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Chapler-bankigg Sustem &Monelory Poliu 

A. short quesHons Far mark 

Dene banK 
A bonk is a financial institution hat deals to 

money and credit It accepts depostk o monu tom 
he publíc in dhkterent occounts and povicles loanto 
needu persons 

Dehno centtal bank 
A cenha bank is an independent nathoDal 
authority that conducts monetans polirg agqulatec banks and poides inancial seniCOCT goals are to Stabilize the nations currens, keep unemplosmet lb4 and prevect inklation Nepal Rastra Bank CNRA) i he cental canK ok epa 

What is the meaning ok coAnercial bank CommerciOl bank is a kinoncial nsUhons establi
hed o order to cam propit ding itt bankina business Rocepis deposits ok moneu oM general publ ad odvonces loan spr Commercial purpate Nepal Ponk Limited the rst Commerdia bank ok Nepal 
yStote the meaning ok torejgn erchange bank oxeon exchongg canK meañc aNu lender or an okHliate there ok that is party to a toreign exchange ootroct ith o loan porty. 1\he arp estabished to ogerate oeign exthange in the Counttuhee aro nD SUdh ANK i0 Nepal 
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Ust out he uajor classiicotion o bonks 
easeo on-he tunchions, bankaro claccitied into 

tpllOuang 0ategories 
Central bank 
Dbmmercial banke 

) Development anst 

4) Rnance Companiec 
sMicro-crodt inancíal Inchitutions 
6)Cavinq banks 
T) foreian Exchange eank 
e Intrastructure Developnent Bank 

Deine cree Cretion 

Credt redit Creahon is he pmcoss y tAlhich Conmmerciol 

banks are able tp Create loang in he konm o nei 

deposis 

Dehne Cottrn codlit Contpl 

Credit Co0tol s_a tunction perkamed u he nitral 

Bank to Contol fhe (redtL0. he donmand and supplu 

ot noneu in the econovu. JAiith thic sunchon, the contral 

bank ooulatas the CKedt aranted by -ho conauer
idl bankc 

Ho tCustovuerc 

Vi.Clarity the meaning o demand depasT 

aose deposit +hot pmvide he dopasiterHe liberhu 

1D_rHidkaLA Moncy at any point ot ehe 

Oc ount holder ot ho demard depasi tr can ademand 

here depasit ct anu time point o fime ac pe heit 

discrehon ad convenience. 
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Detine. time depo.si L 
ime depasit is.a deposit that earns uc an itherst 

xate however hac to he kept toa hie 
period or macurits It giar uc0. higher iterest aoute 
han deand deposit 

xDetine tinancial market. 
Zhetnancía market i an organizakion which lends 

loan to businocc enterpnces and pulblic authortiec 
heinanual aarket is ho incthutionthat dea 
in tinanciol asceks ond credit inctumentr ike 

Correnuudheques bil ele Tk main tunction ts 
Crechion and allocohion ot Credit and equi ba lanced 
econonuc gmnn 

Stoio fh0 meaning oMneu marKetg 
2he market mechanic hrough uilich short ternA 

unds are aised ad pmuded to trade and Cammercia 

sector is calledvuongy ma ket. In this wurket 
lending ard bortouhra akor place koers Hnan ane 
ear Hnne period 

Whot iu meanúpg o apital markot 
2he nAarket mechanism houalh Wich ong- tema unds 

are raied ard pDVided to ittade and coynvercial 
sector i calld capital markot. In hic nmarkel lendira 
and oorrowing takos plae pr mone then one 
yeor hime perd. 



XJil Dein8 monetan poliçs 
The macDeconoMIC poliy o the govemmet uhich 

simplementd by entral bank to nangae the money 

apply to aChieve predetermirned goalci called 

manefary-poligyIn+hir poligy the cenhral bank 

cootols the money Sopply and ínterect sotec t 

nkluence the level o erorOnAIC acfivu it nonelagu 

polic 

JAlhatt is expaneiona Monetaq poliCy xiv 
Expansiona Monetam policu i a mOnelars poliçu 
hat aims to increase the mongu SUpy in he econa nu 

