson’s 
(2003) observation that abundant past 
experiences would allow managers to 
comfortably make reasonable decisions 
otherwise they have to consult others. 

Conclusion
This study provides the evidence that 
investment decision making is overtly 
interdisciplinary, explicitly and implicitly 
drawing from economic theories, 
finance theories, organizational theories, 
psychology theories, administrative 
theories etc. By the nature of investment 
decision, it is guided by the theories 
of economics and finances. Normally, 
investment decisions are approved after 
proving economic and financial rationality. 
The administrative theory is more 
expedient, completing sufficient analysis 
until a satisfactory outcome is found 
when making decisions. Besides such 
theoretical considerations, investment 
decision is guided by organizational and 
psychological theories. This study supports 
Simon’s (1976) findings ‘psychological 
and organizational influences on choice 
and recognized that personal preferences 
influence managerial judgment/
involvement’. Similarly, it supports the 
findings of Kahneman & Tversky (1982) 
that was intuitive judgment as judgment 
reached through ‘an informal and 
unstructured mode of reasoning, without 
the use of analytic methods or deliberate 
calculation’. In this respect, investment 
decision is multi-disciplinary.

The study shows that in exercising 
managerial judgement during investment 
decision making process, managers 
employ cognition and different types of 
heuristics (e.g. industry rule of thumb, 
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discussion during formal meetings etc.). 
It identifies that group consensus having 
with technical knowledge is required at the 
time of framing the investment decision in 
Nepalese hydro power sector.  Intuition 
guided by prior learning is employed 
by managers exercising judgement 
during investment decision making. The 
study also shows that the widespread 
consultation of external parties during 
the investment decision making process, 
which impact on managerial judgement.  

Finally, the study recognizes the 
importance of managerial involvement 
in investment decision making process. 
It reveals that for managers, the level of 
managerial involvement in investment 
decisions is high across all sectors, though it 
is more idiosyncratic in small and medium 
sized organizations. This highlights the 
insufficiency of the objective processes of 
investment decision making process, which 
needs to be augmented by managerial 
judgment, exercised individually and 
collectively. This study extends the extant 
scope of our understanding of investment 
decisions, beyond the dominant ‘technical’ 
emphasis on the application of discounted 
cash flow techniques.  

Suggestions for Future Research
This study looked at managerial 
involvement in investment decisions. 
There are still a number of questions not 
addressed by the study and provides 
room for further work in this area. The 
research might be replicated using 
alternative research methods, e.g. Bower 
(1986) type case studies, observing and 
tracking real investment decisions as they 
occur. Secondly, future research might 
seek to explain how enabling framework 
of intuitive processes and inhibiting 
structure that have been identified in this 

study impact on decision performance of 
organizations. Thirdly, further research 
might be conducted to investigate the 
application of the affect heuristic during 
investment decision making though this 
would be most likely to be investigated 
through an experimental study. 

However, the most critical aim for future 
research should be to get beyond the 
analytic techniques of investment appraisal 
that have dominated investment decision 
research. Thirty-six years ago (King, 1975) 
denounced the ‘misplaced emphasis’ of 
capital budgeting theory. It is time future 
research sought to balance the emphasis 
by focusing on human involvement and 
behavioral aspects of investment decisions.  
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Corporate Social Responsibility and Firm 
Performance
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Abstract

The increase in globalization changed the speed of economic performance have changed 
the roles, relationship, demand and expectations of different stakeholders. There is a 
rising tendency in committing socially and ethically responsible business practices due to 
increased awareness and consumer group’s pressure. There is a significant value addition 
in firm performance due to strengthened stakeholder relations. A good Corporate Social 
Responsibility (CSR) creates stakeholders satisfaction that bring efficiency and cost 
advantages then ultimately improves firm performance. 

* Mr. Joshi is Associate with Central Department of Management, Tribhuvan University, Faculty Member 
Liberty College, Pokhara University

Introduction
Some of us believe they can take up CSR 
when revenues will start increasing. I 
believe that responsible business practices 
need to adopt CSR first in order to solve 
conflicts then their revenues will increase. 
CSR refers to the various responsibilities 
which business organizations may 
have toward their stakeholders 
(Remme and et al., 2008). The increase 
in globalization changed the speed of 
economic performance resulted the roles, 
relationship, demand and expectations 
of different stakeholders have changed. 
There is an increasing trend in committing 
socially and ethically responsible business 
practices due to increased awareness and 
consumer group’s pressure. A firm’s high 
level of CSR may be driven by favorable 
CSR policies and practices towards a 
stakeholders. CSR is actions taken by firm 
to their employees, communities, and 
the environment that goes beyond what 

is legally required of a firm (McWilliams 
and Wright, 2006). The concept of CSR is 
going further than the fulfillment of legal 
requirements by investing more in human 
capital, the environment, and relations 
with stakeholders. 

This paper is attempted to address the 
following issues:

What are the interests of various • 
stakeholders?

Does CSR influence in strengthening • 
the relationship with stakeholders?

Whether CSR towards stakeholders • 
influences the performance?

CSR from stakeholders’ perspective
The importance stakeholders are as value 
drivers of a firm’s performance. Firms are 
evaluated by the different stakeholders 
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including employees, shareholders, 
customers, suppliers, communities, and 
natural environment etc. If any of these 
stakeholder groups pull out the support to 
the firm, its operation is negatively affected. 
When stakeholders lose confidence in 
a firm’s performance, the firm loses its 
critical support structure and customer 
base. Customers stop buying products, 
shareholders sell their stocks, employees 
do not perform, and environmental 
advocates take legal action. All of which 
directly affect firm performance. This 
justifies pursuing meaningful and long-
term relations with stakeholders. Firms 
must identify key stakeholders needs, 
and design organizational policies 
and practices to achieve sustainability 
in business and reducing stakeholder 
infected costs.  

CSR towards employees and firm 
performance
Increase in CSR towards employees 
through the responsive policies and 
practice enhances employee productivity, 
reduces absenteeism and retention of 
better quality employees. The effective 
human resources policies including 
training, grievance handling increases 
the productivity and performance of the 
employees. Policies and practices towards 
union relations, employees’ participation 
in decision making, remuneration policy, 
and working conditions represent a firm’s 
CSR towards employees. By adhering 
to such standards, firms can satisfy 
employees, enhance their job performance, 
and improve performance. Heineken is 
providing a medical policy to its employees 
and their family as CSR practice.

CSR towards customers and firm 
performance
A good CSR towards customers enhances 
firm profitability and performance. 

Customers are more likely to buy from 
companies which engage in CSR. Mostly, 
customer oriented company produces 
reliable and better quality products. 
Company should give concern on policies 
and practices to the issues such as ethical 
advertising and pricing towards the 
customers. They feel happy and proud to 
be concerned with such companies. Such 
identification obtains repeat purchase 
behavior and gain competitive advantage 
by the firm. Therefore, it helps to gain the 
customer trust resulting improvement 
in performance. In contrary customers 
leave the companies who mislead them. 
Heineken assures to the customers that 
products comply with the highest food 
safety standards.

CSR towards investors and firm 
performance
The better corporate governance practices 
by firms have favorable impact on 
performance such as economic value added 
and market value added. Commitment of 
the management towards strong controls 
emphasizing ethical and social responsible 
behavior improves profitability and acts 
as a source of competitive advantage for 
firms. Investors have increased confidence 
on such firms. They pay a premium to buy 
the stocks of well governed firms. They 
even become willing to provide further 
capital to such firms at a lower rate of 
interest which reduces the cost of capital. 
Such factors enhance firm value and 
performance. 

CSR towards community and firm 
performance
A socially responsible image of firms 
among the local community improves 
the brand and loyalty of consumers. 
Consumers reward good corporate citizens 
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through greater and sustained support. 
CSR of firms enhances overall product 
evaluation by consumers. Consumers pay 
attention to the CSR records of the firms, 
mainly their community initiatives, while 
purchasing. Good corporate citizens can 
also reduce costs through tax advantages, 
improved quality of local labor, and 
fewer lawsuits from employees and 
environmentalists. Heineken pay specific 
attention in minimizing waste emission to 
the environment.

CSR towards suppliers and firm 
performance
The demand for social audit is increasing 
by international buyers and multi-national 
business associates. It is necessary for 
companies to ensure responsible and 
ethical practices at suppliers’ locations 
which increase their competitiveness and 
global image. The favorable CSR towards 
suppliers is more likely to gain competitive 
advantage and high profitability.

Conclusion
Different stakeholders have their own 
interest in business. Employees are 
more interested in  higher monetary 
benefit and adhere high labor standards 
work place, customer want qualitative 
product at reasonable price, investor 
expect higher return and low risk, 
community are more conscious in  sound 
environment and the supplier seek  long 
term relationship in business. Obviously 
firms need to develop more productive 
relations with these all stakeholders. 
CSR is one of the tools to improve these 
relations for mutual benefit. CSR towards 
key stakeholders and firm performance 
policies and practices reflect a firm’s 
intention to address the interests of its 
stakeholders and satisfy their needs.

The relation between CSR and firm 
performance are positively correlated. 
There is a significant value addition in 
firm performance due to strengthened 
stakeholder relations. We should argue that 
by improving CSR towards stakeholders, 
firm performance is increased. A favorable 
CSR creates stakeholders satisfaction that 
bring efficiency and cost advantages. It 
ultimately improves firm performance. 
Satisfied employees reward the firm 
through productivity gains and reduced 
hiring and training costs and satisfied 
customers improve product sales through 
repeat purchase behavior. On the other 
hand satisfied investors lend more capital 
at a cheaper rate decreasing cost of capital, 
satisfied communities reduce the public 
relations cost, and better suppliers reduce 
quality certification costs.
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Measuring Brand Equity and Marketing 
Mix of Noodles markets in Nepal

Sajeeb Kumar Shrestha*

Abstract: 

This study attempts to investigate the impact of brand equity dimensions and marketing 
mix variables on building brand equity of noodles markets in Nepal. It is used a convenient 
sample of 367 respondents approaching questionnaire survey from different locations in 
Kathmandu valley. This study has been employed reliability analysis, descriptive statistics, 
factors analysis and regression analysis to check reliability, summarization and measuring 
casual relationships among brand equity and marketing mix parameters. The findings 
indicate that all the brand equity dimensions (perceived quality, brand awareness, brand 
associations/image and brand loyalty) and mostly marketing mix variables (product mix, 
promotion and price mix) have greater impact on building brand equity. But, place mix 
has no support to create brand equity. Further research could be done to other products like 
beer, biscuits, and dairy milks also. This study also provides important insights about the 
understanding of how Nepalese consumers perceive to the noodles brands. 

* Mr. Shrestha (M.B.S., M. Phil.), TU is Teaching Assistant at Shanker Dev Campus, Tribhuvan University. 
He can be reached at drsajeeb@gmail.com

1. Introduction
To achieve a sustainable competitive 
advantage in the marketplace, one has to 
value the importance of building, using 
and maintaining brands. For this reason 
academics and practitioners have studies 
the concept and measurement of brand 
equity from more than one decade (Kim et 
al., 2003). In general sense, brand equity is 
defined in terms of the marketing effects 
uniquely attributable to the brand. That 
is, brand equity relates to the facts that 
different outcomes result from marketing 
of a product or service because of its brand 
elements, as compared to outcomes if that 
same product or service did not have had 
brand identification. Brand equity can be 

defined in several ways and it has had 
both to a branding company and to a 
brand's user. An important characteristics 
of virtually all definitions of brand equity 
is that they focus on the incremental effect 
of the brand compared with some concept 
of what the customer responses would be 
to the same product or service, It if were 
unbranded (Barwise, 1993).

The concept of brand equity began to be 
used widely in the 1980s by advertising 
practitioners (Barwise 1993). Important 
academic contributors throughout the 1990s 
were Aaker (1991), Srivastava and Shocker 
(1991), Kapferer (2004), and Keller (1993, 
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1998). However, a universally accepted 
brand equity content and meaning (Urde, 
1999) as well as measure have not been 
forthcoming (Washburn & Plank, 2002). 
Almost all conceptualizations of brand 
equity agree today that the phenomena 
involve the value added to a product by 
consumers’ associations and perceptions 
of a particular brand name (Swait et al., 
1993, & Chen, 2001).  

The study of brand equity is increasingly 
popular as some researchers have 
concluded that brands are one of the 
most valuable assets that a company 
has. High brand equity levels are known 
to lead to higher consumer preferences 
and purchase intentions (Cobb-Walgren 
et al. 1995), higher stock returns (Aaker 
& Jacobson, 1994), an opportunity for 
successful extensions, resilience against 
competitors’ promotional pressures, and 
creation of barriers to competitive entry 
(Farquhar, 1989). 

Keller (1993) noted that consumer-based 
brand equity is the differential marketing 
effect of brand knowledge on consumer 
response to the marketing of the brand, 
and it arises from a brand that is familiar 
to customers and is associated in their 
memories. 

David Aaker’s (1991) brand equity 
model is the mother of many following 
researchers’ findings and results. The 
model has become the standard template 
for researchers such as Kapferer (1997) 
and Mela et al. (1997), yet their models 
are built upon similar factors that Aaker 
(1991) stresses. Consequently, it is felt that 
this model has been provided the whole 
spectrum within the field of brand equity. 

Cobb-walgren et al. (1995) studied 
customer based perceptual measure of 
brand equity. Their study adopted Aaker 
(1991) conceptualization as adopted by 
Keller (1993) i.e. brand awareness, brand 
association and perceived quality. Two 
different type of brand from service 
category (hotel and house hold cleanser) 
were used to investigate the effect of 
brand equity on consumer’s preference 
and purchase intention. The result of their 
study shows that brand equity increases 
both consumer’s preference and purchase 
Intention.

There have been three different perspectives 
for considering brand equity; the 
customer- based perspectives, the financial 
perspectives and combined perspectives. 
Early researches have concentrated on 
measuring a brand's equity with the 
use of a variety of financial techniques 
(Farquhar, 1989; Simon & Sullivan 1993; 
Swait et al., 1993; and Kapferer, 2004). This 
study has focused mainly on the customer 
based perspectives. The advantage of 
conceptualizing brand equity from the 
Customer- based perspective is that it 
enables managers  to consider specifically 
how their marketing programs improves 
the value of their brands in the minds of 
consumers (Cobb-Walgren et al., 1995). 

It is also noticed that most researches 
(Aaker 1991; Lassar et al., 1995; Yoo et 
al., 2000 and Lin & Chang, 2003) have 
been surveyed these four dimensions 
of customer based-brand equity (brand 
awareness, perceived quality, brand 
loyalty and brand associations) have 
suggested that they all have influence on 
consumer. 
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Aaker’s brand equity model (1991) is the 
mother of many following researchers’ 
findings and results. The model has become 
the standard template for researchers such 
as Kapferer (1997) and Mela et al. (1997), 
yet their models are built upon similar 
factors that Aaker (1991) stresses. Current 
research is essential in noodles marketing 
in Nepal because this research will be 
conducted as survey research (primary 
research). Noodles are a major exportable 
products exporting to India (Dahal et al., 
2008). Its production was increased during 
FY 2006/07 (Dahal et al., 2008).

Marketing actions has the potentiality to 
affect brand equity because it represents 
the effect of accumulated marketing 
investments into the brand. Brand name 
recognition with strong associations, 
perceived quality of product, and brand 
loyalty can be developed through careful 
long-term investment (Yoo et al., 2000). 
When making a decision about marketing 
actions, managers need to consider their 
potential impact on brand equity (Keller 
1998).

If there is any sectors in Nepal that can 
match up to the brewing and distilling 
business in the regularity with which 
new brands enter the market it has to 
be instant noodles. In the starting of this 
decade many new brands has come into 
the scene in which many companies 
are fighting it out for market share. 
Now the healthiest segment in Nepal's 
manufacturing industry is taking its wars 
abroad (Humagain, 2000).

No researches were conducted on the 
impact of brand equity dimensions and 
marketing mix dimensions on measuring 
brand equity of noodles in Nepal. The 
research tried to express the different 

sources of brand equity dimensions and 
marketing mix variables on measuring 
brand equity of noodles markets in 
Nepal. 

This study addresses the following 
research questions:

- Which among four dimensions 
of consumer-based brand equity 
(perceived quality, brand awareness, 
brand associations/image, brand 
loyalty) and marketing mix variables 
(product mix, place mix, promotion 
mix and prices mix) appears to have 
more affected on brand equity of 
noodles in Nepal?

- What brand equity factors and 
marketing mix factors are influencing 
perceptions on consumer-based brand 
equity? 

The present study has been focused on 
consumers based perception about brand 
equity and also to measure the impact of 
marketing mix variables on brand equity 
of noodles markets in Nepal. 

This study aims to achieve the following 
objectives:

- To measure the consumer-based brand 
equity dimensions that have stronger 
effect on Brand Equity.

- To analyze the factors influencing 
the consumer perceptions on brand 
equity.

Marketing strategy must be designed to 
create more value for the brand. Brand 
equity suggests specific guidelines for 
marketing strategies to be useful in 
assisting managerial decision making 
(Keller, 1993).
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This research framework of this study is shown below in Figure 1. 

Figure 1
Schematic diagram of research framework

Brand Equity dimensions  Marketing mix dimensions

H1

Perceive Quality

Brand Awareness

Brand Association/Image

Brand Loyalty

Product mix

Place mix

Promotion mix

Price mix

Brand EquityH2

H3

H4

H5

H6

H7
H8

Research Hypotheses

This research has set following alternative 
hypotheses:

H1: Perceived Quality has a direct 
significant impact on brand equity. 

H2: Brand Awareness has a direct 
significant impact on brand equity.

H3: Brand Association/Image has a direct 
significant impact on brand equity. 

H4: Brand Loyalty has a direct significant 
impact on brand equity. 

H5: Product mix has a direct significant 
impact on brand equity. 

H6: Place mix has a direct significant 
impact on brand equity. 

H7: Promotion mix has a direct significant 
impact on brand equity. 

H8: Price mix has a direct significant impact 
on brand equity. 

2. Research Methodology
The research design of this study is 
descriptive as well as analytical Research. 
This study examines the impact of brand 

equity dimensions and marketing mix 
dimensions on measuring brand equity. 

Survey research is applied here. Direct 
responses of the respondents have been 
taken. Data has been generated in five 
point likert scale anchored by “Strongly 
Disagree” = ‘1’ to “Strongly Agree” =‘5’. 
Top of mind questions like 'Which brand of 
noodles comes to your mind?' and 'Which 
other brand of noodles are you aware of?' 
are also asked to the respondents. The 
questionnaire was developed on the basis 
of literature review. 

The researcher was taken the convenience 
sampling. It was distributed 400 
questionnaires to the respondents 
in different locations in Kathmandu 
valley, but only 367 responses have been 
successfully obtained by the researcher. 
It is app. 92 percent success rate for this 
survey. 

