
i

IMPACT OF LIQUIDITY ON PROFITABILITY OF COMMERCIAL
BANKS IN NEPAL

A Thesis

Submitted

By

Sunil Prakash Chaudhary

Central Department of Management

Roll. No: 604/015

Registration No: 7-2-503-110-2010

In Partial Fulfillment of the Requirement of the Degree of

Masters of Business Studies (MBS)

In the

Faculty of Management

Tribhuvan University

Kirtipur, Kathmandu

February, 2020



ii

RECOMMENDATION LETTER

It is certified that thesis entitled IMPACT OFLIQUIDITY ON PROFITABILITY OF

COMMERCIAL BANKS IN NEPAL submitted by Sunil Prakash Chaudhary is an

original piece of research work carried out by the candidate under my supervision.

Literary presentation is satisfactory and the thesis is in a form suitable for publication.

Work evinces the capacity of the candidate for critical examination and independent

judgment. Candidate has put in at least 60 days after registering the proposal. The thesis

is forwarded for examination.

_____________________.

Asso. Prof. Ajaya Prasad Dhakal

Thesis Supervisor

Central Department of Management

Tribhuvan University, Kathmandu, Nepal

Date: February, 2020



iii

APPROVAL-SHEET

We, the undersigned, have examined the thesis entitled IMPACT OFLIQUIDITY ON

PROFITABILITY OF COMMERCIAL BANK IN NEPAL presented by SUNIL

PRAKASH CHAUDHARY, a candidate for the degree of Master of Business Studies

(MBS) and conduced the viva voce examination of the candidate. We here by certify that

the thesis is worthy of acceptance.

_____________________.
Asso. Prof. Ajaya Prasad Dhakal
Thesis Supervisor

_____________________.
Internal Examiner

_____________________.
External Examiner

____________________.
Prof. Dr. Sanjay Kumar Shrestha
Chairman, Research Committee

____________________.
Prof. Dr. Ramji Gautam
Head of the Department

Date:Feb., 2020



iv

CERTIFICATION OF AUTHORSHIP

I certify that the work in this thesis has not previously been submitted for a degree or has

it been submitted as part of requirement for a degree except as fully acknowledge within

the text.

I also certify that the thesis has been written by me. And it is under received in my

research of my supervisor Asso. Prof. Ajaya Prasad Dhakal that have received in my

research work and the preparation of the thesis which has been acknowledged. In

addition, I certify that all information sources and literature used are indicated in the

reference section of the thesis.

__________________

Sunil Prakash Chaudhary

Date:February, 2020



v

ACKNOWLEDGEMENTS

As the partial fulfillment of the MBS degree, I have prepared this report. During the

course, I worked with sincerity, honesty and diligence, as far as possible. However,

beside my continual efforts, I also got unforgettable support from different people and

parties. I am extremely grateful and overwhelmed by their support while completing my

work.

Firstly, I would like to express genuine gratitude to my supervisor Asso. Prof. Ajaya

Prasad Dhakal for his immense support in the entire dissertation writing process, with

his knowledge and excellent guidance. His pivotal support providing essential materials

encouraged and motivated me for completing my dissertation.

I am grateful to Prof. Dr. Sanjay Kumar Shrestha, Chairperson, and Research committee

for his continuous support and guidance throughout my research programme. Likewise,

Iam grateful to Prof. Dr. Ramji Gautam, the head of Central Department of Management

(CDM) and all my honorable teachers of CDM for their assistant support in every aspects

of this research.

I am thankful to Central Department of Management for providing opportunity to carry

out this research programme. I am also thankful to all the staffs of Central Library for

providing necessary supports and environment for the completion of my dissertation.

I am thankful to all of my family members and my dear friends and other for their

continuous supports and efforts during my study. Especially, I am thankful to my friend

Mr. Hem Raj Bhandari for his best ideas and suggestion. I am also thankful to my parents

for their insightful comments and suggestions.

Lastly, I would like to conclude that I am very very grateful to all of my well-wishers

who have directly or indirectly contributed to accomplish this task.