Jo 

by decrcasig inteest kotes purchosing government 
Securihos bu Conttdl banksOrd loweriq the recervec 
requirement tor baNks 

xvState he meanirg oConhrachonagu monetany poligy 
ContachoNas_mongtacs policu amonetars oligy 
that is uced centtal bank to geduco the quantitu 
ok money sUpply in ho econonAy Thi paliy aime 
at reducim the demand pr nMone in tho econanAY TO 
coctol fratlahon b reducing denard tor money or 
Concumpthi0n and investmet por poserin he onoay 

Snort qUeshons for 5 AarKC 

P 

Desctibe the naajor classitications ak banks 
>A bank o 4inandia inchtutHion that deals 

Uoith_monqu and credit. It accept depasits ak 
MONQy D thepudic n dkterent accoun 
and provides loans. Banks pDvide ditterent 
ali-tiec to tho publi c and ean prot ihmigh 
he angaemet ogavinas and orgdit 



The banke are clasitfed into. kpl.cuoig catea0 

)Conral Bank he centdl bank ik also called on 

Ohanks It.contrnls the intlaton and detohon.o 

IVongy inhe county Io evey.(ounpy-thore i.Cne 
conttal bonk uhich contnls.anofter. sub banKLIKA.Conirer 

bank development bank, elc. Nepal Kactra Bank the 

central bank o Miepal Jt pobllcJy owned and direcy 

govermed b ho Nepalese governmont 

nert' 

D Conamercigl Bank The comercíal bank i a nand 
inshhtion_ which accopt, deposits, makas a business 
loan andoers related serniCOA Commercial bank 
ialsnKnown ac businecs bank.1+ t potitmathve 
Such bank is Owncd ly 0 g0Up 0individual 1t 
OCcOptr he deposit O public aL.a savín ard prmvide Credit 0s loon 

2) Irdushng Bank The industrial bonk has limited 
SCope cseríce, they accehe custonmCCS depocit ord sell investmeot Shares labeled cerhicater. Thi bank deas uwth oquireymet o tho indushie 
4 antultye Cank Agricultune banks are tha.se bank Hhot prDvides tinancial help to ggrícultual cectars. The main uncion ok this bank s to ppvide loao to the asmer 

5 Developmgnt Ponkhe doveloprnent bank is a bank wubich extobished to develop the specitic sectors the econo MLL Aaritolhore bank nydl derelo pnment Dank indushrid development hank are Come examp oHhe developnnent bans 



6)Exthapge BankExchange bonk deals with 
torejan exchapge heikmoin tuncion to.accept oreian 

Collect and exdhonge the toreign ourrengu 
adlitatet the international pQLjimentt ibnugh the 

gnle-e 0ndpurchoe ot lo exchange Itmide a loan t the sectors ihich gre ínvolved in oxgort 
and impork. Nepal Kasha BinLK mangges he 
oxeian excho.gge bank 

)SavgnkSoving oankS dio thase banks 
that promates saig habit amongthe general 
Dublfc ard nuohilizes thace shuall soauing In 
Nendl, the postal oving bank ic tho savinq bank 

Explain the ols Ok bankina Sustem i0 he eanog 
In this Modermizaton, bankim sustem plquc a 
Vital ple in the econevuÍc development. Some o 

Hhe impartaint tunciOns obanKina sutem am as tilloux 

D MongMOblizob00 The nnain 2ole ok the bank i 
tp mooilize he mongy bdnk acceptt fhe aving maQey 
o publíc and uklizest ac loan, overdatA cash Cedit 
e. Most Ot the mDney areUsed in a pnduchive sector 

iKe industies, arganizah.on, etistftesces businecec Lohere a 
bank can hove geaBer retum ard pDvioe the faterest 
to the public who cavec moneu in the hank 

P 

omahop p Tgdo and ndustu Bansisu.stem 
encourage SpecializaBhon and occelerateAhe pace o 
industiolizohion hy briging tevalutfon in the internal 
and extemal trode. Tne banK cheque, bank dot anol 

ihe híll o 6xcange ceated a revolutíon OF thade. 
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3) (apital paion eankigg quden.colleck.Small 

gavings om various part of an economy and 

mbbilizes t in business sectoxs. This helps fo increase 

MOre autput. which means More incomas end-nerd 

nCARALeS savogs duo bulhich mom kurds cCn be crae 

kor kuture investment heretore bonking.suchem belp: 

in apita) famna tion L 

Mpnetizchen ot Eonon Bankigg suctem_ helgr in 

develop the mone market banks are creaiore a 

wel as distributorc ot moneu. The speOd the 
branches Ot the bank in ural areas wlhich are 
Unmonítored. Thisl helps to increase tho bankipg habt 
othe people People keeps their moneuin he boO 
aind Wirdrdu thenm in neceSrtu. This ledds to 
4MonethizoHton o an eConony 

