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The informal sector activities account for a significant proportion of 
production, consumption, and employment in the country. However, 
informal firms tend to be small and are unable to provide basic goods 
and services to the entire population. Additionally, informal workers 
are more likely to be poor and earn lower wages compared to their 
formal sector counterparts. The government of Nepal is actively 
working to address these issues, including the enforcement of anti-
money laundering (AML) regulations in the banking, finance, and 
cooperative sectors. However, the enforcement of AML regulations 
should be approached cautiously to prevent the potential transfer 
of informal money to other sectors and to avoid security problems. 
The study aims to explore the relationship between various economic 
indicators and informal monetary activities in Nepal, with a focus on 
finding ways to regulate and formalize these activities. Large samples 
of 385 were surveyed through structured questionnaire.  The informal 
economy in Nepal has important macroeconomic consequences, 
and the government is working to address the challenges it poses. 
However, the enforcement of AML regulations should be approached 
cautiously to prevent the potential transfer of informal money to other 
sectors and to avoid security problems. The study aims to explore 
the relationship between various economic indicators and informal 
monetary activities in Nepal, with a focus on finding ways to regulate 
and formalize these activities.

Keywords: Informal monetary activities, Hidden economy, AML 
regulations, Small saving groups, Remittance

Introduction 
Nepal faces significant challenges from 
informal monetary activities due to the lack 
of implementation and monitoring of existing 
laws, which increases black money in the market 
[Financial Stability Report-Issue No. -3 July 2013.
Pdf, n.d.]. Informal monetary activities arise from 
black marketing, illegal transfer of money, drug 
smuggling, and other monetary activities that are 
operated illegally or unregistered [Hart, 1985]. 

The informal sector accounts for a significant 
proportion of production, consumption, and 
employment in the Nepali economy [Pan t, SAIM 
and Rudra Suwal, CBS Nepal Abstract]. However, 
the measurement of the informal sector activities 
has been problematic [Pan t, SAIM and Rudra 
Suwal, CBS Nepal Abstract]. The government of 
Nepal has made it a higher priority to reduce such 
activities legally and economically [Suspicious Tax 
Evasion through Use of Personal Bank Accounts 
for Business Transaction, 2023].
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In developing countries, financial markets are 
divided into formal and informal sectors. The 
formal financial market is regulated by credit-
related laws, controlled by the government under 
the supervision of central banks and agencies. The 
informal sector is out of such regulation and control 
because they are unregistered in the concerned 
body of the government [AML/CFT National 
Strategy and Action Plans, 2019-2024 (Including 
Supplementary Action Plans, 2020) | Office of the 
Prime Minister and Council of Ministers, 2021]. 
Informal financial markets operate basically in two 
types: individual money lenders or brokers and 
self-help saving groups in Nepal. Individual money 
lenders' interest is comparatively high than saving 
groups, so in the local level, people are attracted 
to forming and operating informal saving groups.

Problem Statement
There are many informal monetary activities 
practicing in Nepal, out of which informal saving 
groups are illegal but are operating such groups 
to fulfill the short-term financial needs of saving 
members. Such groups have no principles and 
guidelines. The number of members in such groups 
is not certain, but as per the study, they are at least 
25 to 151 people in a group. In recent days, the 
number and transaction volume of such groups are 
growing continuously. One of the reasons for such 
activities is people who are not getting banking loan 
facilities from the formal sector and want to escape 
from high-interest individual money lenders has 
formed self-help informal saving groups [Dhukuti: 
The Small Businessman's Informal Self-help Bank 
in Nepal]. Hans Dieter Seibel Universitat zu Koln 
Bishnu P. Shrestha Nepal Rastra Bank, Saving and 

development vol 12 no 2 1988]. Saving groups 
are not only spread in local level cities or villages 
but also in professional workers such as teachers' 
saving group in private or community schools, 
employees' saving group in business organization 
workers' saving group, informal workers, etc.

Research Objective
The main aim of the research study is to understand 
the rooted causes of informal saving groups in 
Nepal and their effects on formal money circulation 
in the Bara district of Nepal. 

Literature Review 
Informal saving groups have revolutionized 
financial inclusion in Nepal, providing a source of 
financial support for the local population.

The informal sector activities account for a 
significant proportion of production, consumption, 
and employment in the Nepali economy.

The microfinance market in Nepal can be divided 
into three sectors: the formal sector, the semi-
formal sector, and the informal sector.

The informal sector is comprised of innumerable 
community-based organizations and individual 
or traditional group formations popular in ethnic 
trading communities for savings and credit 
purposes

Conceptual framework

A conceptual framework presents the areas covered 
in the research. It is my roadmap for my research. 
Utilizing the phenomenological approach  and 
based on writing survey, speculations, my own 
insight, and exact review.