Sunil Prakash Chaudhary

Central Department of Management

Tribhuvan University



vi

ABSTRACT

The study was to examine the liquidity and its impacts on profitability in the context of

Nepalese commercial banks. Change in return on equity and return on assetswas the

dependent variable while the current ratio, cash and bank balance to total deposit ratio,

current deposit to total deposit ratio and cash reserve ratio were chosen as independent

variables. The research design was based on descriptive and analytical and sampled

were collected by using convenience sampling method.

The data were collected from the annual reports of selected commercial banks, report of

Nepal Rastra Bank and other official and unofficial publications. Data were analyzed by

using appropriate financial and statistical tools and the descriptive research design was

used. The multiple regression models were used to test the liquidity and its impacts on

profitability.

The findings from this study indicate that there was positive relationship between the

CDTDR with ROA & ROE .The relationship between ROA and ROE with CR, CBTDR,

and CDTDR & CRR of commercial banks is positive but not significant. The study found

that CR, CBTDR, CDTDR &CRR explain only 18% on determining the return on assets

of banks and around 82% is unexplained. Similarly,the study found that CR, CBTDR,

CDTDR &CRR explain only 37% on determining the return on equity of banks and

around 63% is unexplained.The study recommends that other studies is to be done to

identify other factors which may explain the remaining percent roles on determining the

profitability of commercial banks. The result could not be generalized at this moment due

to small sample size and there is a need for extensive research on this issue in Nepal.



vii

TABLE OF CONTENTS

CONTENTS Page No.:

Title Page i

Certificate of Authorship ii

Recommendations iii

Approval Sheet iv

Acknowledgements v

Table of Contents vi

List of Table ix

List of Figures x

Abbreviations xi

Abstract xii

CHAPTER I: INTRODUCTION 1-6

1.1. Background of the Study 1

1.2. Statement of Problem 3

1.3. Objectives of the Study 4

1.4 Conceptual Framework 4

1.5. Significance of the Study 4

1.6. Limitation of the Study 5

1.7. Chapter Plan 6

CHAPTER II: REVIEW OF LITERATURE 7-31

2.1 Conceptual Review 7

2.1.1. Concept of Liquidity 7

2.1.2. Liquidity Management 8

2.1.3. Types of Liquidity 9

2.1.4. Strategy for Liquidity Management 12

2.1.5. Importance of Liquidity Management 12

2.1.6. Liquidity Risk 14

2.1.7. Early Warning Indicators of Liquidity Risk 14



viii

2.1.8. Relationship of Liquidity Risk to Other Banking Risks 15

2.2. Theoretical Review 18

2.2.1. Theories of Liquidity Management 19

2.2.2. Concept of Profit 20

2.2.3. Concept of Profitability 20

2.2.4. Need for Profit 21

2.2.5. The Trade-Off between Liquidity and Profitability 22

2.2.6. Profitability of Commercial Banks 23

2.2.7 Theories of Profit 24

2.3 Empirical Review 25

2.3.1. Review of Articles in the Journal 25

2.3.2. Review of Previous Theses 28

2.4. Research Gap 30

CHAPTER III: RESEARCH METHODOLOGY 32-41

3.1. Research Design 32

3.2. Population and Sample 32

3.3. Sources of Data 33

3.4. Data Collection and Processing Procedure 33

3.5. Data Analysis Tools 34

3.5.1. Financial Tools 34

3.5.2. Statistical Tools 38

CHAPTER IV:  RESULTS 42-71

4.1. Introduction 42

4.2 Analysis of Financial Variables 42

4.2.1. Current Ratio (CR) 42

4.2.2. Current & Bank Balance to Total Deposit Ratio (CBTDR) 44

4.2.3 Current Deposit to Total Deposit Ratio (CDTDR) 45

4.2.4. Cash Reserve Ratio (CRR) 46

4.2.5 Return on Assets (ROA) 47

4.2.6 Return on Equity (ROE) 48

4.3. Presentation of Statistical Variables 50



ix

4.3.1. Simple Correlation between ROA and CR 50

4.3.2. Simple Correlation between ROA and CBTDR 51

4.3.3. Simple Correlation between ROA and CDTDR 52

4.3.4. Simple Correlation between ROA and CRR 53

4.3.5. Simple Correlation between ROE and CR 53

4.3.6. Simple Correlation between ROE and CBTDR 54

4.3.7. Simple Correlation between ROE and CDTDR 55

4.3.8. Simple Correlation between ROE and CRR 56

4.3.9. Simple Regression between ROA and CR 57

4.3.10. Simple Regression between ROA and CBTDR 58

4.3.11. Simple Regression between ROA and CDTDR 60

4.3.12. Simple Regression between ROA and CRR 61

4.3.13. Simple Regression between ROE and CR 62

4.3.14. Simple Regression between ROE and CBTDR 63

4.3.15. Simple Regression between ROE and CDTDR 64

4.3.16. Simple Regression between ROE and CRR 65

4.3.17. Multiple Regressions between ROE, CR, CBTDR,

CDTDR and CRR 66

4.4. Major Findings 69

CHAPTER V: CONCLUSION 72-75

5.1. Discussion 72

5.2. Conclusion 73

5.3. Implication 74

REFERENCES 76

APPENDIX 79



x

LIST OF TABLES

TABLE No. PAGE No.

3.1. Number of Commercial Banks Selected for the Study 33

4.1. Analysis of Current Ratio(CR) 43

4.2. Analysis of Cash & Bank Balance to Total Deposit Ratio (CBTDR) 44

4.3. Analysis of Current Deposit to Total Deposit Ratio (CDTDR) 45

4.4. Analysis of Cash Reserve Ratio (CRR) 46

4.5. Return on Assets (ROA) 48

4.6. Return on Equity (ROE) 49

4.7. Correlation between ROA and CR 50

4.8.Correlation between ROA and CBTDR 51

4.9. Correlation between ROA and CDTDR 52

4.10. Correlation between ROA and CRR 53

4.11. Correlation between ROE and CR 54

4.12. Correlation between ROE and CBTDR 55

4.13. Correlation between ROE and CDTDR 56

4.14. Correlation between ROE and CRR 57

4.15. Simple Regression between ROA and CR 58

4.16. Simple Regression between ROA and CBTDR 59

4.17. Simple Regression between ROA and CDTDR 60

4.18. Simple Regression between ROA and CRR 61

4.19. Simple Regression between ROE and CR 62

4.20. Simple Regression between ROE and CBTDR 63

4.21. Simple Regression between ROE and CDTDR 64

4.22. Simple Regression between ROE and CRR 66

4.23. Multiple Regression of Liquidity on Profitability (ROA) 67

4.24. Multiple Regression of Liquidity on Profitability (ROE) 68



xi

LIST OF FIGURES

FIGURE No. PAGE No.

1.1 Conceptual Framework 4

4.1. Current Ratio 43

4.2. Cash & Bank Balance to Total Deposit Ratio 44

4.3. Current Deposit to Total Deposit Ratio 46

4.4. Cash Reserve Ratio 47

4.5. Return on Assets 48

4.4. Return on Equity 49



xii

LIST OF ABBREVIATION

a : Constant Number

b : Regression Co-efficient

C.R. : Current Ratio

C.V. : Co-efficient of Variation

CBTDR : Cash and Bank Balance to Total Deposit Ratio

CDTDR           :                      Current Deposit to Total Deposit Ratio

CRR : Cash Reserve Ratio

d. f. : Degree of Freedom

e.g. : For example

Ed. : Edition

F/Y : Fiscal Year

i.e. : That is

JBL                  : Janta Bank Limitd

n : Number of Items

NBL : Nabil Bank Limited

NIBL               :                       Nepal Investment Bank Limited

NICA : Nic Asia Bank Limited

No. : Number

RBB : Rastriya Banijya Bank Limited

Re. : Rupee

Rs. : Rupees

S.D. : Standard Deviation

S.N. : Serial Number

Vol. : Volume

www : World Wide Web