5) nployment Opportuoties Bankig sustem 
in
reaves he cononuic activihiec and prDnote 
emploument oppprtunitHies by pDvíding loanc to 
busineccnnan, enhrepreneurs and tamne in dikterent 
sunm bonKs also helps bu invehng in vaiou 
bociness sectors O 

n addhon to thece, demitance o moneu 
reaionadevelopment efc. are also the 
rolos o oankig guchem tpr the econÓnAÍO develepne 



Dishoquish bettoeen monqu market.and capial narkot 

Moneu market is amechanishA thronhwkich 
short- ternm.onds are raiced and prDvided ia irade 

Commerce, and incthtoional eector 

Capital markeh iu a medhanium-hroygh lkich long-kern 
unds are saised and prpided in a businecs sector 

he dikterences betdeen monu arKAÀ ard coprial 

warket am 

Mongy Market 
Tne MaBuritu peTOd ne pnatoriy period o 

oCaedrt instument Cedit ínshumenk_ot 0pital 

CapihalMarkot 

monoupnarket i les hanMarket is more than one 

Hear One Hea 
2 Th market amyidon.shott-2 is arket provisdes 
tem unds In the businet ong-tomm undk to the 
cetor buSinecs cector. 

) he important credt inchaimem ) The impartant credit 
o mone market.am reasury nstrumentk ot aptal market 

bis national savinos 
papore canmmorcial blI eke. quhos and so ona 
4Capilal invectment n this4 ap1tal nvechmeni in this 
rnarst lesc xit Atan n_ marol moro nsty ihan 

Coital marcok 

are share bondo, debentura 

Kn moneu wartet 
5) Theso. u high liquidis in 5) Ihere t loalfquidity in 
money morket 

6There u lecs vehuca.o0 a Thete ic connparatively kigh 
inVvectmenH 
) purpose ku to uli Ittpurpaseto tulgill 

Short ternA_Credut needa b long tenucdih needo t 

Capital matket 

Kehum an investment 

the loUsiness the bu snec 
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VDescribe he DVinCe ote ditibuHon o Cornrer 
banks and developnnent banks n Nepal 

he ensy avaílabilhy.io commercial hanks ard 
dovelbpment anks in all locaut one se the 
he o poblio lben they aro available in 

OUY Sunbundim we mn deposit and usithdrao 
AOney easilu helps tor the businecssocto 
Hrade and comnmerce ncreaces the econ0mic 
achvifes n the natior 

Pmvince Aiso ditrbon oComercalLdeveonnet o 

Comnerciol bonk DoelopwnentToteu 
bant 

Povince 

Ht2 g4D Province 
Madhesk 
Bagwab 

vondak 
huwlbin 

644 
2076 

564 24 
309 

719 
920 

593 26 

730 250 
karnali 

Sodurpatlhinm 324 
total 

12 
4P 
108 6 6o16 

197 

4930 
Sourco Nepal Karra bank 20RChttps. llwOu.nrb: 

Orgunp) 

he above taple. shows numlber ok Co mmercio bank and dovelopment bank o Mepal and in 
Soven pmvíncos Thero cure 24 Commercial oanks in Nepal and the total nomber c branche 

4930 hxDughk Nepal. Simflanlgthoo arp L 
derelop.rnont bank in Nepal Ond he toteu 
number branchea 1 1026.OUt the totau 



4C 

number dk comnercial banks moxinun Oro in banmati province and nunimunn are in Karnoi poince-The number developrnont banka are Maxiomunm in lbagmf Yrzinte and inimun 
in Kamali Provinco 