58.6 percent of the respondents are male 
whereas 41.4 percent of the respondents 
are female. Majority of the respondents are 
age between 20-35 years old, accounting 
for 45.2 percent. Likewise majority of 
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the respondents are from bachelor level 
respondents, accounting for 43.2 percent. 

In order to accomplish the objectives of 
the study, reliability analysis was done to 
check the scale item's reliability (George & 
Mallery, 2009). Factor analysis (Hair et al., 
1998) was done to extract the real factors 
representing brand equity. Descriptive 
statistics like mean and standard deviation 
was used. Multiple regression analysis was 
used for testing hypotheses. The result of 
analysis has been properly tabulated, 
analyzed and interpreted.

Regression model

BE = α + β1 PQ + β2 BAW +β3 BAS + β4 BL +  U...(1)

BE = α + β1 PDM + β2 PLM +β3 PRM + β4 PCM +  
U..........................................................................(2)

Where, BE = Brand Equity; α = Constant; 
βi = Co-efficient or slope of regression 
model; 

PQ = Perceived Quality; BAW = Brand 
Awareness; BAS = Brand Associations/
Image; BL = Brand Loyalty; PDM = Product 
Mix; PLM = Place Mix; PRM = Promotion 
Mix; PCM = Price Mix. 

This study was limited to establishing the 
impact of brand equity dimensions and 
marketing mix variables on overall brand 
equity of noodles markets in Nepal. 

• For product stimuli, it is taken only 
product category like noodles markets 
in Nepal and other popular brands like 
television, soft drinks and biscuits are 
not taken as stimuli for the study. 

• Financial performance measurements 
have not been performed in this 
research. 

•  The study is based on the data 
available from the self administered 
questionnaire methods among the 
selected consumers. 

• Convenience sampling is taking for 
participation. 

• Data will be primary in nature.

3. Presentation and Analysis of Data

3.1 Top of Mind Recall 

Almost 213 out of 367 respondent 
having 58 percent respondents have 
mentioned WaiWai noodles whereas only 
92 respondents have recognized RaRa 
noodles with showing only 25.1 percent. 
Others brands are not represented 
effectively to consumer's top of mind.  

Table 1
       Top of Mind Recall

Brands Frequency Percent
WaiWai 213 58

RaRa 92 25.1
Mayos 39 10.6

RumPum 23 6.3
Total 367 100

3.2 Brand Recognition 

For brand recognition, the question was 
asked as 'Which other brand of noodles 
are you aware of?'. The responses are 
presented in Table 2.

Table 2
Aware of Brand

Brands Frequency Percent
Mayos 255 69.48
RaRa 241 65.67
RumPum 194 52.86
Miho 80 21.80
2PM 78 21.25
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Table 2 shows that 69.48 percent respondents were mentioned Mayos noodles on other 
popular brand categories. Like that 65.67 percent respondents were recognized RaRa 
noodles on the other popular categories. 

3.3 Reliability analysis

The reliability of used measurement scales was tested using Cronbach's alpha 
coefficient. 

Table 3
Reliability Analysis

Code Particulars Alpha Code Particulars Alpha

PQ Perceived Quality 0.607 PDM Product Mix 0.737
BAW Brand Awareness 0684 PLM Place Mix 0.648
BAS Brand Association/Image 0.74 PRM Promotion Mix 0.611
BL Brand Loyalty 0.835 PCM Price Mix 0.581

OBE Overall Brand Equity 0.692

Table 3 shows the results of reliability of measurement scales used for measuring 
independent and dependent variables of brand equity dimensions and marketing mix 
variables. The applied measurement scales exhibits satisfactory levels of reliability. Two 
scale items PQ1 and PQ5 (among 5 items) was eliminated from Perceived Quality. Two 
scale items BAW1 and BAW 5 (among 5 items) was eliminated from Brand Awareness. 
Two scale items BAS5 and BAS8 (among 8 items) was eliminated from Brand Association/
Image. For marketing mix variables, all the items in product mix, place mix, promotion 
mix and price were accepted to increase the value of the measurement. 

For factor analysis, 18 scales items from Perceived quality, Brand awareness, Brand 
Associations/Image & Brand Loyalty were forwarded to test convergent validity and 
discriminant validity of measurement scales (Rajh, 2005). It is done the dimension 
reduction and factors extraction there.

3.4 Descriptive Statistics: 

Table 4
Descriptive Statistics of Brand Equity and Marketing Mix items

Particulars Mean S. D. Particulars Mean S.D.

Perceived Quality 4.10 0.931 Product Mix 3.9684 0.67434
Brand Awareness 3.56 1.173 Place Mix 3.7255 0.75323

Brand 
Associations/

Image
4.01 0.926 Promotion 

Mix 3.8958 0.67917

Brand Loyalty 3.94 1.06 Price Mix 3.8467 0.70117
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Table 4 shows the mean of perceived quality, 
brand awareness, brand association/
image, brand loyalty, product mix, place 
mix, promotion mix and price mix items 
are above the level of 3.0. Except for brand 
awareness and brand loyalty which has 
a standard deviation of 1.17 and 1.06, 
the rest of the mentioned variables were 
below or near to 1.0 standard deviation. It 
means that the mean result is accurate. 

3.5 Factor analysis of Brand Equity 
variables

Convergent and Discriminant validity 
of measurement instrument was tested 
using factor analysis (Rajh, 2005). 
Before  proceeding  for  factor  analysis, 
appropriateness  of  factor  analysis  is  
to  be  assessed.  This can be done by 
examining adequacy through Kaiser 
Olkin (KMO) statistic. KMO  value  greater  
than  0.5  is  considered  to  be  adequate 
(Kaiser and Rice, 1974). From the table 4 
value of KMO is acceptable  indicating  
that  pattern  of  correlation  are relatively  
compact  and  factor  analysis  can  yielded  
distinct and  reliable  results. Barlett test 
result is significant (P<.0001) represent 
that factor is acceptable. The items in the 
individual category subjected to Principal 
Component Analysis (PCA) with Varimax 
rotation and Kaiser normalization using 
SPSS 13.0.The items having factor loading 
less than 0.5 are to be eliminated.

Table 5
   KMO and Bartlett's Test
Kaiser-Meyer-Olkin 
Measure of Sampling 
Adequacy

 0.837

Bartlett's Test of Sphericity
Approx. 
Chi-
Square

1974.555

 Df 153
 Sig. 0.000

Table 6 gives the initial communalities 
estimates of variance accounted for 
all components or factors. Extraction 
communalities are estimates of the 
variance in each variable accounted for 
the factors in the solution. Small values 
indicate that variables do not fit well with 
factor solution and can be dropped from 
the analysis. Principal component analysis 
(PCA) involves a mathematical procedure 
that transforms a number of possibly 
correlated variables into a smaller number 
of uncorrelated variables called principal 
components.

Table 6
Communalities

 Initial Extraction
PQ2 1 0.428
PQ3 1 0.645
PQ4 1 0.583
BAW2 1 0.616
BAW3 1 0.635
BAW4 1 0.714
BAS1 1 0.339
BAS2 1 0.639
BAS3 1 0.531
BAS4 1 0.483
BAS6 1 0.481
BAS7 1 0.336
BL1 1 0.495
BL2 1 0.624
BL3 1 0.672
BL4 1 0.657
BL5 1 0.464
BL6 1 0.447

Extraction Method: Principal Component 
Analysis.

Table 7 list eigen values associated with 
each linear component associated with 
each linear component (factor). Before 
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extraction 18 linear components were identified within the data set. Eigen values 
associated with each factor represent the variance explained by each linear component. 
Four components are identified totaling cumulative contribution of fifty four percent. 

Table 7
Total Variance Explained

Component Initial Eigenvalue Extraction Sums of Squared 
Loadings

Rotation Sums of Squared 
Loadings

Total % of
Variance

Cumulative
% Total % of 

Variance
Cumulative 

% Total % of
Variance

Cumulative
%

1 5.257 29.205 29.205 5.257 29.2 29.205 3.56 19.776 19.776
2 1.823 10.127 39.331 1.823 10.1 39.331 2.55 14.184 33.96
3 1.424 7.912 47.244 1.424 7.91 47.244 1.87 10.384 44.344
4 1.285 7.14 54.383 1.285 7.14 54.383 1.81 10.039 54.383
5 0.97 5.391 59.774
6 0.938 5.212 64.986
7 0.787 4.372 69.358
8 0.722 4.01 73.367
9 0.673 3.739 77.107
10 0.608 3.376 80.482
11 0.583 3.239 83.722
12 0.545 3.028 86.749
13 0.509 2.83 89.579
14 0.467 2.597 92.176
15 0.414 2.299 94.475
16 0.377 2.093 96.568
17 0.351 1.949 98.517
18 0.267 1.483 100

Extraction Method: Principal Component Analysis.

Scree  plot  shown  in  figure 2 represent  point  of  inflection  of  the  curve. The curve trails 
after five factors but there is another drop at four factors before stable plateau. Therefore, 
first five factors are retained.  

Figure 2 
Scree Plot
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Table 8 gives components after varimax 
rotation.  The matrix loading less than 0.5 
are to be suppressed or excluded from the 
output.  Here, scale item BAS1 is excluded. 

  Table 8
Factor Structure after Varimax Factor Rotation

Component
1 2 3 4

PQ2    0.624
PQ3    0.789
PQ4    0.731
BAW2   0.68  
BAW3   0.771  
BAW4   0.809  
BAS1  -   
BAS2  0.783   
BAS3  0.703   
BAS4  0.532   
BAS6  0.551   
BAS7  0.511   
BL1 0.596    
BL2 0.741    
BL3 0.8    
BL4 0.796    
BL5 0.584    
BL6 0.65    

Extraction Method: Principal Component 
Analysis. 
Rotation Method: Varimax with Kaiser 
Normalization.
Rotation converged in 6 iterations.

Table 8 represents rotated component 
matrix representing matrix of factor 
loadings for each variable on to each factor. 
It can be seen from table 5 that variables 
BL1, BL2, BL3, BL5, BL6 having values of 
principal components of 0.596, 0.741, 0.0.8, 
0.0.796, 0.584 & 0.65 respectively have 
loadings on factor 1. The factor 1 is termed 
as refinement of Brand Loyalty. For factor 
2 we see that BAS2, BAS3, BAS4, BAS6 and 
BAS7 have high loadings indicating factor 
2 is clubbed into refinement of Brand 
Association/Image factors. For factor 3 it 
is combination of variables BAW2, BAW3 
and BAW4 with values 0.68, 0.771 and 
0.809 respectively and can be clubbed into 
refinement of Brand Awareness factor.  
Factor 4 is combination of three variables 
PQ2, PQ3 and PQ4 with values 0.624, 0.789 
and 0.731 representing factor loading 
on factor 4 termed as the refinement of 
Perceived Quality. 

3.6 Multicollinearity Statistics

To be linearity, one assumption of multiple 
regression is that all the independent 
variable has no relation with each other. 
If one or more independent variables are 
related with each other there is seen the 
problem of multicollinearity (Wilson & 
Keating., 2010).

Table 9
Collinearity Statistics

Brand Equity variables Tolerance VIF Marketing mix  variables Tolerance VIF
Perceived Quality 1 1 Product Mix 0.693 1.443
Brand Awareness 1 1 Place Mix 0.688 1.453
Brand Association/Image 1 1 Promotion Mix 0.677 1.476
Brand Loyalty 1 1 Price Mix 0.8 1.249

Tolerance values of all brand equity dimensions and marketing mix variables are above 
0.10. Simultaneously, the VIF value is less than 10; it is ascertain that there is no effect of 
multicollinearity problem that creates dependency in independent variables (Hair et al., 
1998; and Burns & Bush, 2007).
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3.7 Multiple Regression Result and Their Interpretations

Table No. 10
 Output of regression coefficients, ANOVA and R2

 
Coefficient 
value of B S.E. p-value Coefficient 

value of B S.E. p-value 

Constant 3.924 0.029 0.000 Constant 0.876 0.225 0.000
PQ 0.160 0.029 0.000 PDM 0.373 0.053 0.000

BAW 0.101 0.029 0.001 PLM 0.050 0.048 0.292
BAS 0.171 0.029 0.000 PRM 0.143 0.053 0.008
BL 0.344 0.029 0.000 PCM 0.215 0.048 0.000

R .609 R .590
R2 0.371 R2 0.348

Adj. R2 0.365 Adjusted R2 0.341

S. E. 0.55996 Std. Error of 
the Estimate 0.5703

F-Value 53.486 F-Value 48.327
p-value of 

F test 0.000 Sig. at 
5% level

p-value of F 
test .000 Sig. at 5% 

level
Model 1: BE = 3.924 + 0.160 PQ + 0.101 BAW                                  

+ 0.171BAS + 0.344 BL + U
Model 2: BE = 0.876 + 0.373 PDM + 0.050 PLM +  

                 0.143 PRM + 0.215 PCM  + U

Model 1: BE = 3.924 + 0.160 PQ + 0.101 BAW + 0.171BAS + 0.344 BL + U

Model 2: BE = 0.876 + 0.373 PDM + 0.050 PLM + 0.143 PRM + 0.215 PCM  + U

3.8 Testing of Hypotheses

p-value of Perceived Quality coefficient is 0.000 which is significant at 5% level of 
significance. So, Hypothesis 1 is accepted.

p-value of Brand Awareness coefficient is 0.001 which is significant at 5% level of 
significance. So, Hypothesis 2 is accepted.

p-value of Brand Association/Image coefficient is 0.000 which is significant at 5% level of 
significance. So, Hypothesis 3 is accepted.

p-value of Brand Loyalty coefficient is 0.120 which is not significant at 5% level of 
significance. So, Hypothesis 4 is accepted.

p-value of Product Mix coefficient is 0.000 which is significant at 5% level of significance. 
So, Hypothesis 5 is accepted.

p-value of Place Mix coefficient is 0.292 which is  not significant at 5% level of significance. 
So, Hypothesis 6 is not accepted.

p-value of Promotion Mix coefficient is 0.008 which is significant at 5% level of significance. 
So, Hypothesis 7 is accepted.
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p-value of Price Mix coefficient is 0.000 
which is significant at 5% level of 
significance. So, Hypothesis 8 is accepted.

3.9 Major Findings

- For top-of-mind recall, WaiWai 
noodles brand has got first ranking on 
consumers' rating. The second rank 
is RaRa noodles, followed by Mayos 
noodles. 

- For brand recognition, 69.48 percent 
respondents have mentioned Mayos 
noodles on other popular brand 
categories. Like that 65.67 percent 
respondents have recognized RaRa 
noodles on the 'other brand' popular 
categories.

- In Regression Model 1, all the brand 
equity dimensions like perceived 
quality, brand awareness, brand 
associations and brand loyalty are 
significant. These all factors are 
influential factors for creating brand 
equity of noodles markets in Nepal. 

- In Regression Model 2, mostly 
marketing mix variables like product 
mix, promotion mix and price are 
important factors for creating brand 
equity of noodles markets in Nepal. 
But, place mix is not significant to create 
brand equity. It is because place is the 
invisible components in marketing. 

4. Conclusions
The study is consistent with the research 
done by Shreatha (2011) to measure 
consumer-based brand equity of dairy 
milk brands in Nepal. The findings express 
that perceived quality, brand association 
and brand loyalty have played significant 
role in creating brand equity of dairy milk 

in Nepal. But, brand awareness has been 
found to have negative impact on creating 
the brand equity. 

This study is almost consistent the 
research done by Jaehee and Eunyoung 
(2008) to consumer-based brand equity 
comparisons among Americans and South 
Koreans in the USA and South Koreans in 
Korea. There is found among the elements 
of band equity, the perceived quality, 
brand awareness and association reported 
by American college students were 
significantly greater than those reported 
by South Koreans in the USA and Korea.

This study is consistent the research done 
by Tong and Hawley (2009) to measuring 
consumer-based brand equity from the 
sportswear market in China. The findings 
conclude that brand association and brand 
loyalty are influential dimensions of brand 
equity. Weak support was found for the 
perceived quality and brand awareness 
dimensions. 

5. Further Research

Confining this study to Nepal's noodles 
industry is acknowledged as a limitation, 
although it is argued that findings may be 
relevant to other industry like, biscuits, 
brewery, soft drinks, soap, shampoo, tea, 
airlines, hotel and telecommunication 
sector.

Extending the research to include other 
territories of the country is recommended, 
while the findings could benefit further 
by the inclusion of performance 
measurements of the brands chosen for 
the study.
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Measuring Competitive Position of 
Insurance Industry in Nepal through 

SWOT Analysis

Gautam Maharjan* 

Abstract
Organizations should have competitive business strategies to achieve organizational 
objectives in the global market. The main purpose of this study is to measure the competitive 
position of insurance industry in Nepal. Out of 25 insurance companies registered at Beema 
Samiti, only 13 private-sector non-life and 4 life insurance companies more than five years 
old have been selected as a sample. About 77 percent and 75 percent of the responses received 
from non-life and life insurance companies respectively are usable. Based on the SWOT 
analysis, in the non-life insurance group, the mean score of strengths, threats, opportunities, 
and weaknesses are ranked first, second, third, and fourth respectively whereas the mean 
score of strengths, opportunities, threats, and weaknesses are first, second, third, and fourth 
respectively in the life insurance industry. The study has found that both non-life and life 
insurance industries have high effect of strengths and low effect of weaknesses. 

* Mr. Maharjan (M.B.A., M.Phil.), TU is Teaching Assistant at Public Youth Campus, Tribhuvan Univer-
sity. He can be reached at maharjangautam@gmail.com

1. Introduction
Role of business strategy is very important 
for both large and small firms. It has 
been continuously emphasized in the 
strategic management prospective (David, 
2001; Wheelen & Hunger, 2002; Rue & 
Holland, 1989). They indicated that every 
firm should adopt business strategy to 
accomplish their organizational objectives. 
Also, organizations can have a single 
strategy or many strategies, and these 
strategies are likely to exist at three levels: 
corporate level strategies; business level 
strategies; and functional level strategies.

Walker (2008) highlighted the importance 
of adequate environmental reporting 

if organizations are to survive in the 
long run, and achieve a sustainable 
advantage. By adopting an environmental 
management system, organizations can 
enhance their image that could lead to 
increased sales and improved relations 
with environmental regulators and other 
stakeholders.

Sofka and Teichert (2006) investigated how 
organizational capabilities and resources 
can translate into competitive advantage 
with regards to sensing and using 
modern technologies. They defined three 
context factors which can be captured at 
three levels: a) access and opportunity,   
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b) knowledge, and c) company's 
competencies and processes. They found 
that external sources of innovation were 
not superior to domestic sources in 
countries such as China or India. 

Rao (2005) argued that marketing assets 
can play a crucial role in sustaining 
organizations' competitive advantage. 
By implementing the right marketing 
strategy which focuses on users' needs, 
product uniqueness, and differentiation, 
high technology firms can turn their 
technological competences into sustainable 
competitive advantage. 

