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The Galli Galli Position Paper Series brief snapshots of a specific sector as seen through a
particular lens. These papers are designed to be useful for journalists, civil society and policy
makers to begin discussions and inform deliberations around issues of public importance.

In this position paper Mr. Purushottam Ojha, Former Secretary at Ministry of Commerce and
Supplies, surveys the impact of the COVID 19 pandemic on digital financing. Mr. Ojha explores
digitization in the finance sector through a human rights lens.
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THE IMPACT OF COVID-19 ON

FINANCIAL DIGITIZATION IN NEPAL:
A HUMAN RIGHTS PERSPECTIVE

Purushottam Ojha
Former Secretary, GON

Human Rights in Nepal: A Financial Perspective

Basic human rights in Nepal are guaranteed by the constitution. The 32 different types of rights
(Article 16-46) that it provides - right to freedom, equality, ownership of property, rights against
all forms of exploitation, among others - largely follow the contours of Universal Declaration of
Human Rights (UDHR)-1948.

The Right to social security and other social protections have an obvious financial element
e.g. through allowances to vulnerable groups such as senior citizens, single women and the
differently-abled persons. The Right to employment ensures support (including financial
support) to the unemployed person in accordance with the prevailing laws. The Right to social
justice and dignity also has financial implications in that it often demands special support

to the disadvantaged group from the government in order to provide them a level playing
field. In a given situation where every citizen has the right of free education up to secondary
education, creates liabilities on the government exchequer and finance. The enforcement of
economic, social and cultural rights enshrined in the constitution also requires an appropriate
level of financial support and policies of the government to enable the public and private sector,
supporting the cause of human rights.

The economic objectives of the constitution - achieving free, prosperous and socialism oriented
economy through participation and development of public, private and cooperative sectors,
requires prudent financial and investment policies in place. Increasing government spending

in development of physical and social infrastructures and easing the flow of finance through
the Banks and financial institutions helps in promoting businesses thereby enhancing general
welfare of citizens. Government has allotted NRs. 352.9 billion (24 % of total) under capital
budget during current fiscal year while 5,870 offices of Banks over 77 districts of Nepal are
providing deposit and credit services to the peoplel. Thus the quality of financial services
available in the country makes an important element in promoting and protecting the basic
human rights of the people.

1 Monthly Statistics of Nepal Rastra Bank (NRB), December 2020: www.nrb.org.np
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Financial Digitization in Digital Nepal Framework

The proliferation of internet and ICT infrastructures in Nepal - with mobile penetration now
over 100% and internet coverage standing over 63% - is driving the digitization process in the
financial sector. The Digital Nepal Framework (2019), the government's program to harness
the growth potential by leveraging disruptive technologies and driving socioeconomic growth
covers eight sectors including finance and includes 80 digital initiatives. The finance portion
of the framework largely aims at broadening the access to financial services to a substantial
number of the population that are out of the reach of banks/financial institutions through a
number of initiatives as following:.

National payment gateway

Digital payment.

Mobile wallet services.

Digital payment campaign.

Credit ratings (individual/corporate accounts).

Information management system for Nepali migrants.

Development of a single window for business and industry promotion.
Development and promotion of e-commerce and IT enabled services ecosystem.

O NOOOAEWNPE

Among the above, the first five are directly related to banking services. The sixth initiative
focuses on integration of the information on migrant workers and flow of remittances, a critical
source of foreign exchange for the economy as well as income for households. The seventh
initiative aims at providing a digital platform for meeting the regulatory requirement of industry
and businesses while the eighth initiative provides for extending financial inclusion through a
robust and functional IT enabled services.

The Department of Foreign Employment, GON, has developed an integrated information
management system of foreign employment that links the stakeholders like immigration,
consular services division (MOFA), Nepalese diplomatic mission abroad and the recruiting
agencies under a single platform. Meanwhile the information on receipt of remittances is
integrated and controlled by the central bank (NRB).

The development of electronic single window is ongoing and led by the Department of
Customs. This is supposed to link various stakeholders responsible for clearances of export and
import under a single electronic platform.

Government of Nepal has committed to make wider use of e-services by the end of 2020

as stipulated in ICT Policy-bringing the country in top second quartile on network readiness
and e-government indicators; making 75 percent of the people digitally literate; ensuring
access to broadband services to 90 percent of the people and internet services to all people,
among others. Besides, 80 percent of the services will be provided to the people online. Thus,
promotion of e-commerce and IT enabled services is supposed to help in bringing a new wave
of digitization around all sectors of economy.
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Key Digitization Initiatives:
The following are the major initiatives taken by the government of Nepal in order to promote
financial digitization in the country:

1.1T Bill in the process of legislation: This Bill supposed to replace the Electronic
Transaction Act (ETA)-2007, is more comprehensive and covers a wide range of areas like
authentication of digital signature and digital documents in government system and legal
proceeding, authorization of digital payments, cyber security, data protection, retention
and regulation of social media, among others. This Bill is under consideration of the
national Parliament.