C.Long quactions for & nAarks 

Explan Hhe vanious sunctionC Contral cank 

Central bank k he saprome bank oa coutu 
the nuonolon authornry. 1 he aex o 
monetai and bankm stuche ot a Couttu t 
pertos as best 0 t on i0 Hhe nahoal etonoYnAic 
iatorect n even notio0 a central bank i ectablkthed 

in Crder to arragme tor he Circulation at Curengu 
thouohaut he countr covelop the tnandial sector ando 
Sta bilize excharge a 

tunchoos o Conhral Lask 
Central bOK porkormne iis eguar and developnme0t 

tunclions. tach hupo ot kuncHona dúcusted alo 

Ranular HUNGHans 
P 

There ore varioc egulay kunchons o the cental 
bank. Sonmo maor stunchions Cegiven belo 

ManpolL o ehe isug lhe paimau turchon o 
a Centtal bank ic toixcue Ootes and Cofns in the counttu 
Bank issuocne noBes undor the Serurity oAld Slver 
oreian aUrengu and qovemmont Onls conhia bank 
ialloMOd ta 1ssoe note and ConG. 

e 
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Danker.ok the bank Conral bank pertpoms athe 
baok oall other banks.Cental baok accepts.ard 
ee lends the nmoneu to another commercidl de/eloprren 
dhd ancther bank pmvides tes 1equaHCNE and 

direchion to another bank 

Pans 04Overament Central bank partomas the 

rDle as allbank ot govern ment Eer govenmment 
Ornanízaions deposit aa heir Monou in he name 
O their cun oganizakHonc a depastment in +he 
Contral bant 

ender o the last esort The cotral bank aicl 
O lender of last recort It povíder the loon to 
Other banK addrg Sorne nterest rate Called 
discount rote 

6) ontrol g Credit A commercial bank prDh 
tmotire mcivdte buSÍneKS Sot lends monpy to a 
Customer with proit aintng motive as interet 
ihe bank taces the pDblem cintCthion then 

enHrol bank Contols he intation bu seve ral monelau 
methodc 

9 ustodig0 o toregR CUeneyhe central 

bank she ustodan ot -he Dahonal reerve o 

koregn aumendies Keeps and nangaer the oreign 
exchange reserie ok O Couotry It pOcchaces 
and Sellseceian exchnge cn pehal ot the 
0overn mont 



Cleariog house turnctions Contral bankolka ac as C eetler dt he tinandal clains ok o kank 
ggainst others. Each Commercial bank chould 
mainBain its account in the. contal bank The contral 
bank clears.each. oher s claims trom their reipechire 

accounls. let- dhen .any uio Cormnnercia boanks 
claim to coHle their transCchionsthen cocttal bank 
Clearc t 

Dovelopment funcions 
estdes traditicoal or ngqular unchions.the cenhral 

bank perfE ms varíouS derelbpment unchons. They Co 

)The cental bank Collect data delated to mongy 
banking and even dEA sectors ok he eronongu 
Alkidh aro eccenhal pr the tprruul atior and 

ealuahon oplans and policies 

2 Help o dovelop money nakot and capilal narket 
by providirg guidelínes, agqulations, superuician.ard 
Manitoxing 

8) omotion o aaricolture Sactor hy strepg-thenin 
0gricu ture deeloprnet banKi aural dQvelappgat kank, 
uicnuranco et 

Ysomotion ot toeiqn tiade a patvidíng the 
adility otorcign curencties 

Paprnotioo.oindividudl sectoxs bytorAulahogf 
PADViKLDnS koe cale 
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Dscribe he variouK unchion o Cornmercicil banks 

Commarcíal bank isla tinancial inskitohon estchkc hed 

in.order to arn pot doigg it banking business It 

Occepts deporib mong onA general public ard 

0dvancec loans tor Commercial purp0.sesid b0sinecsmOn 

tnderspoducersindivduals,otc 

hnchions OL Commercial BankK 
A Comnmercial bank portpmaS tut vaneies o tuichtns 

ond plauL on important role lin the procass oE eranoc 

devebp.ment. ondHons oconmerciaL bankei.are 

Cotegorzed nto púman kunchOnS, Seconda nchons 

and conhogent unchions Some major tunchinu o 
O COYmmerciod bank aro distusced beloo 

Priman nchonc 
Bosi.calu, a commercial baink perorms to plimaru 

unchions nametu acepig depostt and adudncig 
laonc. 

