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CHAPTER I
INTRODUCTION

1.1 Background of the Study

A bank serves as a financial institution handling money transaction, including
receiving deposits from customers, honoring withdrawal requests, processing
cheque, and lending or investing surplus funds until they're needed. Over time,
various types of banks have emerged, such as industrial, commercial, agriculture,
joint venture, cooperative, and development banks. This diversification is attributed
to population growth, shifts in industries and trade, increased competition, and
evolving societal ideologies, as noted by Bhandari (2003).

Banks typically play a pivotal role in financing government projects through
purchasing bonds and notes. They also serve as crucial channels for government
economic policies aimed at stabilizing the economy. Furthermore, banks are primary
sources of short-term working capital for businesses and increasingly offer long-
term loans for capital investments. In everyday transactions, individuals and
businesses frequently rely on banking services like checks, credit/debit cards, and
electronic transfers, turning to banks for financial advice and planning, as
highlighted by Pokharel (2009).

Investors aim for positive returns on their investments, albeit not without accepting
some level of risk. To manage risk and optimize returns, portfolio diversification is
essential. A portfolio represents a collection of securities tailored to specific
investment objectives, with investors seeking to minimize deviations from expected
returns. Diversification mitigates risk by spreading investments across various

assets, reducing the volatility of returns, as emphasized by Francis (2003).

Portfolio management involves the efficient administration of investments in
financial assets like stocks and bonds. It can be undertaken by professionals,
individuals, or corporate entities, with portfolios reflecting preferences and decisions
regarding risk and return. However, the accuracy of decision-making processes is

not guaranteed in all instances, as highlighted by Jaiswal (2012).

Portfolio analysis entails assessing future risks and returns associated with holding

different securities. The expected return of a portfolio is a weighted average of the



expected returns of individual securities. Commercial banks, in particular, aim to
maximize wealth by investing funds in profitable avenues while adhering to
principles of prudence and stability. They diversify investments across sectors to

mitigate risks, adhering to the adage of not placing all eggs in one basket.

Periodic evaluation of portfolio performance involves assessing both returns earned
and risks experienced by investors. In this context, this report endeavors to analyze
the risk-return trade-offs across portfolios of five distinct banks Sanima, EBL,
SCBNL, SBI, and SBL.

The paper gives a survey of the development status of the Solvency Il process and
compares several European standard models. Specific attention is given to the risk
based German standard model developed by the GDV (German Insurance
Association) and the BaFin (Federal Financial Supervisory Authority). The
dependences between risks play an essential role in Solvency Il since their
negligence can lead to a substantial misestimating of the solvency capital. This is
particularly critical when looking at natural catastrophes where dependencies can
occur due to close regional distances or climatic triggers. Also, when looking at the
risk measures Value at Risk and Expected Shortfall it becomes apparent how strong
the influence of the underlying dependence structure is, even in the case of
uncorrelated risks. On the basis of these considerations, established dependence
structures as copulas, linear correlation, rank correlation, and dependencies in the
tail are explicitly examined. Furthermore, a new approach which essentially consists
in an approximation of the underlying copula by certain grid type copulas is
introduced, for which the distribution of the sum of arbitrarily many risks can be
calculated explicitly. A bank is solvent as long as its assets (cash reserves and loans)
exceed its liabilities (customer deposits). However, if customers default on their
loans, the bank has to write them off. If these “bad loans” grow to a point where the
bank's assets are worth less than its liabilities, then the bank becomes insolvent.
Solvency is the ability of a company to meet its long-term debts and financial
obligations. Solvency can be an important measure of financial health, since it's one
way of demonstrating a company’s ability to manage its operations into the
foreseeable future. The quickest way to assess a company’s solvency is by checking
its shareholders’ equity on the balance sheet, which is the sum of a company’s

assets minus liabilities.


https://www.investopedia.com/terms/s/shareholdersequity.asp

1.2 Statement of the Problem

Commercial banks in Nepal heavily rely on the regulations set forth by the central
bank, Nepal Rastra Bank, which significantly shapes their asset portfolio
composition. This reliance poses a major challenge to banks' investment planning.
Additionally, the complex political and economic landscape, coupled with
inadequate infrastructure and the decline of numerous industries both private and
government-owned further complicates portfolio management for banks. These

factors collectively hinder investment opportunities for banks.