2.Digitization of banking transaction: Commercial and development banks in Nepal are
making faster inroads to digital services and internet banking. Use of ATM cards, SMS,
internet and mobile banking are in wider applications, particularly in urban areas and
gradually rolling out to the rural areas. Commercial banks and the development banks are
now connected through the Real Time Gross Settlement (RTGS) network that facilitates
the inter-bank transfer of money.

3.Development of e-payment gateway: Domestic e-payment services are being enabled
through various e-applications like e-sewa, khalti, e-pay, IME pay and so on. Use of these
applications made it possible to pay the bill of utilities, retail purchase and settle other
small payments. NRB has recently launched a Quick Response (QR) code in order to make
payments of retail commodities like fruits and vegetables.

4.Single window for facilitation of export and import: Government of Nepal has started
implementation of National Single Window, led by the Department of Customs. The
system is supposed to link various 43 institutions (both government and private) under a
single platform for clearances of export and import of goods. Single window also includes
features of e-payment that enables the exporters and importers to pay government
duties, fee and charges directly from their account to the government accounts. The
project is likely to be completed by 2022.

5. Development of national payment gateway for international transaction: This is
being developed by Nepal Rastra Bank and supposed to come to operation in 2021. This
payment gateway is supposed to enable the payment of export and import up to the
specified amount and benefit particularly the export of MSME products.

6.Increasing access to finance: With the growing number of banks and financial
institutions, people's access to finance is increasing at an unprecedented rate in Nepal.
The number of fixed accounts in the banks and finance companies is 60.9 percent of total
population; 22 percent population are tied up in cooperatives, 14 percent in microfinance
and 19 percent in insurance services.? However, challenges lie in providing reliable and
fast services based on digital platforms to a large number of people that are connected to
local financial institutions, particularly located in the rural and remote areas.

2 Status of Financial Access in Nepal: Research Division, Nepal Rastra Bank (NRB): February 2020. www.nrb.org.np
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Impact of COVID-19 on Financial Digitization

While Covid-19 has impacted negatively almost all sectors of the economy, the use of digital
technology and online services have provided some level relief as the use of digital platforms
increased over this period. The rise in use of ICT and IT enabled services is apparent during the
pandemic as evidenced by the number of internet users and the sales of mobile devices. The
collective users of the internet services (wired, wireless fixed broadband and mobile broadband
combined together) reached 23.9 million in November from 21.8 million in February 2020;

with an increase of ten percent over a period of 9 month of outbreak of the pandemic.®> Mobile
phones worth NRs. 17.6 billion were imported during 5 month of this fiscal year, when mobile
phones worth NRs. 18.2 billion were imported over the entire 12 month period of the previous
fiscal year (2019-20).

This increase in the use of digital services positively impacted the financial sector. Digital
banking and the use of e-wallet service, both envisioned as a positive by the Digital Nepal
Framework, is on the rise. Many medium and small enterprises have switched over to mobile
banking from the traditional cash transaction, for receiving and making payments. Consumer's
willingness to adapt to digital banking services has been catalyzed by the pandemic. For
example, the transaction of Prabhu Pay has gone up by 30-40 percent. IME Pay by 30 percent
which includes the transactions of mobile top ups, utility payments and remittance transfer,
among others*.

All industries suffered more or less due to the effect of pandemic and lockdowns imposed
therein. The cottage, micro and small industries were highly affected as 62 percent of those
industries were closed, 32 percent were in partial operation and only 5 percent of them were
in full operation. In average all categories of industries cut down the number of employees/
workers by 22.5 percent. Of these 71 percent were the temporary and contract workers. This
has resulted in loss of employment and income to this section of peoples lurching their life and
living in hardship.®

The Foreign Employment Information Management System (FEIMS) operated by the
Department of Foreign Employment of the Government of Nepal provides a common platform
for various stakeholders related with the selection, recruitment, certification, and tracking
records of the individual migrant workers from the dispatch to their return after the end of their
assignments. However, this information system still needs to be linked with the bank for an
integrated data on remittance.

There are also challenges in linking the local farmers, micro and small entrepreneurs, small
traders and informal workers with e-commerce, making them e-literate and aware about
the potential benefits of digitization. The imperative lies in making them well informed on
provisions of government's financial support, credit facilities, and insurance of farm produce,
investment opportunities and digital payments®. It is also equally important to build capacity
and generate awareness supported by concessional financing in order to bring more women
and disadvantaged groups into the realm of industry and businesses.

3 Refer MIS Report of Nepal Telecom Authority (NTA): www.nta.gov.np

4 Covid-19: A Boon for Digital Transformation in the Financial Industry: by Tanushree Agrawal: www.nepaleconomicforum.org: November 23, 2020.

5 A Survey on Impact of Covid-19 in the Economy: Nepal Rastra Bank (NRB) Research Department-July 2020: www.nrb.org.np
6 Statement by Maha Prasad Adhikari, Governor, NRB, in the Singapore FinTech-2020.