Lei and Slocum (2005) identified four 
different environmental strategies and 
presented the various strengths and 
threats posed by each type. They clarified 
how organizations should respond to 
changing environments by studying the 
rate of technological change and keeping 
track of product life cycle dynamics. 

Siaw and Yu (2004) clarified that the 
internet, as a commercial technology, has 
changed the rules of competition in the 
banking industry. The likely emergence of 
new small banks into the market will use 
this capable tool to compete with existing 
large international banks. They finally 
concluded that the internet has strongly 
affected the competitive landscape of the 
banking industry by creating competitive 
advantages, so banks can rely on such 
technology to compete with their rivals. 

Strandholm and Kumar (2003) asserted the 
existence of a positive relationship between 
external environmental analysis style 
and overall organizational performance 

and the ability to gain a competitive 
advantage.

Palese and Crane (2002) depicted that 
the issue of management can help 
organizations identify risk and opportunity 
before competitors can. It is defined as 
having the capacity to act quickly in order 
to seize opportunity or to avert risk. It is 
claimed that when organizations apply 
issue management process or discipline, 
thy can reap the benefits of innovation, 
team collaboration, and diversity. 

The SWOT analysis is a useful aid to 
strategy formulation but some weaknesses 
remain. SWOT is the overall evaluation 
of a company’s strengths, weaknesses, 
opportunities, and threats. Valentin (2001) 
described the SWOT analysis as the 
conventional approach of searching for 
insights into ways of realizing the desired 
alignment. The SWOT analysis is no doubt 
a valuable tool in the field of business 
strategy because it invites decision makers 
to consider important aspects of their 
organization’s environment and helps 
them organize their thoughts. However, 
Panagiotou (2003) argued that the open 
nature and unstructured method of SWOT 
offer little help to users and planners are 
left without indication as to where to 
search for such variables, or what to do 
after finding them in terms of how best to 
incorporate them in strategy formulation.

SWOT analysis refers to the process through 
which decision makers develop their 
awareness of organizational environments 
so as to influence performance now and in 
the future (Narayanan & Nath, 1993). 
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The competency in management and the 
favourable environmental forces are the 
most important factors for success and 
failure of any organization. Despite little 
investment, the insurance sector has seen 
cut-throat competition in the recent years. 
Therefore, insurance companies would 
face losses if they could not find better, 
innovative areas for investment.

In the context of insurance companies in 
Nepal, the performance has not gained 
as it was expected. In the matter of 
severe competition, it has become quite 
vulnerable. There is need for advance tools 
and techniques of strategic management 
for competitive business strategies.

The present study has intended to examine 
the prevailing practices of competitive 
business strategies adopted in insurance 
industry in Nepal. The main issues of the 
study are as given below:

What is the competitive position of • 
non-life and life insurance companies 
in Nepal?

What are the existing strategic • 
initiations and practices of the insurance 
companies in Nepal?

The objectives of the study are as follows:

To measure the competitive position of • 
non-life and life insurance companies 
in Nepal

To examine the existing strategic • 
initiations and practices of the insurance 
companies in Nepal

The insurance industry has an 

important role in public-saving as well 
as in mobilizing the funds in so many 
developmental activities. 

Insurance companies are, accordingly, 
adopting a variety of strategic postures in 
order to create a sustainable competitive 
advantage (Bani-Hani & Faleh, 2009). As 
Nepalese insurance industry has become 
more market-dominated, the industry has 
gone through some major restructuring. 

Several research works have been 
conducted by many researchers in different 
ways as well as geographic locations in 
the context of different strategies and its 
effects in performance of the firms. Those 
research works are somehow different with 
each other regarding sample selection, 
statement of problems, main purpose of 
studies, application of methodology and 
statistical tools and other data analysis 
programmes, such as Statistical package 
for social science (SPSS), Microsoft Excel 
2007, etc. These studies have adopted 
different types of models to predict the 
effects of variables with each others. 

However, there is no study that would 
cover the competitive position of both 
non-life and life insurance companies 
operating in the context of Nepalese 
national market.

As the service-oriented firms, the study 
in insurance industry is a unique part. 
Previous related studies were mostly 
concerned with manufacturing and 
banking sectors.

The study of SWOT analysis in Nepalese 
context is another new area covered by 
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this study, since no previous studies 
have touched upon it. The present study 
attempts to examine competitive position 
of non-life and life insurance industry in 
Nepal through SWOT analysis.

2. Research Methodology
The research design of the study is 
descriptive as well as analytical in nature. 
It has attempted to cover the competitive 
position of insurance companies in Nepal. 

This study has been based on primary 
data. These required for the analysis 
will be obtained through a questionnaire 
administered on insurance company 
officials including the executives, senior 
officers, and junior officers to provide 
their opinions. The study also inquired 
insurance companies’ Chartered 

Accountants, lawyers, Instructors, senior 
insurance agents and company advisors 
as categorised in the 'Others'.

Out of the 25 insurance companies 
registered at Beema Samiti, Nepal 
Government's Regulatory Authority, 
private insurance companies established 
more than five years ago and having single 
type insurance business (i.e., non-life or life) 
have been taken as a sample. Thus, only 17 
private-sector insurance companies have 
been selected as a sample. Out of which 
13 are non-life and 4 are life-insurance 
types. These companies represent the 
industry's competitive environment, as 
they are clearly used in guiding investor 
decisions. Rastriya Beema Sansthan has 
been excluded because it is owned by the 
government.

Table 1
List of Selected Insurance Companies

S.N. Establishment  Year Non-life Insurance Companies
1 1947 Nepal Insurance Co. Ltd.
2 1967 The Oriental Insurance Co. Ltd.
3 1974 National Insurance Co. Ltd.
4 1993 Himalayan General Insurance Co. Ltd.
5 1993 United Insurance Co. (Nepal) Ltd.
6 1994 Premier Insurance Co. (Nepal) Ltd.
7 1994 Everest Insurance Co. Ltd.
8 1996 Neco Insurance Ltd.
9 1996 Sagarmatha Insurance Co. Ltd.

10 1996 Alliance Insurance Co. Ltd.
11 2001 NB Insurance Co. Ltd.
12 2002 Prudential Insurance Co. Ltd.
13 2004 Shikhar Insurance Co. Ltd.

S.N. Establishment Year Life Insurance Companies
1 1988 National Life insurance Co. Ltd.
2 2001 Nepal Life Insurance Co. Ltd.
3 2001 American Life Insurance Co. Ltd.
4 2001 Life Insurance Corporation (Nepal) Ltd.

Source: Beema Samiti (www.bsib.org.np)
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Following Table 2 shows the respondents’ profile of the study.

Table 2
Respondents’ Profile

Variables Non-life  (Numbers) Life (Numbers) Total
Distribution and Responses
Distribution 130 40 170
Responses 101 30 131

% of responses 77 75 77
Designation
Executive 30 2 32
Senior Officer 34 6 40
Junior Officer 12 8 20
Others 25 14 39

Total 101 30 131
Gender
Female 35 10 45
Male 66 20 86

Total 101 30 131
Age Group
Below 20 yrs 0 0 0
20-30 36 7 43
30-40 37 16 53
40-50 17 6 23
50 years and above 11 1 12

Total 101 30 131
Qualification
M.Phil./Ph.D. 0 0 0
Post graduate 57 14 71
Graduate 39 16 55
Undergraduate 5 0 5

Total 101 30 131
Experience
Below 5 yrs 22 10 32
5-10 32 16 48
10-15 30 4 34
15-20 6 0 6
20 yrs and above 11 0 11

Total 101 30 131
Source: Survey 2010
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Reliability analysis is a popular and 
frequently used procedure. SPSS method 
of accessing reliability analysis is user 
friendly and largely intuitive. Chronbach's 
alpha (α) is a measure of reliability that 
is most widely used (George & Mallery, 
2009). A  rule of thumb that applies to 
most situations are: α > 0.9 – excellent, 
α > 0.8 – good, α > 0.7 – acceptable, α > 
0.6 – questionable, α > 0.5 – poor, α < 0.5 – 
unacceptable

All questionnaires of four variables 
from primary data have been tested as 
reliability test analysis using SPSS 13. 
The questionnaire having the value of 
Cronbach's alpha (α) is less than 0.5 has 
been eliminated.

Descriptive statistics is an important 
statistical tool and exactly provides different 
aspects of measurement. In this research, 
different statistical values are calculated 
such as mean, standard deviations, 
standard error, etc. for both types of non-
life and life insurance companies. SWOT 
will have been measured using subjective 
(perception-based) methods. Five point 
Likert-based scales (where, 1 for ‘strongly 
disagree’, 2 for ‘disagree’, 3 for ‘neutral’, 
4 for ‘agree’, and 5 for ‘strongly agree’) 
have been composed for surveying the 
respondents. The average mean more than 
3 means high effect of the variable. But 
the average mean less than 3 means low 
effect of variable. Low standard deviation 
means that data have more consistency 
and high standard deviation indicates that 
data are highly fluctuated. So, the variable 
with high average mean and low standard 
deviation is more effective.

Limitations of the study are as below:

The study used only the survey-based • 
primary data. The study has only taken 

17 private companies of more than five 
years in operation. So, limitations of the 
small sample are also much common 
in this study.

The study has used only SWOT matrix • 
test to examine the competitive position 
of insurance industry. The study results 
could have some limitations due to the 
limited analytical tools used.

3. Presentation and Analysis of Data
The variables taken from primary data are 
measured by five point Likert scale.

3.1 Reliability Analysis

As per the rule of thumb, reliability is 
tested with nine variables in the survey 
as primary data in case of non-life and 
life insurance companies separately. The 
variables and their values of Cronbach's 
alpha are given in Table 3. As shown in 
the Table 3, Cronbach's alpha value of 
all variables in the both non-life and life 
insurance companies are more than 0.5. 
So, the all variables are not unacceptable.

Table 3
Reliability Test Using Cronbach's Alpha 

Coefficient

SN Variables
Cronbach's Alpha 
Coefficient
Non-life Life

1 Strengths of the 
companies 0.813 0.909

2 Weaknesses of 
the companies 0.807 0.788

3 Opportunities of 
the companies 0.815 0.758

4 Threats of the 
companies 0.734 0.734
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3.2 Descriptive Statistics

The non-life insurance companies have the 
highest mean score of strength-variable 
shown by "Strong financial position" 
is 4.23 with corresponding standard 
deviation of 0.84. Out of 101 responses, the 
maximum responses on this statement are 
46 with ‘agree’ and minimum are 2 each 
with ‘strongly disagree’ and ‘disagree’ 
respectively.

The lowest mean score of strength-
variable shown by "Huge market coverage 
(Network)" is 3.55 with corresponding 
standard deviation of 1. The maximum 
response on this statement is 26 for neutral 
and minimum is 3 for 'strongly disagree’.

The overall average mean score among 
8 statements is (i.e., 3.9 > 3) with 
corresponding average standard deviation 
is 1.02 which means the group of non-life 
insurance companies has high strengths.

The life insurance companies have the 
highest mean score of strengths variable 
shown by "Computerised system" 
is 4.47 with corresponding standard 
deviation of 0.9. Out of 30 responses, the 
maximum response on this statement is 
19 for 'strongly agree' and minimum 1 for 
'strongly disagree.'

The lowest mean score of strengths variable 
shown by "A large number of branches" is 
4 with corresponding standard deviation 
of 1.26. The maximum response on this 
statement is 15 for 'strongly agree' and 
minimum are 2 each for 'disagree’, and 
'strongly disagree', respectively.

The overall average mean score among 
8 statements is 4.28 (i.e., 4.28 > 4) 
with corresponding average standard 
deviation is 1.02 which means the group 
of life insurance companies has very high 
strengths.

The non-life insurance companies have the 
highest mean score of weaknesses variable 
as shown by "Centralized decision making" 
is 3.46 with corresponding standard 
deviation of 1.36. Out of 101 responses, 
the maximum response on this statement 
is 31 for 'strongly agree' and minimum 10 
for 'strongly disagree'.

The lowest mean score of weaknesses 
variable shown by "Use of old software" 
is 2.28 with corresponding standard 
deviation of 1.26. The maximum response 
on this statement is 34 for 'strongly 
disagree' and minimum 7 for 'strongly 
agree.'

The overall average mean score among 
10 statements is 2.65 (i.e., 2.65 < 3) with 
corresponding average standard deviation 
is 1.26 which means the group of non-life 
insurance companies has low weakness.

The life insurance companies have the 
highest mean score of weaknesses variable 
shown by "Limited number of employees" 
is 3.03 with corresponding standard 
deviation of 1.45. Out of 30 responses, 
highest 7 responses agreed with this 
statement and minimum 5 showed their 
neutral position.

The lowest mean score of weaknesses 
variable shown by "Use of old software" 
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is 1.80 with corresponding standard 
deviation of 1.24. The maximum responses 
from 18 respondents strongly disagreed 
with this statement, and minimum are 2 
each with 'neutral', 'agree,' and 'strongly 
agree' respectively.

The overall average mean score among 
10 statements is 2.41 (i.e., 2.41 < 3) with 
corresponding average standard deviation 
is 1.26 which means the group of life 
insurance companies has low weakness.

The non-life insurance companies have 
the highest mean score of opportunities 
variable shown by "Competitive 
advantages" is 3.98 with corresponding 
standard deviation of 0.96. Out of 101 
responses, the maximum 42 responses 
agreed with this statement, and minimum 
are 3 each with 'strongly disagree’.

The lowest mean score of opportunities 
variable shown by "Doing business in 
global market" is 2.74 with corresponding 
standard deviation of 1.30. The maximum 
response on this statement is 27 for 
'disagree' and minimum 11 for 'strongly 
agree’.

The overall average mean score among 
8 statements is 3.63 (i.e., 3.63 > 3) 
with corresponding average standard 
deviation is 1.11 which means the group 
of non-life insurance companies has high 
opportunities.

The life insurance companies have the 
highest mean score of opportunities 
variable shown by "Sufficient fund" is 4.43 

with corresponding standard deviation of 
0.94. Out of 30 responses, the maximum 19 
responses strongly agreed and minimum 
1 with strongly disagreed with this 
statement.

The lowest mean score of opportunity 
variable shown by "Doing business in 
global market" is 3.43 with corresponding 
standard deviation of 1.61. The maximum 
19 responses strongly agreed with this 
statement and minimum 1 strongly 
disagreed with this statement.

The overall average mean score among 
8 statements is 4.08 (i.e., 4.08 > 4) 
with corresponding average standard 
deviation is 1.08 which means the group 
of life insurance companies has very high 
opportunities.

The non-life insurance companies have 
the highest mean score of threats variable 
shown by "Increase in bargaining power 
of customers" is 4.16 with corresponding 
standard deviation of 0.96. Out of 101 
responses, a maximum of 43 responses 
agreed with this statement and minimum 
3 'strongly disagree.'

The lowest mean score of threats variable 
shown by "Brand loyalty towards old 
insurance companies" is 3.24 with 
corresponding standard deviation of 1.12. 
The maximum responses of 36 agreed with 
this statement and minimum 6 strongly 
disagreed.

The overall average mean score among 
8 statements is 3.81 (i.e., 3.81 > 3) with 
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corresponding average standard deviation 
is 1.05 which means the group of non-life 
insurance companies has high threats.

The life insurance companies have the 
highest mean score of threats variable 
shown by "Increase in new insurance 
companies" is 4.40 with corresponding 
standard deviation of 0.72. Out of 30 
responses, the maximum 16 responses 
strongly agreed and minimum 4 were 
neutral with this statement.

The lowest mean score of threats variable 
shown by "Brand loyalty towards old 
insurance companies" is 3.33 with 
corresponding standard deviation of 1.03. 
The maximum 14 responses were neutral 
on this statement and minimum 1 strongly 
disagreed.

The overall average mean score among 
9 statements is 3.80 (i.e., 3.80 > 3) with 
corresponding average standard deviation 
is 1 which means the group of life insurance 
companies has bigger threats.

3.3 SWOT Analysis

SWOT is a way of summarizing the 
current state of a company and helping to 
devise a plan for the future. In its simplest 
form, a SWOT analysis is the examination 
of an organization's internal strengths 
and weaknesses, and its environmental 
opportunities, and threats. It is a general 
tool designed to be used in the preliminary 
stages of decision-making and as a 
precursor to strategic planning in various 

kinds of applications (Bartol et al., 1991). 
An understanding of all external factors, 
(threats and opportunities) together with 
an internal examination of strengths and 
weaknesses assists in forming a vision of 
the future.

3.3.1  SWOT Analysis of Non-life 
Insurance Companies

As shown in Figure 1, non-life insurance 
companies have the highest mean score 
of strengths variable shown by "Strong 
financial position" and ranked first. The 
lowest mean score of strengths variable 
shown by "Huge market coverage 
(Network)" and ranked 8th and last.

The highest mean score of weaknesses 
variable shown by "Centralized decision 
making" and ranked first. The lowest 
mean score of weaknesses variable shown 
by "Use of old software" ranked 10th and 
last.

The highest mean score of opportunities 
variable shown by "Competitive 
advantages" and ranked first. The lowest 
mean score of opportunities variable 
shown by "Doing business in global 
market" and ranked 8th.

The highest mean score of threats variable 
shown by "Increase in bargaining power 
of customers" and ranked first. The lowest 
mean score of threats variable shown by 
"Brand loyalty towards old insurance 
companies" and ranked 9th and last.
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Figure 1
SWOT Matrix of Non-life Insurance Companies

Strengths Weaknesses
Statements M R Statements M R
Strong financial position 4.23 1 Centralised decision making 3.46 1

Working with computerised system 4.11 2 Working with new technology and 
traditional staffs 3.03 2

Popularity of brand name 4.05 3 Technical obstacles 2.75 3
Genuine investment policy 3.97 4 Limited employees. 2.64 4
Competent and reliable human resources 3.90 5 Problems of global changes 2.63 5
Large number of branches 3.70 6 Limited market 2.62 6
Collection huge amount of premium 3.69 7 Tedious documentation process 2.44 7
Huge market coverage (Network) 3.55 8 Delay on service (queue management) 2.33 8

 Conflict in top level management 2.32 9
Using old software 2.28 10

Overall Average 3.9
Overall Average 2.65  

Opportunities Threats

Statements M R Statements M R
Competitive advantages 3.98 1 Bargaining power of customers 4.16 1
Sufficient fund 3.98 2 Political instability 4.14 2
Modern technologies 3.90 3 Beema Samiti's policies. 4.08 3
Able to expand branches 3.86 4 Challenging economic recession 4.00 4

Growing awareness toward insurance 3.66 5 Increasing new insurance 
companies 3.94 5

Fulfil insurance demand 3.49 6 Rivals' marketing strategies 3.78 6

Fund collection activities 3.42 7 Sustain in global competition 
market 3.49 7

Doing Global business 2.74 8 Awareness towards insurance companies 3.48 8

 Brand loyalty towards old 
insurance companies 3.24 9

Overall Average 3.63 Overall Average 3.81
Source: Survey, 2010

Where,
 M = Mean score of the statements
 R = Rank of the mean score

3.3.2 SWOT Analysis of Life Insurance Companies
As shown in Figure 4.3, the life insurance companies have the highest mean score of 
strengths variable shown by "Computerised system" and ranked first. The lowest mean 
score of strengths variable shown by "A large number of branches" ranked 8th and last.
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The highest mean score of weaknesses variable shown by "Limited number of employees" 
and ranked 10th and last. The lowest mean score of weaknesses variable shown by "Use of 
old software" is ranked 10th and the last.