Acephna money ac deposit The peiman unction 
ot a commeriol bank to OCCept the depadtt ot pubtic 
Os a Saáng and mobilize thoge amount: hee 

oro varouc upes o doppsit thot baink receive theu 
Ono Os pllous 

Coyent depostComent depositik ach.depo&it olere 
the interest ratei zern he oumount depacIted 
in th CaLOUn irepqyahle on demand o ouuner 

nthDut any recttichons It tc ala called demand 
deposit Suth depacit Can be withdawo any-ime 

chequo 



Savigg deposit Sovigg depoit iu an.occcunt.nare an indiidual saves heir Sorne. itcome nkuhure Such ype o accOunt con be.open sith oK n.cut he acify ok hChequebook here iaresichon on the whdrauils.ín. suh ype ok attont. In sun hupo o aount insteod ok mongy eCan.also.dlepat cheques, dro dividend etc 

Red deposit xcd depasit ís auth ype odepoáít where the ed maturdy period ic rnetrthion on 
publíc depasit he public caD Sthdra2 Omsunt only 
akter -he woturihuo-heir depit during depasitirq it 
The terest on 9uth deposít í kh and the ate allcaed 
an i gover.ned by nles ladl dan hy the lepai Razira 
bank 

2 Proidinq Inan The sgerd imporkant tunchin o thne 
Commercial bank i to lend mangs o tne publiíc in heir 
neod. The amount Collected pM he deposA USt not 

Stoxed in toBal ar liquid asset theu inest it Theu ptde 

to pubic as a l0an with kigh- interet rate than_ deposik 

Oustoynor are qiven loan as0 pledge. The aOr lbane 

proided oy Comerial banks aro aollauas 

gc Cred. Cash credit ís generally araated ana 

bond ok eher credit or cortain othoc seunhet 

0 popular methado lendin9 mongu in acountry 

VepalBank agreec to lod nmone with certain 

limitakío n and heext Yate 
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OverdragtOverdrot 

qarilits is Similar to cosh 

Credil.Ovordragt 
tacility is 

andareementluith 

a 

bank o an acount holder uhere the CiccouDt 
holder 

Can voithdra a seifed amount over and above 

he credit balanco in his/ heraccountora 

short perind o Hime. The iterest xatel on 

Overdrakt ihighe than thato Loan 

leom loanc Temm loanc are basioll4 medium 

OC long fem loan Soch upe o loan Q0 grapted 

OY mare han auear 1.eHhO loao are inbe repaicd 

a period o 5years anO maxinum upi uean 

here lbans are secUEd goainst mortaage oandy 

pDperu bU1lding plant Ond machinen ond 
Cther seCbnte 1he interest ate on Such loan 

quite iah 

Digounting ble A part tronm the granhng 
loons, commerãol lba.nk alca aat rancial 

assishance to a customer bu discountinq oills ok 
eLthange eank purdhases he bills at tace valve, 
inus iotereit at he cuYrent taie at ineGt or 
he períod ot bill 

Setondo functions 

Resdes tho primar nc hons o arepha and lending koans pekOmg a Dumber o other ontions Mhich con be cahecorzed under secondan unCion. 



Foreign.CurergTransactico Coromorcfal bank 
not ooluaccopk. mongy but alto.accoptr tha toregn 
CUrrengyCOrrençu dírecty not aephed y the 
Cublic in the markets.so the Comrner.cfal loank 
accepk ond exchanges it lua 

Remittane ot_mongyR Commorcial lbank doos the 
OrK Dk renitinq the mongy that means transterring 
MoneyDM OHe plareto place thoan level travel 

chequec dratCemputarzed netyoork, etc Thismehod 
helps nm moneij beipa mzplaed 

Credit Cceaion Cornmercial bonk icue dittereot pes 
o Credit letters suth os a oill of oxthange lettec o 
he share bond etc. Soch letter aceptaeo helps 
nahonaland internokonal Jousiness 

woTk as agept ho commer cial hank an ogent 

to he public becauso it does an impor tant task 
as the ollection o í0tereat on capí fal, he sale ot shore 
Compantes otc Theu receive aCommitton kmmthe 