The emergence of numerous finance companies, cooperative societies, and
development banks in a short span following the adoption of economic liberalization
policies has intensified competition for commercial banks. This heightened
competition threatens the banking system as a whole, compelling managers to
enhance productivity. Moreover, commercial banks' investment decisions are
influenced by various factors, including credit policies, discount rates, interest rates,

and lending policies.

Nepal is currently experiencing continuous economic recession, resulting in lower
investment volumes, sluggish gross domestic product growth, and escalating trade
deficits. Consequently, only a few competitive entrepreneurs can sustain themselves
in the market, while others are forced to withdraw. Commercial banks, too, are
directly impacted by this economic downturn, facing challenges in extending loans
to profitable sectors. In such circumstances, commercial banks often resort to
investing in government securities like T-bills and T-bonds, which offer lower

returns compared to credit.

Commercial banks are integral to the country's economic growth, tasked with
generating profits to ensure their survival and fulfill their responsibilities. Their
primary activities involve mobilizing resources, incurring costs, and deploying
resources profitably to generate income. However, failure to generate sufficient
returns on deployed resources not only drains the bank's resources but also affects
the country's economy. The global financial crisis of 2008 has had repercussions on
the country's economy, affecting the competitiveness of banks and increasing risks

for depositors.



The financial sector, traditionally linked with trade and industry, has suffered
adverse effects, with investment in productive sectors declining due to various
challenges. Banks have been diversifying their services globally and expanding into
near-banking functions. Technological advancements have facilitated worldwide
networking in banking. Given the current economic scenario in Nepal, banks must

explore alternative avenues for profitability.

Commercial banks manage a portfolio investment comprising a diversified
collection of financial assets, including stocks, bonds, government securities such as
Treasury bills and bonds, corporate bonds, and various other investment
instruments. The composition of this portfolio is influenced by factors such as
regulatory requirements, economic conditions, and the bank’s risk appetite. By
diversifying their investment portfolio, banks aim to optimize returns while

managing risks effectively.

The relationship between portfolio management and profitability in commercial
banks is crucial. Effective portfolio management practices can significantly impact a
bank's profitability. By strategically allocating resources across different asset
classes and sectors, banks can optimize returns while minimizing risks. However,
poor portfolio management decisions can lead to losses and negatively affect a
bank's profitability. Therefore, there exists a direct correlation between the

efficiency of portfolio management and the profitability of commercial banks.

Investment portfolio choices play a vital role in determining the performance of
commercial banks. The allocation of funds to various assets and sectors affects
factors such as return on assets (ROA), return on equity (ROE), and net interest
margin (NIM). For instance, investing in high-yield assets may lead to higher returns
but could also entail greater risk. On the other hand, investing in low-risk assets may
offer stability but could result in lower returns. Additionally, the composition of the
investment portfolio influences the bank's ability to withstand economic downturns
and external shocks. Therefore, prudent investment portfolio choices are essential

for enhancing the overall performance and sustainability of commercial banks.

i. What types of portfolio investments are typically managed by commercial
banks?

ii. How does portfolio management affect the profitability of commercial banks?



iii. How does it investment portfolio choices impact the performance of commercial

banks?
1.3 Objectives of the Study

The primary aim of this research is to analyze the portfolio investment management
practices adopted by commercial banks in Nepal, including SANIMA, EBL,
SCBNL, SBI, and SBL. The study concentrates on the investment choices made by
banks regarding their portfolios. The specific objectives of this study are outlined as

follows:

i. To assess the existing situation of portfolio management of Nepalese
commercial banks.

ii. To analyzed the relationship between portfolio management of profitability and
the financial performance of commercial banks.

iii. To examine the effect of the investment portfolio choices in the performance of

commercial banks.
1.4 Rationale of the Study

With the advent of globalization, the market functions as a unified entity, extending
investment opportunities beyond traditional boundaries. Portfolio management, a
complex endeavor, has gained prominence in this scenario. Various stakeholders are
influenced directly or indirectly by business activities, which are intertwined with
economic policies shaping both state economies and firms' financial conditions.
Investors seek higher returns through value maximization, leading to a shift from
solely government sector shares to diversified investments, particularly with the
emergence of joint venture banks due to economic liberalization. This evolution
necessitates in-depth analysis of risk, return, and market sensitivity, thus driving the
development of portfolio management strategies. Such studies hold significance
across economic domains, enabling organizations to assess financial indicators,
performance trends, and identify areas for improvement. They also contribute to the
broader banking industry by offering tools for comparative analysis and insights into
sector stability. Moreover, they serve as valuable resources for researchers interested

in further exploration of this field.