The highest mean score of opportunities variable shown by "Sufficient fund" and ranked 
first. The lowest mean score of opportunity variable shown by "Doing business in global 
market" is ranked 8th and the last.

The highest mean score of threats variable shown by "Increase in new insurance 
companies" and ranked first. The lowest mean score of threats variable shown by "Brand 
loyalty towards old insurance companies" is ranked 9th out of the 9 variables.

Figure 2
SWOT Matrix of Life Insurance Companies

Strengths Weaknesses
Statements M R Statements M R
Working with computerised system 4.47 1 Limited number of employees 3.03 1
Strong financial position 4.40 2 Centralised decision making 3.00 2

Collected huge amount of premium 4.37 3 Working with new technology and 
traditional staffs 2.93 3

Popularity of brand name 4.37 4 Problems of global changes. 2.57 4
Competent and reliable human resources 4.23 5 Technical obstacles 2.33 5

Genuine investment policy 4.20 6 Limited market 2.23 6
Huge market coverage (Network) 4.17 7 Tedious documentation process 2.23 7
Large number of branches. 4.00 8 Conflict in top level management 2.00 8

Delay on service (queue 
management) 1.93 9

Using old software. 1.80 10
Average 4.28 Average 2.41  
Opportunities Threats
Statements M R Statements M R
Sufficient fund 4.43 1 Insurance new insurance companies 4.40 1
Modern technologies 4.33 2 Challenging economic recession 4.03 2
Growing awareness toward insurance. 4.27 3 Rivals marketing strategies 3.93 3
Competitive advantages 4.27 4 Awareness towards insurance companies 3.80 4
Fund collection activities 4.17 5 Political instability 3.73 5
Able to expand branches 4.00 6 Sustain in global competition market 3.70 6
Fulfil insurance demand 3.70 7 Bargaining power of customers 3.67 7
Doing global business 3.43 8 Beema Samiti's policies 3.60 8

 Brand loyalty towards old insurance 
companies 3.33 9

Average 4.08 Average 3.80  
Source: Survey, 2010
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Where,
 M = Mean score of the statements
 R = Rank of the mean score

3.3.3 Rank of Overall Mean of SWOT Factors

In non-life insurance companies as shown in Table 4, the mean score of strengths variable 
is 3.90 (i.e., 3.90 > 3) which is the highest out of the four variables. So, it is ranked first. That 
means non-life insurance companies have the highest strengths power. The mean score of 
threats variable is 3.81 (i.e., 3.81 > 3) which is ranked second. It is greater than 3 score (i.e., 
neutral). So, the non-life insurance companies have also high threats. The mean score of 
opportunities variable is 3.63 (i.e., 3.63 > 3) which is ranked third. It is more than 3 score 
(i.e., neutral). So, the non-life insurance companies have also high opportunities. The 
mean score of weaknesses variable is 2.65 (i.e., 2.65 < 3) which is ranked fourth and last. It 
is less than 3 score (neutral). So, the non-life insurance companies have low weaknesses.

Table 4
Rank of Overall Mean of SWOT Factors

Non-life Insurance Companies M R Life Insurance Companies M R
Strengths 3.90 1 Strengths 4.28 1
Threats 3.81 2 Opportunities 4.08 2
Opportunities 3.63 3 Threats 3.80 3
Weaknesses 2.65 4 Weaknesses 2.41 4

Source: Survey 2010

Similarly in life insurance companies, the mean score of strengths variable is 4.28 
(i.e., 4.28 > 4) which is the highest out of the four variables. So, it is ranked first. It is 
more than 4 score (i.e., agree). That means life insurance companies have the highest 
strengths power. The mean score of opportunities variable is 4.08 (i.e., 4.08 > 4) 
which is ranked second. It is greater than 4 score (i.e., agree). So, the life insurance 
companies have also high threats. The mean score of threats variable is 3.80  
(i.e., 3.80 > 3) which is ranked third. It is more than 3 score (i.e., neutral). So, the life 
insurance companies have also high level of threats. The mean score of weaknesses 
variable is 2.41 (i.e., 2.41 < 3) which is ranked fourth and last. It is less than 3 score (i.e., 
neutral). So, the life insurance companies have fewer weaknesses.

3.3.4 Major Findings

The non-life insurance companies have ‘high effect’ of strengths, threats, and • 
opportunities, and have low effect of weaknesses.

The life insurance companies have ‘very high effect’ of strengths and opportunities, • 
while they have just ‘high effect’ of threats, and ‘low effect’ of weaknesses. 

In the non-life insurance group, the mean scores of strengths, threats, opportunities, • 
and weaknesses are ranked first, second, third, and fourth respectively.
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In the life insurance companies, the • 
mean scores of strengths, opportunities, 
threats, and weaknesses are first, 
second, third, and fourth respectively.

4. Conclusion
Competitive analysis and business 
strategies are formulated to find out the 
way in which organizations can move 
from their current competitive position to 
a new stronger one. In other words, core 
competences as well as capabilities that 
drive such competences are considered 
to form the essence of competitiveness. 
Competitiveness measurement should 
allow a comparison of the competitive 
position of an organization against that of 
its competitors.

Insurance industry has emerged as a 
business sector that generates adequate 
revenue to the country by creating 
economic activities. But due to changing 
external and internal environment factors, 
it has faced several difficulties. Tough 
competition in this sector could result 
in losses if they could not find better, 
innovative areas for investment.

In the context of insurance companies in 
Nepal, the performance has not gained as 
it was expected. Therefore, there is need for 
devising advanced tools and techniques 
of strategic management for competitive 
business strategies.

Hence, the present study examined 
the prevailing practices of competitive 
business strategies adopted in non-life 
and life insurance companies in Nepal. 
Adopting a SWOT analysis, the study has 
found that non-life insurance companies 
have ‘high effect’ of strengths, threats, 
and opportunities, and have low effect of 
weaknesses. But in case of life insurance 

companies, strengths and opportunities 
make ‘very high effect’, while threats have 
just ‘high effect’, and weaknesses have 
‘low effect’. 

In the non-life insurance group, the 
effect of strengths, threats, opportunities, 
and weaknesses has been found in the 
sequential ranks from first to fourth. 
Similarly, in the life insurance companies, 
the sequence is strengths, opportunities, 
threats, and weaknesses ranked from first 
to fourth.

5. Further Research
In the view of the limitations of the present 
study, future studies will have to address 
the roles and interrelationships of various 
organizational and market variables to 
advance the knowledge of competitive 
strategies in the insurance industry. 
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Abstract
Women are the back bone of their family, pillar of community life and care taker of next 
generation, but most of their works are unpaid, invisible and unrecognized. Now days, 
Nepal is in transition phase of federal republic democracy.  The process of new constitution 
is going to materialize. So it hopes that the future constitution will be inclusive in nature 
on basis of gender equality. This paper tries to explain the conditions and participation of 
female in various sectors of nation.
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Introduction 
In Nepal, there is patriarchal family pattern. 
The male is the head of the household 
and he is the owner of family property 
and right. All authorities reserve to the 
male person and father is the supreme of 
the family. By the cause of this, women 
have to face the partiality in the field of 
economic, political and social sectors. 
Now a day, there is no doubt of providing 
woman rights legally. There are so many 
areas where the woman rights equally 
stated. But practically, the gender equality 
has not been practiced in the real ground. 
The female rights is only for educated 
and elite women who are earning money 
as activists of NGO and INGO by taking 
the issues of female awareness (Rijal, 
2010: p 1). But in the country side, women 
are living as the life of animal. Still they 
have not got the facilities of basic needs 
like food, health, education etc. It is a 

remarkable point that male and female are 
two sides of a coin. It means that both of 
them get the equal chance of opportunity 
and feel the equal responsibility towards 
the nation. The female population in 
Nepal is covered by more than 50% but 
the participation of female representation 
in various sectors of the nation is very 
low. Due to the lack of primary health 
facilities, they reach the door of death in 
stage of pregnancy and maternity. But 
women are the back bone of their family, 
pillar of community life and primary care 
taker of next generation. In addition, they 
manage house hold and prepare foods.  In 
the absence of supporting policies, laws, 
services and time saving technologies, 
women work take for more hours on an 
average than men. Most of their works are 
unpaid, invisible and unrecognized. The 
average daily working load of a woman is 
10.9 hours while it is 7.8 hours for a man 
(IIPF, 2001). 
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In the Interim Constitution of Nepal 2063, 
article20, women rights are expressed 
as the fundamental rights of nation. So 
many positive factors are written in the 
constitution about the women rights. 
Besides of this, various partial rules and 
regulations between the male and female 
are amended, but problems are not going 
to be solved by the weak implementation.

 In traditional society, the status of women 
is generally low. In such society, child 
bearing itself restores prestige of wife, but 
childless woman is looked down upon 
(Bhende & Kanitkar, 2010: p 489).  Similarly, 
high growth rate of population means the 
birth of more children by a woman. If a 
woman gives more children, she can not get 
the opportunities of education, training, 
employment and other social activities 
(Luitel, 2007: p 45).Now days, Nepal is 
in transition phase of federal republic 
democracy.  The process of making new 
constitution is going to materialize. In 
2063 Jestha 26, the concurrent legislative 
assembly gave a decision that it must be 
provided 33% woman representation in 
the different fields of nation. So it hopes 
that the future constitution of Nepal will 
be inclusive in nature on the basis of 
gender equality. Gender equality refers to 
same status, right and responsibility for 
women and men. It is necessary to give the 
reproductive right to women constituently 
as the fundamental right of them.

The International Conference on 
Population and Development (Cairo 1994) 
has emphasized women empowerment 
as a basic tool for country’s overall 
development and improving the quality of 
life. In ICPD 1994, reproductive rights are 
defined as the basic right of couples and 
individual to decide freely and responsively 
the number, spacing and timing of their 
children and highest standard of sexual 

and reproductive health. It also includes 
their right to make decisions concerning 
reproduction free from discrimination, 
coercion and violence. The fourth world 
conference on women (Beijing1995) 
has also followed the theme of Cairo 
conference as improving women’s access 
to and control over economic resources 
can be a key lever for lifting families and 
communities out of poverty. 

Despite many international conference 
affirming women’s human rights, girls 
and women are still much more likely 
than men to be poor, malnourished and 
illiterate and to have less access than men 
to medical care, property ownership, 
credit training and employment (Bist 
and Joshi, 2065: p 70). Gender equality 
is the first and foremost a human right. 
Women are entitled to live in dignity 
and in freedom from fear. Empowering 
women is also an indispensable tool for 
advancing development and reducing 
poverty. Empowered women contribute 
to the health and productivity of whole 
families and communities and to improve 
prospects for next generation.

Objective of the Study
The basic objective of the study is to enquire 
the present status of female with compare 
to male and test whether the gender and 
education status are associated or not 
among the Nepalese people in the school 
and higher education levels.

Methodology 

All analysis and discussion have been 
based on published source of secondary 
data such as Statistical year book of Nepal 
2009(CBS), Nepal in figures 2010 (CBS), 
Women in Nepal Some Statistical facts 
2006 (CBS), Census of manufacturing 
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Establishments 2006/07 (CBS), Flash 1 
report 2065(Education Department), T.U. 
Bulletin 2064/65 etc. Some descriptive 
statistics such as ratio, percentage and 
average are used to compare the status 
of male and female in various sectors. 
Inferential statistics is used to test whether 
the gender and education status are 
associated or not among the Nepalese 
people in the school level and the higher 
education level.

The chi square test is given by

            

   χ²  

Where O= observed frequency

E=expected frequency

Female population in Nepal
According to the National Census 2058, the total population of Nepal is 2,31,51,423, 
among the total population the share of women is 1,15,87,502 which is the 50.04% of the 
total population.

Table 1: Population of male & female
Year Total population Female population % of female population
2009 8235079 4184472 50.81
2018 9412996 4776963 50.74
2028 11555983 5738780 49.65
2038 15022839 7327503 48.77
2048 14891097 9270123 50.13
2058 23151423 11587502 50.04

Source: CBS, Statistical Year Book 2001.

The above table indicates that the female population is around 50% in the different 
national censes of Nepal. In the census years 2028 and 2038, the female population is 
slightly less than male population.

Female population by age distribution
According to the national census 2058, the male and female population by different age 
group is as follows:

Table 2: Female population by age distribution
Age in years Total population Female population Male population

0-4 2755213 1359498 1395715
5-14 6193374 3026481 3166893
15-59 12310968 6259038 6051930

60 and above 1477379 732579 744840
Total 22736934 11377556 11359378

Source: CBS, Nepal in Figure 2009,
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From the above table, the female population under the age 15 years is less than the male 
population of the same age. It shows that still people are wanted to birth son rather than 
daughter. Similarly, the population of female over the age 60 years is also less than male 
population. It shows that the facility of modern medicine is also so far from the female access. 

Female in Civil Services
There is very little participation of women in civil service of Nepal. The following table 
shows the women participation in civil services:

Table 3: Women participation of civil services

Class Total civil 
servants

Female civil 
servants

% of female civil 
servants

Gazetted  specials  44 1 2.27
Gazetted first 336 13 3.87
Gazetted second 2019 72 3.57
Gazetted third 6579 374 5.68
Non gazettes first  15008 1535 10.23
Non gazetted second 19296 2376 12.31
Non gazetted third 8674 2839 32.73
Non gazetted fourth 1352 51 3.77
Non classified 24018 1505 6.27
total 77326 8766 11.34

Source: Nijamati Kitab khana,Pul chok,15 Ashad 2066.

From the above table, the female participation is the lowest than the male participation. 
But according to the second amendment of civil service acts2049, 45% is supposed to be 
100%, among this 33% is separated to the female candidates. So it is hoped that the female 
participants in civil service are going to increase in the future.

Education status of female
Education is the most prominent factor of empowering women with knowledge, skill 
and self confidence. According to the” Nepal in Figures 2010”, the literacy rate (%) of 
Nepalese people is 54.1. Among of them, male literacy rate is 65.5 but corresponding 
figure of female is 42.8. The following table shows the enrollment of boys and girls in the 
school from primary to higher secondary level.

Table 4:Education status of female in school level
level Boys Girls Total %of girls
Primary 2446728 2453935 4900663 50.07
Lower secondary 818063 786359 1604422 49.01
Secondary 410522 379826 790348 48.05
Higher secondary 136654 143793 280447 51.12

Source: Tathyanka Gatibidhi, 2066/67, Chaitra-Ashar, CBS
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From the above table the enrollment of girls in primary level is higher than the enrollment 
of boys. But this scenario is exactly opposite in the lower secondary and secondary level 
education. There is no significant difference between enrollment of boys and girls from 
primary to higher secondary level. In higher secondary level, the enrollment of girls is 
much higher than boy’s enrollment because some boys of urban area go to aboard study 
and some boys of rural area go to Middle East and other countries for foreign employment 
service after the SLC level.

Tribhuvan University is the oldest and pioneer university of Nepal. More than 80% of 
students have been studying in T.U. According to the report of Tribhuvan University 
2064/65, the enrollment of boys and girls in deferent levels are as follows:

Table 5: Women in higher education
Level Boys Girls Total %of girls
Certificate 31844 16549 48393 34.19
Bachelor 58983 30548 89531 34.12
Master 20746 8400 29146 28.82

Source: Tathyanka Gatibidhi,2066/67,Chaitra-Ashar,CBS

Among the students of higher education, there are only 34.74%of girls. There are significant 
differences between enrollment of girls and boys in higher education level. 

Certificate level different faculties like arts, commerce, law, education have been abolished 
in T.U. But, it has not abolished in practical science like engineering, medicine, forestry, 
agriculture. So more number of boys have enrolled in these type of subjects but girls 
have not chance to enroll in these subjects. It shows that in the 21st century, still there are 
discrimination between son and daughter to get the chance of higher education.

Health status of female
The female mortality rate and fertility rate are much higher in Nepal. Most of the women 
in the remote area have not got the primary health facilities. So, they face untimely death 
in the stage of pregnancy and maternity. The following table shows the health status of 
Nepalese women.

Table 6: Health status of Nepalese women
Condition Statistics
Total fertility rate 3.1
Maternal mortality rate 281per lakh alive birth
Average life expectancy of women 64.5 years
Maternity service by health professionals 31.6%
First time pregnancy  examination service 67.9%
Maternity at health post and hospital 15.1%
First time maternity service 37.7%

Source: Annual Report 2064/65, Department of Health service
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There are 281 women per lakh have died in the stage of pregnancy and maternity. In the 
economic year 2064/65, the expected pregnant women were 984251 but only15.1% out 
of them had got the maternity service from health post and hospital. Similarly, only 31.6 
% had got the maternity service by health workers and 67.9% had got the facility of first 
time pregnancy examination service. It indicates that still 32.1% women have not get the 
primary health facilities in the nation.

Female in political sector
After the election of constitutional assembly, the representation of female participation 
in politics is significantly increased. There are 197 women representatives in the house of 
parliament.

Table 7: Female representative in the house of constitutional assembly
Direct election system Inclusive  election system Nominated Total

 Total  representatives=240  Total representatives =335  Total representatives=36 601
No. of female 
representative=30  Female representatives=161  Female representatives=6 197

Source: www.election.gov.np

This table shows that there are 33% female representatives in the house of constitutional 
assembly. It means that female awareness is gradually increased in the political sector 
with compare to past decades.

Women in agriculture sector
Nepal is an agricultural country. More than 85.80 % people live in the rural areas and 
76% of people are engaged in agriculture activities. So, agriculture is the mainstay of the 
economy accounting for one third of Gross Domestic Product (GDP).The following table 
shows the current agriculture status of male and female.

Table 8: women in agriculture sector

Gender
Area of land 

holding 
(000hector)

No. of 
agriculture 

holder (per000)

Average size of 
holding land 

(hector)
Total population 
of farmers (000)

Male 2654.1 3092.6 0.82 9385.8
Female 143.8 271.5 0.53 9646.7
Total 2797.9 3364.1 0.8 19032.5

Source:  CBS, Women in Nepal Some Statistical facts, 2006 

From the above table, it is known that female have actively participated in agricultural 
sector with compare to male but they have limited property right. The average working 
load of women is 10.9 hours while it is 7.8 hours for male. The table indicates that 
women are holding only area of 143.8 thousand hectors land but men are holding area of 
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2654.1hectors land. It also indicates that 9646.7 thousand women are completely engaged 
in agriculture sectors but 9385.8 thousand men are engaged in it.