genoral public and oygonizahon or such tupe o Commercial 

geyicoA 

Oyestment in Diterept Setor Commercidl bank 

Olso invegt indfttereat cectorc xewte in oranicahon 

pmiect industu otc 



Decribe 
meaning, 

objechvec.and ypes o 

monelay policu 

Moneltay Yolicy the 
maLweronomic polic 

Ok the venme.nt nhich t implemented by 

Cental bank to mandge Hhe. moneSup Pyto 

Ochi@ve pedclornmíned goals CottedmonetarE 

politaDhe poliy in Ohich conhal bank contabls 

the mongu .upplu aro mtorest ates to inuece 

he level etononAiC acHviu ikmoneiani polgy 

hese polícias are implementcd though drterent 
Tools, indlodlinq tho adjuctment dthe intee 
hades purchose on cale o government geoUmes 
and Chareirgthe aimounto oLsh Cirwloting n 

the econonay 

upes Moncta olu 

Moncag 2oliu t elassitied as expansionaqu(ay/loace 
ond cotrachonars Cight). 

D tpansicpary oonelaq polkey xpansionasy moneranu 
polity also called easu o toase monetors policu Suth pes bmaneiay politÍS Led g he Sopply edras the sate otIntevest, lelps tn Increasehe aepreaote demand To tai polkcu 



D Cpansonauy nootony policy pansionqAs 
moneBarupolicy isaso called egy or locse 

monetary policy Such types monofary poliíqu i 

Osed the centtal bank to Stimulate the eccntrmic 

activitiasCuch poliy inseases no mong supply 

raducs he rate of ioheresthelps to incrase the 

agmcte demand. Jn thir polygpVeLnnment inceaser 

e volume ot govern ment expendihuco and eduro 

Hhe roto ot ax Exgansiongny moneiany poliu aims dt 

iocreasing mongu supPLy fn the etonryo cthinul.a te 

Consumpthon.cc) and fnvestment CD achivities in the 

economy 

2cotocHnar monetary poliey Conrochonan mone-a 

poliu also alled tght monelany poligu Tre policy that 

used py Conital bank o educe the quanti o 

mong CUpply in tha economy is Colled ConincHonagy 

moneiarypolity This palicy educos the mengy supply in 

he eononu íncreases ho rato interest ard 

Bedures he aggreoprte_demand n the econanas Gvernme 

inceases the taxes, educes be qovernment Spendipa 

Thi polfyL aims at geducirg the demand tormany 

1n he eLonay to tortrol intlaHon y reducing demand 

or mon04 or Concumptio.n and investment pupauer 

in the economu. 

OhsecivesQ Monetay oly 
As monoBagy policisane a the compa.nent.oF 

Overall nAacIDeconcnie policu oa nahion. t 

Objerties should support themacneconon
 poliçy and 

hence ane Consistent ith tha.m he objachveo 

mbneBaru policy are as tolloas 



D To 
stabilize.money 

magket 
Ihe. 

main.objecthie 

otmongL4 

MaEketi do o 
moneliry 

Poliry i to 

Stabilize the mongy 
market ard fo deduce 

the 

tluchuaticnc n the 
inBerestJahes 

troHhe 
minimum 

he neutal monelany 
policsyshould be 

introcdured to 

Ochieve Hhe equilibrium in Hhe demand and supply 

O moneu 

2o Stab1lize the Qxhange ae Ihe Dncieible 

exchange sate in the intemahona market i not tawcuable 

r he torejgn-ode a counHyThe ceitral tnes to 

oring Stabilits in korean oxchange rate through 

Contro ling credit creaion athvihes o Commerdial banKS 

3) to stabilize he_pncAlevelPice stabilihy ir an 

mportant Chjechive o monelary poliu. The kluctuation 

in ice level leadghug and douns in bisiness. lhe 

NRB, hDUgh i monetan_ policu Cactmls ine inplahorasu 

SinuotonS 

4pconre busgecSAHode Qudes he businesS Lcles 

are Up Ond downa In busíness. stence o businecs 

Cucle bria inatability a in eco0omyt ic One ofhe 

obiectives moneny poligy o NRB fu Control buSinesr 

cles and brrg cohiltu 

5) ol employmgnt he erononic stabiltu 
with tol emploumet and njah per capita ncame 
has been Consídlered as ap importaint ohjechve 

O 000.nehay poligyJn brcler.to achieve the Chective 

ok ul emploument, cheap moneBaury palicu shouls e 

vacle applicable. 
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