Formation of Informal Saving  Group

Financial Transation Volume

Informal Saving Group

Figure 1. Conceptual Framework

Causes of Informal Saving Groups

Effects on Formal Monetary Activities

Law Enforcement Gap
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Methodology
Research Design
The research design for this study involved 
selecting a sample of 385 informal saving group 
members in the Bara district of Nepal. The sample 
was chosen using a judgment technique, ensuring 
that each informal saving group member had 
the capacity to answer the entire questionnaire. 
The sample was intended to be illustrative of the 
population and was defined by area and financial 
status.

Data Collection

A web-based survey was conducted to collect data 
from the selected sample of 385 informal saving 
group members in Bara, Nepal. The research 
instrument used was a questionnaire, which 
gathered information on various factors, including 
the number of financial transactions, the formation 
of informal savings groups, the causes of these 
groups, their effects on formal monetary activities, 
and the gap in law enforcement.

Data Analysis

The data collected from the survey was analyzed 
using descriptive statistics, such as frequencies and 

rates, to determine the distribution of responses. 
Inferential statistics, such as correlation analysis 
and regression analysis, were employed to identify 
the relationships between the variables in the 
conceptual framework.

The results of the study revealed that informal 
saving groups play a significant role in the local 
economy of Nepal, with a population size of 8,000 
and a sample size of 385. The study found that there 
were 5,000 informal saving groups in the Bara 
district, which is part of the Madhesh Province in 
the middle part terai region of Nepal. The region is 
primarily agricultural, and informal saving groups 
provide a source of financial support for the local 
population.

The study also identified several factors 
contributing to the formation of informal saving 
groups, including the lack of access to formal 
financial institutions, high interest rates charged by 
individual money lenders, and the desire for social 
interaction and support. The effects of informal 
saving groups on formal monetary activities were 
mixed, with some informal saving groups having 
a positive impact on formal financial institutions 
by encouraging savings and promoting financial 
inclusion. Table 1 shows socio-demographic 
analysis. 

Table 1: Socio-demographic Analysis
Basis Particular In Number In percentage

Gender Female 271 70.39
Female 114 29.61

Family Size 2-5 178 46.23
5-10 207 53.77

Academic Qualification Literate 51 13.25
Primay Level 49 12.72

Secondary Level 75 19.48
Intermediate Level 113 29.35
Bahelor and Above 97 25.20

Marital Status Unmarried 78 20.26
Married 307 79.74

Analysis of the Data

In this survey, out of 385 respondents all actively 
participated and among them high majority in 
female respondents. Out of 385 respondents, most 

of the respondents have 5-10 family members. 
Most of the respondents have been found literate. 
There are 307 respondents found to be married and 
78 is found to be unmarried.
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As shown in figure 2 about formation of informal 
saving group it is found that they were established 
such groups without following legal process they 

As shown in figure 3 about transaction volume 
in such group is interesting. In 385 sample some 
of respondent hardly respond about transaction 
volume. In this question it is found that low literate 
level respondent are investing in such group to get 
lump sum amount in future but high literate level 
respondent taking loan from such saving group 

either depend on mutual trust or they don’t know 
the formation process.

above than investment amount. It was clear that 
low literate level were not aware about risk of such 
group but high literate level were somehow aware 
about risk factor of such group. In 385 respondent 
have invested 99 million in such group only on the 
basis of mutual trust.

Figure 2: Formation of Informal Saving Groups

Figure 3: Transaction Volume of Informal Saving Group
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Causes of Informal Saving group

In question causes of investing and taking loan 
from informal saving group all of respondent said 
it is easy to transact at once. In informal discussion 

As shown in figure 4 effect on monetary activities 
Most of respondent said it effects on banking 
deposit some of respondent said it increases market 

we found that some of them were legal property 
less and some were in such group because of 
relatives force. It is found that most of them are far 
from financial literacy and banking access. 

interest rate and 55 respondent had no idea about 
it few no of respondent said it increases inflation.

Figure 4: Effect on Formal Monetary Activities

Figure 5: NRB Regulations
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Figure 6: Government Report

There were two questions in law enforcement 
gap first about NRB regulations majority of 
respondents were not clear about NRB rules in 
such types of transactions and in second question 
most of respondents were waiting government 
support basically local level government to support 
registration and facilitation in informal saving 
group operation.