Women in manufacturing establishment
According to the census of manufacturing establishments Nepal 2007, the numbers of 
women who are working in the manufacturing sector are given below:

Table 9: Women involved in manufacturing establishment   
Level Women Men Total % of women

Manager 110 1809 1919 5.73
Administrator 1224 16859 18104 6.87

Technician 363 7463 7826 4.63
Helper 27270 105544 132814 20.53
Total 28988 131675 160663 18.04

Source: CBS, Census of Manufacturing Establishments Nepal 2006/07.

There are only 18.04 percent of women are working in the industrial and manufacturing 
sector  among them 5.73 percent are managers, 6.87 are administrators, 4.63 percent are 
technicians and 20.53 percent are helper(peon and non class level). Generally, women are 
involved in a low productivity, low wage and higher risk of physical works under the 
employment sector.

Worldwide scenario
Nepal is not only one country where the status of women is very low. Every minute 
around the world a woman dies as a result of pregnancy –related causes. The status of 
women in the world is shown in the following table

Table 10: The status of women in the worldwide scenario
Situation Female scenario 
900 million illiterate 65% female
130 million out of school children 70% female
100 million primary school drop outs 66% female
1.3 million poor percent 70% female
Women’s work 66% unpaid
Labor force participation 40% female
Managers 14% women
Parliament 17% women
Executives 1-2% women

Source: CEDPA, Gender equality, 2002.

Until women are represented more fully in local, national and international decision 
making bodies, but their issues won’t be priorities. Today, women hold only 17% of 
parliamentary seats worldwide.
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Summary and conclusion
Nepal is one of the least developed 
countries of the world. Among 23.1 million 
people of the country as per census of 2001 
A.D. 85.80 percent of people live in the 
rural areas.  There is not only one factor to 
decrease the status of women, social and 
cultural values are equally responsible. 
Various efforts have been conducted 
in the different national development 
planning to promote the status of women 
among the Nepalese people. But sufficient 
facilities have not been reached to target 
group by the cause of ecological diversity, 
ignorance of people and other social 
and economical factors. So it should be 
prevented the discrimination against girls 
and gender based violence in various 
sectors by implementing the strong rules 
and regulations. It should be provided full 
authority of reproductive decisions to the 
women.  If we are able to protect female’s 
reproductive rights, they will have freedom 
to participate fully and equally in the 
society. Government should provide the 
right to non discrimination and equality 
in education and employment sectors. The 
gender equality is the basic human right; 
it offers the multiple rewards that can 
accelerate social and economic progress 
with positive impact on future generations. 
In Nepal, women have suppressed in all 
walks of life by generation to generation, 
women empowerment is far easier 
said than done. This, in certain respect, 
demands a   revolutionary change in socio-
cultural values of the society. 
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Management Accounting Practices in 
Private  Hospitals in Nepal

Achyut Gnawali*

Abstract: 
Management accounting is that branch of the accounting information systems. It is the 
presentations of accounting information to formulate the policies to be adopted by 
the management and assists its day-to-day activities. It uses accounting information 
for planning, controlling and decision-making.  This study is mainly focused on the different 
types of private hospitals of Nepal. It included both listed as well as a recently privatize 
companies. It helps the management to perform all its functions including planning, 
organizing, staffing, directing and controlling. It presents to management accounting 
information in the form of processed data, which it collects from financial accounting.  This 
research is focused how and why any private hospitals practice management accounting. 

Key Words: Management Accounting, Information, Budgeting, Performance

General Background: 
Management accounting information 
serves major roles in organization. 
Management accounting provides 
information to the managers so that 
planning, organizing, and controlling 
can be done in an orderly and rationally 
manner. The management accountant 
must provide a system which allows 
management to receive this necessary 
information in a useful form.   It enhances 
decision-making, guides' strategy 
development and focuses effort related 
to improving organizational performance 
of organizational units (Kaplan and 
Atkinsen, 1998:12) .The management has 
recognized quantitative facts planning, 
controlling, coordinating, motivating 
for the performance. It is only related to 

* Mr. Gnawali is a lecturer at Central Department of Management, TU, Kirtipur, Kathmandu.

the past or present but also indicates the 
future trends. Management accounting 
has to play role in all these areas (Gupta, 
1995: 8) .

Management accounting techniques is not 
only helpful to commercial institutions, 
business houses but it has much to offer to 
the civil services, administrations in terms 
of controlling cost, forecasting expenses 
and helping to increase the overall 
productivity. The role of accounting 
has changed to reflect prioritization in 
government expenses. Hence the Zero-
base budgeting has been adopting which 
is nothing more than management by 
objectives (MBO) through financial 
management. Thus, as intelligence arm the 
role of accounting in the government has 
been to provide a base for the allocation 
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of funds, measurement of achievement 
and prioritization expenses. Management 
accounting is an exact science. Its 
usefulness depends to a very great extent 
upon the intelligent interpretation of the 
data made available.

Management accounting would make 
its greatest contribution by helping 
management of business concern to set 
our civilization on a high economic level 
by maintaining control over multifarious 
and complex activities. This may be true 
not because the accounting is at the elbow 
of management in the role of servitor. It is 
because it has assumed the role of "alter 
ego", through the process and techniques of 
management accounting properly applied, 
management is not merely informed. It 
is stimulated for action. Its thinking is 
provided with standards of references 
vehicles of judgment and forms in which 
to express these judgments and to bring 
changes. Thus management accounting 
has to be regarded as an integrated part 
of the personality of management (Gupta, 
1995: 8-9).

Management accounting systems 
provides information to assist managers 
in their planning and control activities. 
Management accounting activities 
include collecting, classifying, processing 
analyzing and reporting information 
to manager. Unlike the financial 
accounting, information prepared 
for external constituencies such as 
investors, creditors, suppliers and tax 
and regulatory authorities. Management 
accounting information should be design 
to help decision-making within the firm. 
Therefore the scope of management 
accounting extends beyond traditional 
measures of the cost and revenues from 
the transactions that have already occurred 
to include also information on sales, 

backlogs, unit’s quantities, price demands 
and capacity resources and extensive 
performance measures based on physical 
or non financial measures (Kaplan and 
Atkinson, 1998:1).

Shrestha (2009) had conducted a research 
on the topic “Management Accounting 
Practices in The Public Financial Sector 
in Nepal" an unpublished master level 
thesis submitted in Shanker Dev Campus. 
The main objective of her study the state 
of practices of Management Accounting 
Tools in financial sectors in Nepal. Mr. 
Shresths's research was based on only 
primary collection. In his research, he 
had pointed out various objectives and 
findings. Some of remarkable objectives 
were as follows:

To evaluate the process of planning • 
controllingt and decision making  
process of Public Finanacial Sector in 
Nepal.

To identify the major difficulties • 
for practicing the Management 
Accounting tools in Public financial 
Sectors Nepal.

To make suggestion and • 
recommendation to overcome the 
difficulties in Public Financial Sector 
in Nepal.

Some major findings were as follow:

The types of budget practiced in PES's • 
of Nepal were operational budget, 
Cash Budget, Master Budget and 
Program Budget. Almost PFS's of 
Nepal practiced operational budget 
while some prepared master budget. 
Cash budget and Program Budget were 
Practiced too and most of PES's of Nepal 
practiced operational budget only for 
carryout operational activities.
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Reasons for not practicing Management • 
Accounting Tools were lack of 
expertise, high cost/quite expensive, 
no information about the tools and 
governmental policy.

The past budget estimate of historical • 
expenses were the basis used for 
preparation of budget. Zero base 
budgeting was not practiced because 
of government policy and unwilling of 
the management.

Mr. Dallakoti (2008) had conducted 
a research on the topic "A study on 
Management Accounting Practices in 
Civil Aviation Authority of Nepal" an 
unpublished master level thesis submitted 
in Shanker Dev Campus. He had focused 
his study to examine the Management 
Accounting tools practiced in CAAN. 
Mr. Dallakoti's research was based on 
primary and secondary data collection. 
In his research, he had pointed out 
various objectives and findings. Some of 
remarkable objectives were as follows:

To study and examine the Management • 
Accounting tools practiced in CAAN.

To identify the difficulties in applying • 
Management Accounting tools in 
CAAN.

To identify the Management Accounting • 
tools not in use.

To recommend the areas where • 
Management Accounting tools 
can be applied to strengthen the 
organization.

To make recommendation to over come • 
the difficulties in applying Management 
Accounting tools in CAAN.

Some major findings were as follows:

CAAN was facing challenges in • 
collection of the overdue/outstanding 

revenues from airlines and other 
clients. A substantial proportion of due 
was with Nepal Airlines Corporation, 
NECON air and COSMIC air etc.

It is the ground reality that the • 
transportation service through out 
the nation is quite difficult due to its 
geographical structure. So that in most 
part of the country the only assess of 
transportation is possible through 
air services. The construction of 
aerodromes and its regular operation is 
very much expensive than others. Even 
in huge loss, CAAN was operating 
large numbers of airports for its public 
responsibilities as a service provider 
but due to that government was not 
providing any subsidies to CAAN.

In some cases, the aerodromes were • 
constructed, on the interest of political 
leaders and parties even the future 
perspective is very poor. Such airports 
were made on grants or loan from 
different sectors and transferred all the 
responsibilities to CAAN.

The main objective of management 
accounting is to “concern with the 
provision of information to people within 
the organization to help them make 
better decision and improve the efficiency 
and effectiveness of existing operation” 
(Drury, 2000: 4-5). "Information helps 
the manager in planning, controlling 
and decision making. So it is said that 
managers in all types of organization 
rely heavily on managerial accounting 
information for decision-making, planning 
and controlling. Managerial accounting 
is part of an organization's management 
information system. In most of corporate 
firms, management accounting has been 
a strategic business partner in support of 
management's role in decision-making, 
planning and controlling" (Hilton, 
1997:5-6).
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Statement of the Problem
Success is a matter of implementing 
plan systematically. Profit does not just 
happen. It is to be planned and managed. 
Management accounting provides 
techniques to aid management function. 
Nepalese private hospitals are not 
performing well as is evident from their 
annual reports. Poor performance is the 
outcome of poor planning, controlling 
and decision-making.

Do Nepalese private hospitals practice 
management accounting tools and 
techniques to carryout planning, decision-
making and controlling function? 
The research is focused to find out the 
answers of following research questions:

Whether Nepalese private hospitals i. 
are practicing management accounting 
tools?

Which management accounting tools ii. 
are mostly used in Nepalese private 
hospitals?

What are the major difficulties in the iii. 
application of management accounting 
tools?

In which areas management accounting iv. 
tools should be implemented to 
strengthen the Nepalese private 
hospitals? 

The main reasons of poor performance of 
the private hospitals were:

Excessive political interferencei. 

Lack of adequate autonomy and ii. 
accountability,

Absence of professional management iii. 
and

Financial indiscipline.  iv. 

Objectives of the Study
The main objectives of this research 
were to examine and study the practice 
of management accounting tools in the 
private hospitals in Nepal. The specific 
objectives are as follows:

To study and examine the present i. 
practice of management accounting 
tools in Nepalese private hospitals.

To identify the areas where ii. 
management accounting tools can be 
applied to strengthen the Nepalese 
private hospitals.

To identify difficulties in applying iii. 
management accounting tools in 
Nepalese private hospitals.

To make recommendations to overcome iv. 
the difficulties in applying management 
accounting tools in Nepalese private 
hospitals.

The present research work is the study of 
the practice of management accounting 
tools in Nepalese private hospitals and 
useful to all these who are involve in 
implementing of management account. 
This study would be significant in the 
following ways:

It examines the application of i. 
management accounting tools in 
Nepalese private hospitals.

It provides information on the ii. 
application of the tools under different 
circumstance. Thus it will encourage 
the use of management accounting 
tools in decision-making to those 
companies who have not yet used any 
tools.

It will be useful to the potential iii. 
investors, lenders, manager and policy 
makers in Nepalese private hospitals.
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It will also provide literatures to the iv. 
researchers who want to carry research 
in this field in future.

Limitations of the Study
The present research has the following 
limitations:

This research is based on basically i. 
primary as well as secondary data.

The study is concerned with ii. 
management accounting. It does not 
consider the economic aspects of the 
companies.

The study is focused on only listed iii. 
private hospitals. Thus findings 
might not be applicable to non-listed 
companies in Nepal.

The study pays attentions to the iv. 
practice of the management accounting 
tools only. 

Research Methodology
To accomplish the goal, the study follows 
the research methodology described is this 
chapter. This study attempted to analyze 
the practice of management accounting 
tools by private hospital organization of 
Nepal. Primary data were used beside 
that secondary data were also used. The 
research was based on primary data, there 
descriptive research design was used.

The information and data were collected 
through primary sources, but secondary 
data also were used. Discussion and 
interview with managers', account 
personals and staff of private hospital 
organization were taken as the sources 
of primary data. The secondary sources 
of data publication, news paper and 
website of the selected private hospital 
organization.

All the private hospital organizations were 
considered as the total population. Out of 
them, the private hospitals, which were 
in existence and head office located in 
Kathmandu valley were considered as the 
target population for the study, A stratified 
random sampling with proportionate 
allocation method were followed. 
Stratified sampling with proportionate of 
30% was made. total of 47 Private hospital 
were now in existence. Only 7 out of them 
were considered as target population.

As the study was based on primary data, 
information was collected developing 
a structured questionnaire. Structured 
questionnaires were to managers, chief 
accountants and finance chief that were 
available.

Data collected from questionnaires were 
in raw form. They were classified and 
tabulated in a required form. Accounting 
tools and Simple arithmetical percentage 
tools were used for analysis. Major’s 
findings were based on the analysis and 
interpretation of data. Preparation of 
income statement, cost volume profit 
analysis, budgeting, decision making 
practices, standard costing, ratio analysis, 
Zero base budgeting and pricing 
techniques were the major research 
variables involved to study the practice 
of management accounting in private 
hospital of Nepal.

Presentation and Analysis of Data
To meet the objectives, all the private 
hospitals in operation having head office 
in Kathmandu Valley were taken as target 
population. There were seven hospitals 
which were used under stratified sampling 
with proportionate representation of 30%.

Questionnaires were distributed to 13 
private hospitals. A total of 7 private 
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hospitals have taken it as positive response. Beside this direct discussion was made with 
manager, account person, and senior person in the company. They took it as a positive 
response. The data collected through direct discussion is also including in this chapter.

Percentage Analysis of Management Accounting Practices

Table No. - 1 
Practice of Management Accounting Tools in the Private hospitals

S.N. Management Tools No. of 
Sample

No. of 
Practioners

Percentage 
(%)

1. Cost Volume Analysis 7 5 71
2. Long Term Budgeting 7 3 43
3. Annual Budgeting 7 6 85
4. Capital Budgeting 7 3 43
5. Ratio Analysis 7 6 85
6. Cash Flow Statement 7 7 100
7. Activity Based 7 3 43
8. Standard Costing 7 3 43
9. Variable Costing 7 5 71

The above table no. 1 shows scenarios of the practice of management accounting tools 
in the private hospitals in Nepal.  Management Accounting Tools practiced by different 
hospitals have been expressed in percentage. From the above table it is obvious that cash 
flow statement were used by 100% of private hospitals, Ratio Analysis, annual budgeting 
were used by 85%, Cost Volume Analysis and Variable Costing were used by 71%, Long  
Term Budgeting, Capital Budgeting, Activity Based Costing and Standard Costing were 
used by 43% respectively. 

Practice of cash flow statement, ratio analysis, annual budgeting, cost volume profit and 
variable costing were common in every private hospitals where as long term budgeting, 
capital budgeting, activity based costing and standard costing were almost not in 
practice.

The main reasons of not practicing these tools.

•  Lack of knowledge about tools

•  No information about the tools

•  Lack of resources

•  Lack of skilled manpower

•  Lack of willing to trained the staff.
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Table No. - 2 
Budget Practices in the Private Hospitals of Nepal

S.N. Types of Budget No. of 
Sample

No. of 
Practioners

Percentage 
(%)

1. Cash Budgeting 7 3 43
2. Operation Budgeting 7 2 29
3. Master Budgeting 7 3 43
4. Flexible Budgeting 7 2 29
5. Zero Base Budgeting 7 0 0

The above table 2 shows that the practice of types of budget in the private hospitals. From 
the above table it is clear that 43% private hospitals practiced cash budgeting only, 29% 
practiced operational budgeting, 43% practiced master budgeting, 29% practiced flexible 
budgeting while zero base budgeting practiced by none.

Table No. - 3 
Budget Preparation System in the Private Hospitals 

S.N. Budget Preparation Division No. of 
Sample

No. of 
Practioners

Percentage 
(%)

1. Budget Committee 7 2 29
2. Planning and Development 7 3 43
3. Finance Division 7 2 29
4. Account Division 7 5 71

The above table 3 showed that budget preparation system in the private hospitals. From 
the table it is cleared that 29% used to prepare budget by Budget committee, 43% used to 
prepare budget by planning and development committee, 29% used to prepare budget by 
finance division and 71% used to prepare budget by account division.

Table No. - 4 
Types of Budget Practices in the Private Hospitals

S.N. Types of Budgets No. of 
Sample

No. of 
Practioners

Percentage 
(%)

1. Short Term Budgeting 
(1 Year or Less) 7 5 71

2. Medium Term Budgeting  
(3 Years) 7 3 43

3. Long Term Budgeting  
(5 Years of more) 7 1 14

The above table 4 shows that the types of budget practice in the private 
hospitals. From the above table it is clear that, 71% practiced short term budget  
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(1 years of less), 43% practiced short term budgeting (3 years) and 14% practiced long 
term budget (5 years or more).

Most of the private hospitals were interested to prepare short term budget  
(1 years of less) rather than medium term budgeting (3 Years) long term budgeting (5 
years or more). The private hospitals were not interested in preparing long term budget 
because at one hand, it takes a long time and need a lot of exercises and cost. On another 
hand future is so uncertain that budget might not lead activity all the time. The analysis 
showed the private hospitals practiced long term budget without any foresight study. 
In some circumstance budget need to be kept at bay and intuition as well as judgmental 
decision should be use to carryout the activities. So long term planning did not keep any 
meaning in business.

Table No. - 5 
Base for Budget Preparation in the Private Hospitals

S.N. Base for Budget Preparation No. of 
Sample

No. of 
Practioners

Percentage 
(%)

1. Based on past budget estimates 7 1 14
2. Based on past actual expenses 7 7 100
3. Activity Based Costing 7 3 43
4. Zero Base 7 0 0

The above table 5 shows that the base for budget preparation in the private hospitals. 
From the above table it is clear that 14% practiced based on past estimation, 100% 
practiced based on actual expenses, 43% practiced activity based costing based while no. 
of practioner of zero base are almost not in practice.

The advance technique of budget preparation like zero base budgeting and activity based 
budget were not used because lack of expertise and willing to pay more expenses for it 
and having lack of information and techniques.