POSITION PAPER #001 DIGITIZATION, COVID AND HUMAN RIGHTS | 5

What does the future hold re: digitization?

One of the everlasting impacts of Covid-19 would be the adoption of digital technology in
provision of banking services and wider use of digital services in daily transactions like retail
shopping, payment of fees and charges, and paperless services. Last year (2020) was an
inflection point for wider use of digital payment in all transactions. Digital trail created by smart
phones has made it possible to carry out e-transactions even by the farmer and transporters
due to safety reasons and inherent benefits of saving time and cost of transactions.

The use of digital technology in provision of financial services is supposed to enhance the
capacity of the general public to enjoy the privilege and rights guaranteed by the constitution.
But, a word of caution lies in potential deprivation of a large swath of people who are still
digitally illiterate and cannot afford the smart mobile phones to their use. Hence, expanding
digital literacy and affordability of the services should get priority in the development agenda of
the government.

Right to information of the common citizen could be effectively protected with the use of digital
technology. Dissemination of information related to fundamental rights should get priority in
educating all citizens and stakeholders. However, this requires a proper regulatory framework
and increased level of automation encompassing all sectors of government services,
businesses and private service providers. The banking sector is already ahead in this initiative
but needs further work in the direction of maintaining integrity of the digital system and means
for data protection from intrusion, breaches and hacking. The insurance and cooperatives
sectors are yet to modernize and automate their system of operation.

According to the Principles on Business and Human Rights’, it has been recognized that
business activities should take care of three principles of Protect, Respect and Remedly.
Discrimination in lending practices based on gender, and customers should not hold anymore;
bribery, corruption and slavery should be eliminated in all forms and there should be equal
pay for equal works. Banks and financial institutions may use the consumer lending (digital)
platform to carry out customers due diligence and assess the creditworthiness of the firms or
the individual borrowers.

Government as well as private sector entities should enhance accountability and access

to remedy in case of violation of basic tenets of human rights. Ensuring financial services

reach everyone in Nepal will require empowering microfinance institutions and cooperatives.
Microfinance institutions and cooperatives need to be linked with fin-tech services that enables
them to lend money to the micro, cottage and small industries in a prompt and predictable
manner without incurring hassles to the borrowers.

The digitization of regulatory services, which is taking root in more digitized societies, give
us some cause to be concerned if these Principles will be fully adhered to. Algorithm-based
governance of has been show to discriminated against various excluded members of society
and reproduce existing discrimination. In digitizing processes such as due diligence and
creditworthiness checks great care should be taken to ensure that human rights are not
violated.

7 Report of the Human Rights Council: Forty-fourth session (30 June—17 July 2020): UN Human Right Council: www.ohchr.org
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Regulatory framework should be in place in order to facilitate the use of digital services like:
Pathao, Tootle, Easy taxi, Eddy cabs etc. and control of cybercrime, hacking and maintain data
security. Maintaining transparency and increasing competition among service providers are
the bedrocks of ensuring food and basic health security of the people. Hence, the effective
implementation of the Competition Act and Regulations should be the priority agenda of the
government.

Nepal is facing challenges in increasing foreign direct investment as the complex process of
obtaining approval, registration and repatriation of profit dividend etc. remains one of major
hurdles reported by the investors. Government could improve the investment ecosystem by
allowing automatic route® in approval of foreign investment through the use of an algorithm
based digital platform that will simplify the process from complex bureaucratic hassles.

There is a need for creating awareness and capacity building of various entities and individuals
in a way of improving performance with the use and application of digital technology in
making financial decisions. Government may consider instituting an appropriate institutional
mechanism (probably in PPP modality) in order to promote awareness campaigns,
development of communication plans and implementing capacity building programs. This

will be an important departure from the perspectives of all stakeholders in raising awareness
about the benefits of digitization and its impact on transparency and accountability of the
government and protecting and promoting human rights.

Last but not the least, in an effort to create synergy between businesses and human rights, the
government may come up with policy frameworks, regulations, and the plans and programs in
coordination with its stakeholders. A wider range of issues including anti-corruption agenda
and gender dimensions could be accommodated under this program. UN High Commissioner
Mr. Michelle Bachelet says, governments do not need to start from scratch, since there are
excellent examples of guidance in specific sectors like EU's ICT sector guidance and other
similar initiatives. The best solutions can be found by working in partnership, sharing best
practices, and studying detailed outcomes of national regulatory systems, including unintended
consequences®. In any case, the impact of digitization on finance and protection of human right
goes beyond the national boundary and thus demands coherent actions by all members of
international community.

8 Article 42 of the Foreign Investment and Technology Transfer Act-2019 has made the provision of allowing automatic approval to the foreign
investment through a process notification in Nepal Gazette. But this notification has not yet been issued.

9 Human rights in the digital age - Can they make a difference? Keynote speech by Michelle Bachelet, UN High Commissioner for Human Rights,
New York, 17 October 2019; www.ohchr.org
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