Discussion
The results of this study provide insights into 
the socio-demographic characteristics of the 
respondents and their opinion regarding informal 
saving groups and its effects on monetary activities. 
The majority of respondents were female, 
comprising 70.39% of the sample. This indicates 
a potential gender disparity in the participation 
in informal saving groups, with women being 
more actively involved. A significant portion of 
respondents (53.77%) reported having family 
sizes ranging from 5 to 10 members. This suggests 
that informal saving groups may play a role in 
managing finances within larger family structures. 
The data reveals diverse educational backgrounds 
among respondents. Notably, a substantial portion 
(29.35%) have at least an intermediate level 
of education. This suggests that participants in 
informal saving groups are not limited to a specific 

educational stratum. The majority of respondents 
(79.74%) were married, indicating that informal 
saving groups might be particularly prevalent 
among married individuals. 

Based on mutual trust, respondents appear to form 
informal saving groups without adhering to legal 
procedures. This raises questions regarding the 
absence of regulatory oversight and the potential 
dangers of informal financial activities. Low-
proficient respondents appear to put resources 
into these savings for future single amount 
sums, while profoundly educated respondents 
frequently take loan surpassing their ventures. 
This polarity features an information hole and 
fluctuating gamble insights among members. 
The information recommends that low-proficient 
people probably won't be completely mindful of 
the dangers related with informal saving savings, 
standing out from their more educated partners 
who show a more significant level of chance 
mindfulness. Respondents refer to the simplicity 
of exchange as an essential driver for partaking 
in informal saving savings. The multifaceted 
nature of motivations is emphasized by the fact 
that a lack of financial literacy, legal property, and 
familial pressure all emerge as contributing factors. 
Numerous respondents accept that cooperation in 
informal saving savings influences banking stores, 

Reqistration 
Facility, 305

Risk Factor, 25

No Support, 55



Adhikari, G. P. (2023). GS WOW; 1(1)

GS WOW: Wisdom of Worthy Research Journal (ISSN: 3021-9590) 13

possibly demonstrating a redirection of assets from 
formal monetary foundations. Due to informal 
saving group activities, some respondents express 
concerns about inflation and increased market 
interest rates. Gubhaju, R. (2023) also highlighted 
women in self-help. 

  This implies a perceived connection between 
these groups and broader economic trends. 
A notable finding is the lack of clarity among 
respondents regarding Nepal Rastra Bank 
(NRB) regulations related to informal financial 
transactions. This suggests a need for improved 
awareness and education regarding the legal 
framework. Respondents express a desire for 
local government support in the registration and 
facilitation of informal saving group operations. 
This underscores a potential gap in regulatory 
support at the grassroots level.

Conclusion 
The study on informal saving groups in Nepal 
has provided critical insights into the socio-
demographic characteristics of participants and the 
dynamics of these groups. The research aimed to 
understand the rooted causes of informal saving 
groups and their effects on formal monetary 
activities in Nepal. The study acknowledged the 
challenges posed by informal monetary activities, 
emphasizing the lack of implementation and 
monitoring of existing laws, which contribute 
to the generation of black money in the market. 
Efforts are underway to address these challenges 
legally and economically.

In developing countries like Nepal, financial 
markets are divided into formal and informal 
sectors. The formal sector is regulated by 
credit-related laws under the supervision of 
the government and central bank. In contrast, 
the informal sector operates outside regulatory 
frameworks. Informal financial markets in Nepal 
are primarily represented by individual money 
lenders or brokers and self-help saving groups.

The study highlighted the prevalence of informal 
saving groups in Nepal, which operate illegally 
but serve as a means to fulfill short-term financial 

needs for their members. Recent trends indicate a 
continuous growth in the number and transaction 
volume of informal saving groups. Participants 
are motivated to join these groups, particularly 
those who face challenges in obtaining formal 
banking loans and wish to avoid the high-interest 
rates imposed by individual money lenders. The 
study was conducted in Bara district, Nepal, with 
a population of 5,000, and a sample size of 385, 
selected through judgment sampling to ensure 
representation across locations and socioeconomic 
statuses.

The findings underscore the complex dynamics 
surrounding informal saving groups in Nepal and 
the need for targeted interventions. Policymakers 
and stakeholders should prioritize improving 
financial literacy, strengthening law enforcement, 
and bridging the regulatory gap to ensure the 
sustainable and responsible operation of informal 
saving groups. Addressing gender disparities 
and promoting inclusive financial practices 
will contribute to more equitable economic 
development.

The study provides a comprehensive understanding 
of informal saving groups in Nepal, shedding light 
on their formation, functioning, and implications 
for the broader economy. The insights generated 
from this research can inform evidence-based 
policy decisions and interventions to enhance the 
financial well-being of individuals and the overall 
economic stability of Nepal.
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