Table No. - 6 
Methods of Segregating Mixed cost into Fixed Cost and Variable Cost in Private 

Hospitals

S.N. Method of Segregation No. of 
Sample

No. of 
Practioners

Percentage 
(%)

1. High-Low Method 7 0 0
2. Regression Method 7 0 0
3. Average Method 7 4 57
4. Analytical Method 7 2 29

The above table 6 showed that the practice of segregating mixed cost into fixed cost and 
variable in public private hospitals of Nepal. The above table showed that 57% practiced 
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average method and 29% practiced analytical method. High-low method and regression 
method practiced are almost not in practice.

Most of the hospitals practiced average method and analytical method because it is very 
easy to compute and advance method like high low method and regression method is 
not widely used in the private hospitals. The main reason of less using those methods 
is having lack of expert. In other hand regression method is statistical method which 
is difficult in application and it requires expert manpower in statistical methodology. 
Hospitals were not able to hire them.

Table No. - 7 
Practice of Capital Budgeting Tools in Purchasing Fixed or Making Long Term 

Investment in the Private Hospitals

S.N. Tools No. of 
Sample

No. of 
Practioners

Percentage 
(%)

1. Pay Back Period (PBP) 7 3 43
2. Discount Pay Back Period 7 0 0
3. Accounting Rate of Return (ARR) 7 0 0
4. Net Present Value (NPV) 7 4 57
5. Profitability Index (PI) 7 0 0
6. Internal Rate of Return (IRR) 7 1 14
7. (MIRR) 7 0 0

The above table 7 the present practice of capital budgeting tools in the Nepalese private 
hospitals. From above table it is obvious that 57% practiced net present value (NPV) 
criteria of capital budgeting, PBP tool was used by 43%, IRR tool was used by 14% to 
make long term investment decision. Here, long term signifies to the period of more than 
1 year. Where discount pay back period, accounting rate of return, profitability index and 
(MIRR) were not used for capital budgeting in private hospitals.

From the above table it was obvious that NPV and PBP and IRR are highly practiced tools 
in private hospitals.

Table No. - 8 
Issuing Inventory (Stock) Practices in the Private Hospitals

S.N. Tools No. of 
Sample

No. of 
Practioners

Percentage 
(%)

1. LIFO Method 7 2 29
2. FIFO Method 7 4 57
3. Simple Average Method 7 1 14
4. Weighted Average Method 7 0 0

The above table 8 the present practice of issuing inventory (stock) tools in the Nepalese 
private hospitals. From above table it is obvious that 29% practiced LIFO method, 57% 
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practiced FIFO method, 14% practiced simple average method and weighted average 
method was not used by private hospitals.

Table No. - 9 
Practices for Pricing Product and Services in the Private Hospitals

S.N. Tools No. of 
Sample

No. of 
Practioners

Percentage 
(%)

1. Cost Based Pricing 7 4 57
2. Going Rate Pricing 7 3 43
3. Target Rate on Investment Pricing 7 0 0
4. Activity Based Costing Pricing 7 0 0

The above table 9 shows that the pricing practiced in the private hospitals. From the 
above table it showed that 57% practiced cost based pricing, 43% practiced going rate 
pricing, and not used by public private hospitals tools were target return on investment 
pricing activity based cost pricing.

The widely used method for pricing product and services in the private hospitals was "cost 
based pricing" and "going rate pricing". Activity based costing pricing and target rate on 
investment pricing were not practiced properly due to lack of knowledge, information 
and experts.

Table No. - 10 
Joint Cost Allocation in the Public Private hospitals

S.N. Tools No. of 
Sample

No. of 
Practioner

Percentage 
(%)

1. Number of Patients 7 5 71
2. Sales Value Method 7 2 29
3. Net Realizable Value Method 7 0 0

The above table 10 shows the joint cost allocation in the private hospitals of Nepal. From 
the table it is clear that 71% practiced number of patients, 29% practiced sales value 
method and not practiced net realizable value method.

Table No. - 11 
Tools Practiced in the Public Private hospitals for Measuring and Controlling the 

Overall performance

S.N. Tools No. of 
Sample

No. of 
Practioners

Percentage 
(%)

1. Number of Patients 7 5 71
2. Income and Expenditure by 

Profit/Loss of the Hospital 7 4 57
3. Performance Report Expenditure 7 2 29
4. Variance Analysis 7 2 29
5. Ratio Analysis 7 2 29
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The above table 11 showed that the tools 
practiced in private hospitals of Nepal 
for measuring and controlling the overall 
performance. From the above table it is 
cleared that 71% practiced Number of 
Patients for measuring and controlling the 
overall performance, while 57% practiced 
income and expenditure by profit/loss 
of the hospital, and performance  report 
expenditure, variance analysis and ratio 
analysis each practiced 29% in private 
hospitals. Number of patients made by 
the private hospitals has highly practiced. 
It is the major criteria to measure their 
performance.

Major Findings of Study
On the basis of comprehensive analysis 
of the data, the following findings can be 
drawn:

Most of the private hospitals practiced 1. 
“CVP”, "Annual Budgeting", “Cash 
flow”, “Ratio analysis”, “Variable 
Costing” for planning and controlling 
and decision making. 71% of private 
hospitals practiced CVP, 100% of the 
private hospitals practiced Cash Flows, 
71% of the private hospitals practiced 
Ratio Analysis, 71% of the private 
hospitals practiced Annual Budget 
for planning, controlling and Decision 
Making.

Almost all the private hospitals 2. 
practiced “Master Budget” and "Cash 
Budget" respectively. Almost 43% of 
the private hospitals practiced “Master 
Budget" and 43% of the private hospitals 
practiced “Cash Budget" respectively. 
That means “Master Budget” and Cash 
Budget were highly practiced in private 
hospitals rather than “Flexible Budget” 
and “Operational Budget”. There 
were 29% of such private hospitals 

who prepared both “Flexible” and 
“Operational Budget”. While none of 
private hospitals practiced the "Zero 
Base Budget".

It was found that in most of the private 3. 
hospitals, it was the account committee 
that prepared the budget. Almost in 
71% of the private hospitals, “Account 
Committee” prepared the budget 
while in 43% of the private hospitals 
“Planning and Department” prepared 
the budget and in 29% of the private 
hospitals, “Finance Division” and 
"Budget Committee" prepared the 
budget.

Almost the private hospitals 4. 
practiced “Short Term Budget”  
(1 years or less). 71% of the private 
hospitals practiced “Short Term 
Budget” (1 years or less) and 43% of the 
private hospitals practiced “Medium 
Term Budget” (3 years) while preparing 
“Long Term Budget” (5years or more) 
was very low. The main reasons behind 
this were lack of information and 
expert to forecast. It takes a lot of time 
and money

Most of the private hospitals prepared 5. 
its budget on the basis of “Actual 
Past Expenses”. Almost 100% of the 
private hospitals practiced budget on 
the basis of “Actual Past Expenses”, 
43% of the private hospitals practiced 
budget on the basis of “Activity Based 
Costing”. The advance tool like “Zero 
Base Budgeting” was not practiced in 
the private hospitals. The main reason 
of not practicing such tools are lack 
of information, lack of expert, lack 
of willing to train the employee and 
cognizance about the format and the 
way to developing it.

The technique of “Regression method” 6. 
was not practiced by private hospitals 
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to segregate mixed cost into fixed and 
variable cost. It was because lack of 
information and expert. Regression 
method is statistical method which is 
difficult in application and it requires 
expert manpower. Only "Average 
Method" and "Analytical Method" were 
practiced by 57% and 43% respectively. 
"High Low Method" was not practiced 
by private hospitals.

For cost and revenue estimation, almost 7. 
all the private hospitals practiced “Past 
Trend analysis” forecast coming year 
cost and revenue. Out of the total private 
hospitals, 100% of the private hospitals 
practiced “Past Trend analysis”. 
“Market Survey” and “Arbitrary” to 
forecast coming year cost and revenue 
were almost not in practiced.

57% of the private hospitals practiced 8. 
“Net Present Value” and 43% of the 
private hospitals practiced “Pay Back 
Period”. Capital budgeting tools in 
purchasing fixed assets or long term 
investment decision.

57% of the private hospitals practiced 9. 
“FIFO” and 29% of the private hospitals 
practiced “LIFO”. 

Out of total private hospitals, 57% of 10. 
the private hospitals followed “Cost 
Based Pricing”, and “Going Rate” 
practiced by 43%. 

Regarding joint cost allocation, it was 11. 
found that out of total private hospitals 
71% of the private hospitals practiced 
“Number of Patients” method to 
allocate the joint cost. 29% of the 
private hospitals practiced “Sales Value 
Method".

 There was no practice of taking 12. 
consultancy services. Hiring outside 
expert were almost nil for preparation 
of budget. It was too expensive to hire 
outside expert.

For the measurement of overall 13. 
performance in the private hospitals, 
most of the private hospitals practiced 
"Number of Patients" and “Profit 
and Loss” criteria, 71% of the private 
hospitals measured their performance 
on the basis of “Number of Patients” 
made by the private hospitals during 
the year. 57% of the total private 
hospitals practiced “Profit and Loss” 
to measure their performance. In 
other hand, practiced of “Performance 
Report”, "Variable Analysis" and 
“Ratio Analysis” were practiced 29% 
each respectively.

From the analysis, it is found that the 14. 
major difficulties for application of 
new advance management accounting 
tools are respectively:

•  Lack of information 

•  Lack of skilled manpower

•  Lack of cognizance about the tools

•  Lack of willing to hire outsider expert 
and 

•  Lack of communication

Conclusion
Environment is a factor which makes 
trouble to organizational activities. It 
creates uncertain and risk. To minimizing 
the existing risk and creates a certainty in 
the organization, management is essential. 
Proper utilization of the management 
accounting tools, helps to achieve 
organizational. Nepal is a member of 
"World Trade Organization" since 2004 
April 23. As Nepal is processing towards 
the globalization through the "World Trade 
Organization" and trying to get success in 
competitive advantage in international 
market as well as national market with 
Multinational Corporation. Nepalese 
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private hospitals should fit with global 
environment. Best fit managerial strategic 
should be developed for that. Managers 
should think in a global perspective. 
Information should be updated for 
better utilization of the limited resources 
and achieving goals through cut throat 
competition, application of advance 
management accounting tools should be 
applied.

It was found that there was still gap between 
the theory and practical because most of 
the accounting tools were not applied in 
the private hospitals which were taught 
in the collages. Tools like, CVP, Annual 
Budgeting, Cash flows and Ratio Analysis 
were in practice but application of new 
tools, Zero Based Budgeting, Activity 
Based Budgeting, Activity Based Costing, 
Target Costing and Value Engineering are 
not in practice.

In Nepalese private hospitals, practiced 
hiring outside expert for carrying out 
different activities are almost nil. Thus 
it can be said that private hospitals were 
infant stage in practicing of management 
accounting tools although they were 
operating from long time.

To practice of new management accounting 
tools, hiring of outside expert will be good 
idea but no the private hospitals used 
management accounting expert because 
of cost burden. They are with the concept 
that management accounting is similar 
to financial accounting. New tools and 
techniques such as; Zero Base Budgeting, 
Activity Based Budgeting, Activity 
Based Costing, Target Costing and Value 
Engineering, developed around the global 
but practice of it is almost nil in Nepalese 
private hospitals. Lack of information and 
cognizance about management accounting 

tools are the main factors causing problem 
in the application of such tools.    
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Introduction
In the last two decades, many business 
corporations have been confronted with an 
increasingly competitive global business 
environment. Intensified competition, 
technological change, deregulation, 
privatization, changing consumer 
demands, changes in the workforce (in 
terms of age, gender, family structure and 
job expectations), and increasing product-
market competition have pressured 
firms to seek new ways to enhance their 
performance and survive. To enhance 
performance in this competitive era, firms 
have been looking at different types of 
employment practice to provide a source 
of competitive advantage. They can no 
longer rely on traditional sources of 
competitive advantage, such as economies 
of scale, to succeed (Pfeffer, 1994), Several 
theoreticians have argued that the human 
resources of a company will potentially 
be the only source of a sustainable 
competitive edge for organizations in 
the near future (Pfeffer, 1994). People 
would be considered an important source 
of competitive advantage due to the 
attributes that only they can deliver (e.g., 
flexibility, customization, innovation and 
service economy). the goal of commitment 
human resource practices is to increase 

effectiveness and productivity by 
encouraging employees to identify with 
the organization’s goals and to work hard 
to accomplish those goals (Whitener, 2001). 
Furthermore, a commitment-based culture 
concentrates on attracting, satisfying and 
motivating employees.  

An organization and its staff forge a 
tight bond; one cannot exist without 
the other. On one hand, an organization 
provides financial and psychological 
support for its staff, and it gives its 
employees opportunities to advance 
professionally. On the other hand, an 
organization’s success depends heavily 
on the commitment and participation 
of its employees. As employees become 
more committed to their organization, the 
employee retention rate improves, which 
in turn reduces operating costs. Employee 
performance and efficiency also improve 
in a high-commitment environment 
(Morrow, 1993). Clearly, organizational 
commitment should be highly valued in 
any kind of organization. 

There has been a steady increase in the 
study of organizational commitment as 
a workplace construct. Commitment has 
been defined and operationalized in many 
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ways; researchers agreed that commitment 
can take different forms, and that it is 
a complex construct (Meyer, Allen, & 
Smith, 1993). Organizational commitment 
researchers have devoted much attention 
to the matter of identifying the predictors 
of organizational commitment. Predictors 
of commitment have been studied, not 
merely to produce commitment as an 
end in itself, but as a means of linking 
commitment to desirable organizational 
outcomes such as improved attendance 
and improved performance. 

Importance of the study
For many organizations, monitoring 
levels of commitment on an ongoing basis 
is a standard procedure that tends to be 
conducted both informally and formally 
within human resources departments. As a 
profession, human resources management 
increased its profile as an important and 
necessary component within successful 
organizations. The importance of 
managing employment relationships 
gained standing when knowledge became 
the number one critical resource sought 
by companies worldwide.  

If the purpose of an organization is to 
become more productive, and if employees’  
needs are not met, than the productivity 
of the work force can decline due to 
decreased organizational commitment. 
With the amount of research that has been 
conducted in the field of organizational 
commitment we know that:

a)  Commitment is a vital element to any 
organizations’ overall success; and

b)  Commitment is certainly impacted by 
various antecedents.

These two facts provide a platform for 
promoting the need and value of assessing 
levels of organizational commitment. 

Objectives of the Study
The objectives of this study can be outlined 
as follows: 

To gain insight into the current state • 
of organizational commitment among 
university  teachers

To investigate the influences of • 
demographic variables on OC. 

To aid in the interpretation of existing • 
research.

Research Questions
The following research questions directly 
relate to the purposes of this study by 
seeking to explain the commitment 
relationship between the teachers of 
Nepalese universities: 

How committed are employees at the 1. 
universities?

What aspects of organizational 2. 
commitment need improvement?

What aspects of organizational 3. 
commitment are strong?

What is the relationship between the 4. 
independent demographic variables 
and organizational commitment?

What types of relationship exists 5. 
between four forms of commitment.

Conceptual Framework
In this study, attempt will be made to clarify 
the antecedents of four components of OC 
(Attachment, Internalization, Normative, 
and Continuance). If OC predicts the 
future of an organization, it is essential to 
know the factors which improve or impair 
its components. All four components of 
organizational commitment are measured 
in terms of five – point Likert scale. 
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Attachment Commitment
For several authors, the term commitment 
is used to describe an affective orientation 
toward the organization. Kanter (1968), 
for example, defined as "the attachment 
of an individual's fund of affectivity and 
emotion to the group" (p. 507). Likewise, 
Porter et.al. (1974) described commitment 
as “the relative strength of an individual’s 
identification with and involvement 
in a particular organization (p. 226). 
Attachment is related with acceptance of 
organizational values, willingness to exert 
effort, and desire to maintain membership 
in the organization. 

Continuance Commitment
It is related with remaining with 
an organization which results from 
recognition of the costs associated with its 
termination. In the case of commitment to 
an organization, a side bet is made when 
something of importance to an individual 
(e.g., pension, seniority) becomes 
contingent upon continued employment 
in that organization. Kanter (1968) defined 
continuance commitment as "profit 
associated with continued participation 
and a 'cost' associated with leaving" (p. 504).  
  
Normative Commitment
It is viewed commitment as an obligation to 
remain with the organization. Marsh and 
Mannari (1977), for example, described 
the employee with "lifetime commitment" 
as one who "considers it morally right to 
stay in the company, regardless of how 
much status enhancement or satisfaction 
the firm gives him over the years" (p.59). 

Internalization Commitment
The third component, interpreted as 
the internalization component. This 

component explains the dedication of 
employees towards the company and their 
willingness to make efforts for the success 
of organization. 

The purpose of this research is to 
investigate the influences of demographic 
variables upon OC. The independent 
variables are identified as follows: 

Demographic Variables
The purpose of this research is to show 
the relationship between demographic 
variables and different forms of 
organizational commitment. Demographic 
variables included in the questionnaire 
were organizational tenure, position 
tenure, job level, age, sex, marital status, 
number of children, and education.

Organizational tenure: - number of years 
spent in organization.

Position tenure: - numbers of years worked 
in present position.

Job level: - level of job of respondents.

Age: - age of the respondents.

Gender: - male or female.

Marital status: single or couple.

Number of children: - number 
of dependent children reveals 
family             responsibility of 
respondents.

Education: - academic qualification of 
respondents.  

The conceptual model
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Formulation of Hypothesis
On the basis of conceptual framework 
following hypothesis are proposed for this 
research 

Hypothesis 1: Age will be positively related to 
organizational commitment

Hypothesis 3: Organizational tenure will be 
positively related to OC. 

Hypothesis 2: Level of education will be 
negatively related to OC.

Hypothesis 4: Position tenure will be negatively 
related to OC.

Hypothesis 5: Job level will be positively related 
to OC.

Hypothesis 6: No. of children will be positively 
related to OC.

Hypothesis 7: There is no significant difference 
in OC between male and female.

Hypothesis 8: There is no significant difference 
in OC between married and unmarried.

Hypothesis 9: There will be positive relationship 
between all dimensions of OC. 

Limitations of the Study
Organizational characteristics and 
human resource practices are most 
important variables that may influence the 
commitment of employees but cannot be 
incorporated in the study.

Although attempt is made to described 
attachment, continuance, internalization, 
and normative commitment as if they 
represent four distinct psychological states 
it is not clear that the four components of 
commitment outlined here are the only 
relevant components of commitment. 

A possible limitation of this study was the 
number of participants. There were only 

131 surveys completed. Although some 
results were quite significant, a larger 
sample size could have yielded different 
results. Similarly, the male to female ratio 
was very one-sided. Only 19 females 
participated in the study. Differences in 
gender could lead to different conclusions. 
Furthermore, married to unmarried ratio 
was very small because only 14 unmarried 
participated in the study. Differences 
in marital status could lead to different 
conclusions. 

Research Design
This study utilized a relational research 
design in an effort to examine the effect of 
demographic variables on organizational 
commitment (OC). Correlational  research 
is useful in a wide variety of studies. Major 
applications of correlation are classified 
as (1) Determining relationships, (2) 
Assessing consistency, and (3) Prediction. 

Sources of Data
Different sources of data are used for the 
purpose of review of literature. But the 
sources of data in this study were basically 
primary in nature. 

Sample Size
The sample comprised faculty members 
who were working at Tribhuvan University 
and Kathmandu University in Nepal. A 
total of 160 questionnaires were distributed 
to all concerned faculties for collecting the 
data that is, 120 for Tribhuvan University 
and 40 for Kathmandu University. 
Questionnaires are directly handed over 
to respondents directly by the researcher. 
One hundred and thirty one were returned, 
of which one hundred and six from 
Tribhuvan University and twenty five from 
Kathmandu University. Therefore, the 
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number of usable questionnaires was 131 
that is, for Tribhuvan University (N=106) 
and Kathmandu University (N=25).  

Instruments
A questionnaire survey was used to 
obtain measures of commitment and 
demographic variables. The survey 
instrument used in this study contains 
established instruments used to 
measure organizational commitment. 
The Organizational Commitment 
Questionnaire used in this study was 
developed by Takagi, Ishida, and Masuda 
(1997). They constructed a scale to measure 
OC. The instrument was utilized to obtain 
levels of faculty members’ commitment 
to their organizations. Takagi, Ishida, and 
Masuda (1997) extracted four components. 
The first component, interpreted as the 
attachment component, consisted of six 
items (e.g., I am glad that I chose this 
company to work for over others). The 
second component, interpreted as the 
internalization component, consisted 
of nine items (e.g., I am dedicated to 
this company). The third component, 
interpreted as the normative component, 
consisted of five items (e.g., I think it 
doesn’t look right if I quit this company). 
The fourth component, interpreted as the 
continuance component, consisted of four 
items (e.g., one of the reasons I continue 
to work for this company is that leaving 
would require considerable sacrifice). 
Except the demographic variables the 
responses choices of all items were based 
on five-point Likert scale; they are: strongly 
disagree, disagree, undecided, agree, and 
strongly agree.

Demographic variables included in this 
study are coded as:

Gender:      Male = 0 and Female = 11. 

Education:  Master = 1,  M. Phill. = 2,  2. 
Ph. D. = 3, Post Ph. D. = 4

Marital status:  Married = 0 and 3. 
Unmarried = 1.

Job level: Teaching Assistant =1, 4. 
Lecturer = 2, Reader = 3, Professor =4

Faculty: Management=1, Humanities=2, 5. 
Science=3.

University: Tribhuvan University=0 6. 
and Kathmandu University=1.

7. 

Data Collection Procedure
The approach used to conduct this 
research is direct and spontaneous visit 
to different campuses of Tribhuban 
University and Kathmadu University. 
Researcher introduced himself with 
faculties and requested for their 
contribution of knowledge, ideas and 
reality of their experience to support the 
study. Researcher personally handed over 
the questionnaire to the respondents and 
requested to complete them duly and 
return. Respondents took twenty to forty 
minutes to complete the questionnaire.

Statistical Techniques  
Data were analyzed using the following 
statistical treatment:  

Descriptive statistic to determine 1. 
mean, standard deviation, skewness, 
and Kurtosis of  dependent and 
independent variables.

The Pearson correlation to determine 2. 
relationship among four forms 
of           organizational commitment 
and demographic variables.

A series of the 3. t-test to compare 
the differences between means of 
dependent variables.
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SPSS version 13.0 for Windows was the 
statistical software used to perform all 
procedures. 

Reliability Test
Reliability is defined as “the extent to 
which a measure yields consistent results; 
the extent to which scores are free of 
random error” (Ary et al., 2002, p. 566). 
In almost all cases, Cronbach's alpha can 
be considered a perfectly adequate index 
of the inter-item consistency reliability. 
The results of examination of Cronbach’s 
alpha of scales used in this study to reveal 
levels of organizational commitment of 
respondents are presented below:

Construct no. of 
items  

Cronbach 
alpha   

Overall OC 24 0.893
Internalization 6 0.852
Attachment 9 0.886
Normative  5 0.719
Continuance 4  0.613 

These figures of Cronbach’s alpha 
reveals the fact that the scales used in 
this study are reliable and we can draw 
the conclusions on the basis of these 
scales of measurement used to measure 
organizational commitment and its 
different dimensions. 

Respondent’s Profile
In this section profile of respondents 
are presented. It includes distribution 
of respondent according to age, level of 
education, gender, marital status, number 
of children, job level, faculty, organizational 
tenure, and position tenure  

Distribution of respondent according to age 
Age Frequency Percent
 Less than 30 1 0.8
          31 - 35 28 21.4
   36 - 40 25 19.1
   41 - 45 22 16.8
   46 - 50 18 13.7
   51 - 55 20 15.3
   56 - 60 16 12.2
   61 - 65 1 0.8
   Total 131 100.0

Distribution of respondents according 
to education

Education level Frequency Percent
Master degree 71 54.2
M. Phill. 27 20.6
Ph. D. 25 19.1
Post Ph. D. 8 6.1
Total 131 100.0

Gender of respondents
Gender Frequency Percent
Male 112 85.5
Female 19 14.5
Total 131 100.0

Marital status of respondents
Marital status Frequency Percent
Married 117 89.3
Unmarried 14 10.7
Total 131 100.0

 No. of children of respondents
No. of child Frequency Percent
0 14 10.7
1 34 26.0
2 55 42.0
3 19 14.5
4 4 3.1
5 5 3.8
Total 131 100.0
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 Job level of respondents
Job level Frequency Percent
Teaching assistant 46 35.1
Lecturer 44 33.6
Reader 34 26.0
Professor 7 5.3
Total 131 100.0

Faculty wise distribution of respondents
Faculty Frequency Percent
Management 59 45.0
Humanities 39 29.8
Science 33 25.2
Total 131 100.0

Organizational tenure of respondents

No. of  of Years Frequency Percent
1 - 5 20 15.3
6 - 10 29 22.1
11 - 15 37 28.2
16 - 20 21 16.0
21 - 25 3 2.3
26 - 30 9 6.9
31 & above 12 9.2
Total 131 100.0

Position Tenure of respondents
No. of years Frequency Percent
 1 12 9.2

 2 37 28.2

 3 17 13.0

 4 7 5.3

 5 16 12.2

 6 6 4.6

 7 6 4.6

 8 7 5.3

 9 1 .8

 10 10 7.6

 12 7 5.3

 17 5 3.8

 Total 131 100.0

Descriptive Statistics
Mean, standard deviation, skewness, 

and Kurtosis of independent variables as 
well as mean and standard deviation of 

dependent variables are presented.  
  
  

 Mean, Standard Deviation Skewness and Kurtosis of independent variables
Variables Mean Std. Deviation Skewness Kurtosis
Age 42.85 9.276 -.193 .268
Education level 1.77 .965 .893 -.475
Gender .15 .353 2.039 2.193
Number of children 1.85 1.133 .628 .808
Marital status .11 .310 2.575 4.700
Organizational tenure 14.11 8.445 .832 -.197
Position tenure 5.02 3.944 1.349 1.370
Job level 2.02 .911 .403 -.858
Faculty 1.80 .817 .382 -1.401
University .19 .394 1.592 .542
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 Mean and standard deviations of commitment questions

Questions Mean Std. 
Deviation

Attachment:
1. I am glad that I chose this university to work for over others 

  
3.97

  
1.007

2.If I had it to do all over again, I would choose the same university 3.49 1.349
3.Deciding to work for this university was a definite mistake on my part 4.21 1.072
4.I am happy to be a member of this university 3.66 .983
5. I talk up this university to my friends as a great company to work for. 4.08 .953
6.I like this university 4.20 .956
Internalization:
1.I’m dedicated to this university

  
4.31

  
1.023

2.I’m willing to make an effort beyond that normally expected in order to help 
this  university be successful    3.97 1.000

3.What is important for this university is also important for me 4.02 1.019
4.In my work I like to feel I am making some effort for this university 4.18 1.006
5 .I always feel a sense of belonging to this university 4.06 1.220
6. I really feel as if this university’s problems are my own. 3.85 1.120
7.I feel be part  myself to of this university 4.12 .814
8.I’m  not willing to work hard just for this university 4.32 .835
9.I get upset when people say bad things about this university 3.96 .906
Normative:
1. I’m afraid of what others might say against me if I quit this university

  
2.59

  
1.156

2 I think it doesn’t look right if I quit this university 3.36 1.184
3. I would feel guilty if I left my university now 3.53 1.025
4. I would lose face with my family and relatives if I left this university. 2.64 1.164
5. I would not leave this university right now because I have a sense of 
obligation to  the people in it. 3.80 1.166

Continuance:
1. One of the reasons I continue to work for this university is that leaving 
would  require considerable sacrifice

3.44 1.479

2. The reason I continue to work for this university is the scarcity of 
available  alternatives. 3.27 1.258

3. I would not be able to leave this university right now even if I wanted to 3.56 1.061
4. I would not be able to leave this university right now even if I wanted to 3.16 1.252

Each of the 24 questions asked with the respondents to reveal their level of commitment 
which is treated as dependent variable in the study. The results and details about each 
question are reported in table. When reading table it is important to remember that 
many of the items were reverse scored because they were negatively phrased. As a 
result, the statistics were inverted to reflect the reverse scoring and must be read with the 
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understanding that a smaller mean indicates an item where organizational commitment 
is weak. These questions are reverse scored because it was negatively phrased, but the 
ultimate interpretation is that the respondents feel the least amount of commitment to the 
organization. 

At this stage it is useful to get a feel for how much variation there is among each of the 
questions, however it is difficult to tell without further analysis whether the variation 
in an overall response given..Any significant differences that were raised within and 
between independent variables are addressed in the inferential analysis section 

Mean, Standard Deviation, Skewness , and Kurtosis of dependent variables
Commitment Mean Std. Deviation Skewness Kurtosis

Attachment 3.9338 .80561 -.851 .847

Internalization 4.0891 .72356 -1.317 2.268

Normative 3.1832 .78252 -.311 .097

Continuance 3.3550 .75953 .402 -.346

Correlation between Age, Education, 
Organizational tenure, Position tenure, 
Job level, Number of children and 
Organizational Commitment

Correlation between all independent 
variables and different dimensions of 
organizational commitment are presented 
in following tables:

Correlations between age and different 
forms of commitment

Variables Coefficient Significance
Internalization 0.157 0.074
Attachment 0.371** 0.000
Normative 0.006 0.944
Continuous 0.137 0.120
Organizational 
Commitment

0.219* 0.012

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

*  Correlation is significant at the 0.05 level 
(2-tailed). 

Test of Hypothesis 1
Correlation between age and 
organizational commitment is found to 
be 0.219 which is significant at 5% level. 
This gives us sufficient evidence that we 
can accept hypothesis 1. Which means 
as age of respondents increases level of 
commitment also increases. 

Correlation between education and 
different forms of commitment

Variables Coefficient Significance
Internalization 0.158 0.071
Attachment -0.155 0.076
Normative -0.013 0.880
Continuous 0.104 0.238
Organizational 
Commitment

0.036 0.680

**  Correlation is significant at the 0.01 
level (2-tailed).
*  Correlation is significant at the 0.05 level 
(2-tailed). 
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Test of Hypothesis 2
Table shows that correlation between 
level of education and organizational 
commitment is 0. 036 which is found to 
be not significant so it gives us sufficient 
evidence that hypothesis 2 is rejected. 
Which means there exists no negative 
relationship between level of education 
and organizational commitment.

Correlation between organizational 
tenure and different forms of OC

Variables Coefficient Significance
Internalization 0.266** 0.002
Attachment 0.455** 0.000
Normative 0.141 0.108
Continuous 0.160 0.067
Organizational 
Commitment 0.337** 0.000

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

*  Correlation is significant at the 0.05 level 
(2-tailed). 

Test of Hypothesis 3
Correlation between organizational 
tenure and organizational commitment is 
found to be 0.337 as shown by table 4-15 
and this relationship is significant at 1% 
level. It provides us sufficient evidence 
to accept hypothesis 3. Which means 
organizational tenure is positively related 
with organizational commitment. It 
reveals the fact that older faculties are more 
committed than younger in other words 
as organizational tenure of respondent 
increases level of organizational 
commitment also increases. 

Correlation between position tenure and 
different forms of OC

Variables Coefficient Significance
Internalization 0.031 0.725
Attachment 0.109 0.216
Normative -0.032 0.714
Continuous -0.149 0.090
Organizational 
Commitment -0.015 0.865

**  Correlation is significant at the 0.01 
level (2-tailed).
*  Correlation is significant at the 0.05 level 
(2-tailed). 

Test of Hypothesis 4.
Table shows that correlation between 
position tenure and organizational 
commitment is -0.015. Though some 
coefficients of correlation are negative 
but all observed values of correlation 
coefficient are not significant. This 
provides us sufficient evidence that we can 
reject Hypothesis 4. This refers position 
tenure is not negatively correlated with 
organizational commitment

 Correlation between job level and 
different forms of OC

Variables Coefficient Significance
Internalization 0.272(**) 0.002
Attachment .0326(**) 0.000
Normative 0.177* 0.043
Continuous 0.098 0.267
Organizational 
Commitment 0.290** 0.001

**  Correlation is significant at the 0.01 
level (2-tailed).
*  Correlation is significant at the 0.05 level 
(2-tailed). 
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Test of Hypothesis 5
In table we can see that correlation between 
job levels and overall organizational 
commitment is 0.290 which is found to 
be significant at 1% level of significance. 
This is sufficient evidence for acceptance 
of hypothesis 5. Here we can conclude 
that job level of respondents is positively 
related with organizational commitment. 

Correlation between number of children 
and different forms of OC

Variables Coefficient Significance
Internalization -0.036 0.680
Attachment 0.271** 0.002
Normative -0.142 0.106
Continuous 0.081 0.356
Organizational 
Commitment 0.051 0.562

**  Correlation is significant at the 0.01 
level (2-tailed).
*  Correlation is significant at the 0.05 level 
(2-tailed). 

Test of Hypothesis 6.
Correlation of number of children with 
overall organizational commitment is 
found to be 0.051, which is found not 
significant. Thus we have sufficient 
evidence to reject Hypothesis 6. This 
rejection reveals the fact that number of 
children is not positively correlated with 
overall organizational commitment.  

Test of Significance of Difference between 
Means (t-test)

A series of t-test is used to test whether 
there is significant difference in average 
level of different forms of organizational 
commitment of male and female as well 
as married and unmarried. In other words 
t-test is used to determine whether average 
levels of different forms of commitment 
differ due to gender and marital status.  

Values of t statistic for mean difference of OC  grouped by gender
Organizational commitment t df Sig. (2-tailed) Mean Difference

Internalization -3.449 129 0.001 -0.66220

Attachment -3.099 129 0.002 -0.53879

Normative -3.402 129 0.001 -0.63524

Continuance -3.124 129 0.002 -0.56978

Organizational commitment -4.515 129 0.000 -0.60151

Values of t-statistic are calculated assuming equal variance 

The table shows that t statistic for internalization, attachment, normative, continuous, and 
overall commitment are  -3.449, -3.099, -3.402, -3.124,and    -4.515. All values of t are found to 
be significant. This provides us sufficient evidence to reject the hypothesis 7. Here we can 
conclude that average difference of internalization, attachment, normative, continuous, 
and overall organizational commitment of male and female differ significantly. 
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Values of t statistic for mean difference of OC grouped by marital status 
Organizational commitment t df Sig. (2-tailed) Mean Difference
Internalization 2.660 129 0.009 0.59239
Attachment 2.818 129 0.006 0.56180
Normative 0.203 129 0.839 0.04518
Continuance 0.919 129 0.360 0.19750
Organizational commitment 2.176 129 0.031 0.34921

Values of t-statistic are calculated assuming equal variance 

In table Values of t statistic are shown which are related with difference of means of 
different forms of organizational commitment as well and overall organizational 
commitment which is grouped by marital status I. e. married and unmarried.

From the table we can observe that values of t statistic for overall organizational 
commitment, internalization, and attachment are 2.176, 2.660, and 2.818 respectively 
and all these three statistic are found to be significant so we have sufficient evidence 
to reject hypothesis 8. From this rejection we can infer that average level of overall 
organizational commitment, internalization, and attachment commitment of respondents 
differ significantly due to their marital status. 

Correlation between Different Forms of Organizational Commitment
In this part we show Karl Pearson’s coefficient of correlation between four forms of 
organizational commitment which are used to test hypothesis 9. Table shows that all 
six coefficients of correlation are significant which provides us sufficient evidence to 
accept this hypothesis. It means there exists positive relationship among all four forms of 
organizational commitment. 

Correlation between four forms of organizational commitment 
 Attachment Normative Continuance

Internalization 0.695** 0.479** 0.172*

 (0.000) (0.000) (0.050)

Attachment  0.425** 0.207*

  (0.000) (0.018)

Normative   0.510**

   (0.000)
**  Correlation is significant at the 0.01 level (2-tailed).
*  Correlation is significant at the 0.05 level (2-tailed).

Figure in parenthesis shows the p-values.   
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Discussion, Implication, and 
Conclusion
There were two questions that initially 
contributed to the purpose of this 
investigation. The first was to gain insight 
into the current state of organizational 
commitment among universities faculty 
and the second question was centered on 
developing a greater understanding of the 
issues that are affecting commitment to 
the universities (TU and KU). The teachers 
within these universities who were asked 
to participate in this study. Consequently, 
all of the results are specific to these two 
universities and cannot necessarily be 
generalized to other universities without 
further analysis Using an Organizational 
Commitment Questionnaire (OCQ) as the 
main component of a survey distributed to 
the faculty at each research location, it was 
determined that the overall commitment 
level of the faculty is above the moderate 
level. This finding for the overall sample 
is an average of the varying commitment 
levels for all teachers who chose to 
participate in the study. Exclusively 
studying the overall commitment value 
attributed to the entire sample would 
lead to the conclusion that teachers are 
somewhat more committed than average 
toward their universities. In fact, the 
foundation of this research endeavor 
is based on the values and benefits of 
evaluating teacher’s commitment. As 
such, it is critical to understand how 
demographic characteristics affect 
organizational commitment because they 
in turn reveal the specific factors that affect 
variations in commitment levels.  

The results of the analysis that 
investigated the relationships between the 
demographic characteristics to outcomes 
in organizational commitment, found that 
age, gender, organizational tenure, level of 

education, and marital status significantly 
impacts commitment levels of faculty to 
the organization. 

The findings for this study demonstrate 
that there are significant issues affecting 
commitment within the universities 
where the survey was distributed. The 
demographic characteristics of the faculty 
definitely contribute to different degrees 
of organizational commitment. However, 
to adequately address the caveats that 
was revealed in this study, a more in-
depth analysis would be beneficial to 
gain a better understanding of what 
are within the caveats that influence 
commitment. For example, the OCQ 
was able to provide a fairly good idea 
about varying commitment levels but it 
does not explicitly ex The demographic 
characteristics are useful segmentation 
factors as they help to indicate where 
and who has high or low levels of 
organizational commitment. The findings 
of the research was extremely beneficial 
for grasping some of the underlying issues 
that are specifically affecting commitment 
for understanding what concerns 
different groups are experiencing. In all, 
these components were able to provide a 
reasonably good foundation for gaining 
a better understanding of organizational 
commitment within universities. 

However, a concerted effort should to be 
made by senior management within the 
universities to listen and act upon the 
concerns raised by the faculty groups. 
By exerting a genuine effort towards 
achieving a resolution to the many issues 
that have been raised, commitment levels 
are more likely to increase, which in turn 
has benefits for the organization (i.e. lower 
absenteeism, reduced turnover and higher 
productivity). 
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With respect to the research design of this 
study, other independent factors might 
be worthwhile in exploring in future 
studies. The demographic variables are 
not necessarily the only factors that can be 
incorporated into a commitment- oriented 
study. For example, it might useful in 
future studies to analyze characteristics 
relating to the quality of the employer-
employee relationship (i.e. participatory 
decision-making, autonomy, incentives, 
and efficacy). These types of characteristics 
might lead to more accurate conclusions 
that indicate why or if employees are 
feeling undervalued. 

The implications of these findings reach 
beyond the interest of the locations 
that were included in this study. The 
implication of this study may span the 
nation and many other work locations may 
be interested in reading the results to see 
if there are any similarities between their 
situations and what was discovered in this 
study. There are also numerous groups 
and people across Nepal that devote 
their time to learning, educating, and 
researching organizational commitment 
and they may be interested in knowing 
what the faculty are feeling within 
Nepalese universities. Furthermore, many 
people outside the organization will find 
it interesting to know that the reasons for 
low commitment levels. Such factors are 
amendable to managerial action. 

The timing of this study is very 
Important to consider when reading and 
making conclusions about the results. 
It is recognized that this type of issue 
can have an impact of organizational 
commitment and therefore the results 
must be interpreted from a time sensitive 
perspective. The commitment levels that 
were reported within the universities 
that were surveyed existed at the time 

the surveys were distributed (October, 
November, December of 2009 and January 
of 2010). 

There is tremendous value in having 
measurable commitment levels available 
to the human resources department and 
other managers because this study can be 
used as a benchmark for the other studies. 
If a commitment survey was conducted 
every year the results could be compared 
to see if improvements were made in areas 
that received low commitment ratings 
during previous studies. 

There is never an ideal time to conduct an 
investigation on employee commitment 
within any organization. There is 
always something occurring that could 
cause negative commitment levels to be 
reported. This type of mindset is common 
among many organizations, however, the 
information that can be gained, whether 
positive or negative, should be embraced 
by managers because it provides an 
opportunity to improve relationships 
between the employer and the employee. 

Although the benefit of this study was 
focused on the Tribhuvan University 
and the Kathmandu University, other 
work locations could draw upon these 
findings and start questioning what 
factors is influencing commitment in their 
work environment. As such, the value 
of this study could be extended across 
boundary of this study to determine if 
there are variations in commitment within 
these universities and other different 
organizations.  

In addition to extending this survey 
to other work locations, it would be 
interesting to see if other organizations 
with a similar mandate are experiencing 
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or have experienced similar commitment 
issues. More research relating to why 
employees are committed to their particular 
mandate-oriented organization may help 
answer the following questions. Are they 
personally committed to achieving the 
mandate? What is it about the mandate 
that employees embrace and why? Do 
they have respect for their manager, which 
instills a commitment to fulfilling their 
goals? Does the organization have the best 
equipment or assets for the employment 
position people are trained for? All of 
these questions would help to clarify 
the strengths and weaknesses within 
organizations, which would help develop 
more focused recruitment, selection and 
retention programs. 

In conclusion, this research study 
highlighted the importance and complexity 
of commitment within organizations, 
which then evolved into the discovery of 
specific commitment issues that can be 
improved within the locations surveyed.  

This study showed that overall commitment 
of the faculty of both universities is strong. 
It was also found that gender, age and 
tenure within the sample influenced the 
overall commitment. Some inferences were 
made in this study about the relationship 
between demographic variables and 
different forms of organizational 
commitment however further research 
is recommended to understand the 
antecedents of organizational commitment 
in Nepalese universities. 
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Abstract
This paper intends to trace the practices and its strategy of management accounting systems 
(MAS) of manufacturing Businesses. The research highlights the increase in visibility 
and perceived importance of accounting in the manufacturing sector. This study found 
that there is variation between management accounting systems and the manufacturing 
environment as well as management accounting systems and manufacturing strategy. The 
study attempted the use of standard cost accounting systems by many manufacturing units 
is not consistent with plant characteristics such as production volume, product variety, 
cost structure and is often not supportive of the manufacturing strategy.  This study also 
suggests that the management accountant must take a proactive role in the selection of, or 
change to, a proper accounting system.

Key Words: Standard Costing, Manufacturing Strategy, Management Accounting 
System, Manufacturing Environment, Management Accountant, Budget Variance.
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1. Introduction 
Management accounting measures 
and reports financial and nonfinancial 
information that helps managers make 
decisions to fulfill the goals of an 
organization. Therefore, the primary role of 
management accountant in manufacturing 
organizations is to provide a financial 
analysis of management decisions and 
activities. As such, the reports generated 
by the management accounting system 
are to be used by organizations internally. 
In essence, management accountants 
prepare the report card by which 
operations managers are evaluated 

(Edwards, 1985). Financial accounting 
collects, classifies, and reports financially 
based transactions subject to numerous 
disclosure requirements. The reports 
provided by the financial accounting 
system are to be used by sources external 
to the organization such as shareholders, 
investors, creditors, financial analysts, 
etc. Linking the management accounting 
system to the financial accounting system 
strongly encourages operations managers 
to emphasize plant financial performance 
rather than other, perhaps more 
meaningful, performance criteria. And 
since the primary financial accounting 
report, the income statement is normally 
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generated, monthly operations managers 
are encouraged to focus on short-term 
financial performance rather than on a 
longer time period. 

Compared to financial accounting, 
management accounting developed from 
simple cost accounting systems. Two 
primary purposes of the cost accounting 
system were to value inventory and to 
determine cost of goods sold for the 
plant income statement, each of which is 
a requirement of the financial accounting 
system. The use of cost accounting data 
for decision making and performance 
evaluation has recently gained importance. 
Given that managerial accounting changed 
from simple cost accounting where the 
primary function is to supply information 
required by financial accounting, it is 
easy to understand why management 
accounting systems have been criticized 
for being too strongly linked to financial 
accounting (Fry, & et. all 1995).

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, 1994). Once these order-
winners have been identified, it becomes 
the responsibility of manufacturing to 
provide a product that can compete in 
the market. An effective manufacturing 
strategy requires a proper match between 
the process technology and the present 
and expected future order-winning 
criteria, as well as a match between the 
manufacturing infrastructure and order-
winning criteria. As suggested by Hill, 
most companies share access to the same 

processes and technologies; thus they are 
not inherently different in companies in 
similar industries and markets.

The effect of Management Accounting 
System (MAS) on Managerial Performance 
(MP) increment is one of the most important 
subjects in management accounting 
literature. In the literature, it is argued that 
MAS has positive effects on managerial 
performance increment (Aranya, 1990). The 
studies on the effects of MAS on MP show 
consistent results in a positive direction 
in itself. For example, Chong et al. found 
positive and significant linkage between 
broad scope MAS and high performance 
(Chong et al., 1997.)A few researches have 
been conducted in different countries like 
the role of management accounting in the 
development of a manufacturing strategy of 
America (Timothy and Brooke, 1994), cost 
and management accounting practices in 
Australian manufacturing company (Joye 
and Blayney 1991). The attempt was made 
and reported that management accounting 
system helped to achieve business strategy. 
Ghosh and Chan (1997) have indicated 
that a general improvement was made in 
the management accounting practices in 
Singapore, where more companies were 
employing various accounting techniques 
in managing thee business affairs. How 
ever the new techniques such as total 
quality management (TQM) and Activity 
Based –Costing were slowly being 
accepted and used by the Singapore local 
companies and these local companies 
continue to lag behind the multinational 
companies. Next is the study done by 
Chan (2002) also in Singapore, where the 
aim was to investigate the management 
accounting practices of companies in 
that country and results showed that 
there was a little improvement in the 



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

149

practices of management accounting 
since 1997. Further more it was found that 
Singapore companies were ineffective 
in the use of costing tools and that the 
local Singapore companies were avoiding 
the use of advanced management 
accounting techniques. This is because 
the advanced techniques would involve 
with high levels of complexity and a high 
amount of resources were needed for its 
implementations.

There is a research on the Japanese 
affiliates in three Asian countries of 
Singapore, Malaysia and Thailand 
conducted by (Nishimura, 2002). The 
research concluded that the management 
accounting practices in Asian was one 
shifting from the drifting the traditional 
stage of management accounting. It was 
also found that the advanced accounting 
techniques have almost never been used 
by the respondent companies from the 
three countries. Next, Adelegan (2001) 
carried out a study on companies in 
developing country of Nigeria. It found 
that management accounting in the 
country was still concerned with the 
process of cost determination and financial 
control using budgets and cost accounting 
technology , and provision of information 
for the management planning and control 
through the use of decision analysis and 
responsibility accounting. 

In Nepalese prospective, no comprehensive 
study has been conducted to study the 
management accounting system and its 
environment which is highly responsible 
for recent rise in manufacturing company. 
A lot has been changed since, the 
accelerated manufacturing companies 
are established and function after the 
restoration of democracy in 1990 as well as 

the people's movement at 2005. Other than 
this is the interrelationship of different 
management accounting system factors, 
which are highly interrelated with respect 
to overall budgeting, planning, controlling 
of company,  and it is mandatory to 
measure of those main function of 
manufacturing company which requires 
the further investigation. This article also 
presented the lack of understanding of the 
management accounting system. 

2.  Study of Manufacturing Units
In order to investigate, the two statements 
made above regarding the inconsistency 
between many management accounting 
systems and a company’s manufacturing 
strategy, as well as the lack of understanding 
of the management accounting system, 
we conducted a survey and interview of 
15 manufacturing businesses which were 
situated in Pokhara Valley. To obtain 
the necessary and relevant information, 
a structured questionnaire were 
designed and distributed to the selected 
manufacturing units. For this purpose, 
required information was gathered 
through the Operation Manager (OM)/
Production Department Head (PDH) from 
each company was asked to complete the 
survey and interview.

3. Study Outcome
In Figure 1, we provide a set of questions 
included on the survey that were answered 
by each OM. In this figure we provide a 
summary of results by three company 
types: non-users of standard cost systems; 
users of standard cost systems that allocate 
fixed and variable overhead costs by direct 
labor; and users of standard cost systems 
that do not use direct labor to allocate 
overhead costs.
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Figure: 1 Survey Questions and Summary Results
Questions Responses

Q. 1) Use of standard cost and allocation basis   Non-users Users without direct 
labor  allocation

Users with direct 
labor  allocation

                       Result 4 3 8

Q. 2) Plant’s production course: Make to stock/
Assemble to order

Make to 
order

Assemble to order 
only

            Result 3 7 3

Q. 3) I would characterize my plant as:
High volume 

production  with 
low product 

variety

Average volume 
production with       
average product 

variety

Low volume 
production with 

high product 
variety

              Result 4 7 4

Q. 4) Cost structure (average)  overhead Direct labor Direct 
materials

Fixed and 
variable

           Result 3 8 4

Q. 5) The importance of each principle in acquiring orders from customers: Rank
Product quality 1

Product price/cost 2
On-time delivery 3

          Flexibility/lead time 4

Q. 6) The importance of each success factor to ensure long-term competitiveness: Rank
Product quality 1

Product cost reduction 2
Inventory reduction 3
Lead-time reduction 4

Q. 7) Has your company tried significantly to reduce inventory within the 
last three years?    YES NO

Result 12 3

Q. 8) Importance of budget variance: Rank
Profit &loss account 1

Labor variances/ efficiency 2
Budget variances 6

Yield and scrape report 3
Machine utilization report 4

Inventory report 5

Q. 9) Does production manager routinely question department managers 
about budget variances? YES NO

             Result 8 7

Q. 10) Agreement by operation manager with role of accountant for budget 
variances: Agree Disagree
             Result 13 2
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3.1 Inconstancy between Management 
Accounting Systems and 
Manufacturing Strategy

The management accounting system is a 
major component of the manufacturing 
infrastructure in a company. Further, the 
manufacturing infrastructure must be 
designed so that products delivered to the 
market will satisfy current order-winning 
criteria. In question 5, each OM was asked to 
identify and rank, by order of importance, 
current order-winning criteria for his plant. 
Responses to question 6 will help identify 
the factors that are necessary for the long-
term success of the company. 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 four 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 
Figure 1.In question 1, we asked each OM 
if their plant uses a standard cost system 
and if so, how are overhead costs (fixed 
and variable) allocated to each product. 
Of the 15 manufacturing units included 
in this survey, 11 use a standard cost 
system while the remaining 4 do not. Of 
the 11 standard cost users, 8 indicated that 
overhead costs, both fixed and variable are 
allocated by direct labor while 3 indicated 
another basis or method of allocation.

Responses to question 2 and 3 allow us to 
determine the manufacturing environment 
and type of production process employed 
by each plant, as well as the breakdown 
of total cost. After identifying the 
environment and process, we can then 
determine to what degree, standard cost 
systems are being used? To do this analysis, 

we classified the 15 companies included in 
this survey as non-users of standard costs, 
users without direct labor allocation, and 
users of direct labor allocation. According 
to the results of correlation coefficient 
indicates that there is no 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. 
This further suggests that standard cost 
systems are being used despite the ratio of 
direct labor and direct materials costs to 
overhead costs. This added strengthens our 
claim that many management accounting 
systems in use today are not consistent 
with the production environment or the 
cost structure in which they are being 
used.

The long-term success factors felt to be 
most important by all companies is product 
quality with product cost reductions 
being second. Since product quality is 
indicated to be the most important long-
term success factor, it is necessary that the 
manufacturing infrastructure encourages 
management behavior that will improve 
this factor. It is difficult to justify short-term 
costs and investment that will provide a 
long-term return. The two least important 
success factors are inventory reductions 
and direct labor cost reductions. This 
is interesting in that 80 per cent of all 
companies surveyed indicated in question 
7 that they had tried within the last three 
years to significantly reduce inventory. 
Since inventory reduction was not felt 
to be important to long-term success, 
the justifications for efforts at reducing 
inventory are unclear. Perhaps given 
the popularity of just-in-time, inventory 
reductions are the proper way to do this. 
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3.2  Need of Understanding of Management 
Accounting Systems

We can see in figure 1 that the importance 
given to budget variances to make 
operations decisions for companies. 
This suggests that companies who use 
a standard cost system, regardless of 
overhead allocation procedure, place a 
greater emphasis on budget variances 
when making day to- day operation 
decisions. In question 9, we provided a list 
of five reports that managers frequently 
use to run their plant. This list included: 
Labor variances/ efficiency, other budget 
variances, Yield and scrape report, 
Machine utilization report and Inventory 
report. Each OM was asked to rank, by 
order of use, each of the reports. In Figure 
1, we provide the average ranking for each 
report by each class of company. Although, 
the type of accounting system used by 
the company, great emphasis is given to 
financial reporting, i.e. the P&L or income 
statement. This fact by itself supports the 
argument that much emphasis is given to 
the financial performance of the plant as 
determined by the P&L rather than other, 
non-financial criteria that may be more 
closely related to order-winning criteria. 
Since the P&L is most commonly generated 
monthly or quarterly, this encourages a 
short-term focus by operations managers 
on financial indicators of performance. The 
report ranked as the second most important 
depends on the accounting system being 
used. User companies indicated that 
labor efficiency or variances were almost 
as important as the plant P&L. This was 
true despite the overhead allocation basis. 
Another interesting observation is the 
relative lack of importance given by user 
companies to other budget variances 
despite ranking direct labor variances very 
highly. It is not clear why user companies 
that do not allocate by direct labor place 

great emphasis on labor variance but 
little emphasis on other budget variances. 
Perhaps, the management notion of 
maximizing direct labor productivity 
guides the use of these reports. 

In question 9 and 10, we try to determine the 
role of the management accountant within 
each plant as well as the acceptance by OMs 
of the accountant’s role. Obviously, a plant 
manager who takes a more active role in 
the management of the plant by directly 
querying managers about variances will 
have the greatest potential for influencing 
the behavior and types of decisions these 
managers make.  Since, as shown earlier, 
direct labor variance is a major report used 
in running the plant, it is highly possible 
that accountants in these companies 
routinely ask department managers 
about direct labor productivity. And they 
can play the greatest role, positively or 
negatively, on the management of the 
company. According to the result, plant 
accountants take a much more active role 
in the management of the plant when a 
standard cost system is being used.  It is 
clear from these results that accountants 
have greater responsibility and authority 
in a company that uses a standard cost 
system than in a company that uses 
another type of accounting system.

3.3  Requirement of Practical Management 
Accountant

As we suggested that manufacturing 
competitiveness requires a manufacturing 
infrastructure that is consistent with 
current and long-term success. We further 
show that top-level operations managers, 
regardless of accounting system, are greatly 
concerned with the short-term financial 
performance of the plant as measured by 
the income statement. Form the results 
we can suggest that the management 
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accountant must take a broader role in 
the management of the plant. However, 
the kind of role that we are suggesting 
is entirely different from the generally 
accepted role. Certainly, the management 
accountant must become proactive in the 
design, selection, and implementation 
of a management accounting system. In 
addition, the management accountant 
must also educate the managers about 
other alternative accounting systems 
that are more conducive to long-term 
competitiveness. This is a kind of 
information to the accountant to become 
knowledgeable of the production process, 
product variety, as well as overall   
manufacturing environment. 

4. Summary 
Normally, manufacturing managers 
have been criticized for their over-
dependence on financial reporting to 
run their business. The results from this 
survey of 15 operations managers also 
support this criticism, as the primary 
information used to run their businesses 
is the business profit and loss. The over-
dependence on financial performance is 
such that performance on other criteria is 
often not considered. We have shown in 
this article that the use of standard cost 
accounting systems by many companies 
is not consistent with plant characteristics 
such as production volume, product 
variety, cost structure and is often not 
supportive of the manufacturing strategy. 
Since the management accounting system 
is a major element of the manufacturing 
infrastructure, it is vital that the system 
supports this strategy. We can suggest that 
the management accountant must take a 
proactive role in the selection of, or change 
to, a proper accounting system. As such, 
the accountant must become an educator 
to plant management regarding the proper 

use of alternative systems. He must also 
become a student of manufacturing in 
order to understand the manufacturing 
process, product requirements, as well 
as the manufacturing strategy of the 
company.
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