1.5 Limitations of the Study

The study encounters several limitations stemming from the complexity of the
subject matter, challenges in obtaining accurate measurements, potential biases in
the measurement process, difficulties in making precise predictions, and vague
objectives. The scope of the research is constrained by the following factors:

i. The investigation focuses on only five out of the twenty commercial banks in
Nepal.

ii. Consequently, the findings and conclusions cannot be broadly applied to all
commercial banks operating in the country.

iii. The study relies solely on secondary data.

iv. Data analysis spans fiscal years from 2013/014 to 2022/023.

v. The research exclusively examines portfolio management in investment

decision-making.



CHAPTER Il
REVIEW OF LITERATURE

The literature review holds significant importance in the planning phase of a study.
Its primary objective is to examine existing works related to the research problem
and identify gaps in the field. Researchers typically consult a variety of sources such
as books, reports, journals, and research studies published by different institutions,
as well as unpublished dissertations from master's level students, to conduct a

comprehensive review.
2.1 Theoretical Review

The literature review involves examining past research studies and relevant
materials to enhance existing knowledge and conduct an in-depth exploration of the
subject matter. It commences with identifying a suitable topic and extends across
volumes of similar or related subjects, contributing new dimensions to the ongoing
study. Integral to the research process, it is a mandatory step aimed at establishing
the conceptual framework and reviewing literature pertinent to portfolio
management. Various resources including books, journals, and articles addressing
this topic are thoroughly explored. The review draws upon available literature in the
research field, with efforts focused on acquiring knowledge and information from

libraries and seeking feedback to enrich the study's information base.
Markowitz Portfolio Selection Model

Portfolio investment serves as an effective means of diversifying risk, yet selecting
the optimal portfolio poses a challenge. A portfolio comprises a collection of
securities, presenting investors with the dilemma of choosing the most suitable
portfolio from a range of options. In 1952, Harry M. Markowitz introduced a
seminal paper that laid the foundation for portfolio theory in investment.
Markowitz's framework starts with the assumption that an investor has a fixed sum
of money to invest for a defined holding period. At the end of this period, the
investor sells the initially purchased securities. Central to Markowitz's model is the
analysis of risk-return trade-offs, wherein decisions hinge on the notion of efficient
portfolios. An efficient portfolio is one that offers maximum expected return for a

given level of risk or minimum risk for a specified level of return.



Portfolio Theory Assumptions

Harry M. Markowitz introduced the portfolio selection model, which relies on
certain assumptions regarding investor behavior. Investors view each investment
option as having a probability distribution of expected returns over the same holding
period. They aim to maximize their one-period expected utility and possess a utility
curve illustrating the diminishing marginal utility of wealth. Risk assessment is
based on the variability of expected returns, and investors make decisions based
solely on expected return and variance of returns. Given a certain level of risk,
investors prioritize higher returns over lower ones. Similarly, for a given expected

return, investors prefer less risk to more risk.
The Efficient Set Theorem

An investor has the flexibility to create an infinite number of portfolios for
investment, but it's unnecessary to evaluate each one individually. Instead, the
investor can focus on selecting an optimal portfolio from a feasible set, known as the
efficient portfolio. This portfolio offers maximum expected return for varying levels
of risk and minimum risk for varying levels of expected return. The efficient set,
which comprises such portfolios, can be derived from the feasible set representing
all possible portfolios formed from a group of N securities. Jensen's Portfolio
Performance Measure, developed by Dr. Michael C. Jensen, involves modifying the
characteristic regression line to serve as a one-parameter investment performance
measure. In Jensen's model, the key random variables are risk premiums denoted as
rpi,t, representing the risk premium for asset | in period t, where rlt is the one-
period rate of return from asset I in period t, and Rt is the observed risk-less rate in

period t.
Selection of Optimum Portfolio

Given the efficient frontier and the risk return indifference curves, the optimal
portfolios are found set point of tangency between the efficient frontier and a utility
indifference curve. This point represents the highest level of utility the investor can
reach. To select an optimal portfolio an investor should plot his or her indifference
curves on the efficient set and then proceed to choose the portfolio on the
indifference curve that is farthest northwest .This portfolio will corresponding to the

point at which an indifference curve is just tangent to the efficient set. Upon



reflection, the efficient set theorem is quite rational .The efficient theorem stating
that; the investor need to be concern only with portfolios that lie on the northwest

boundary of the feasible set, is a logical consequence.
2.1.1 Conceptual Review
A. Portfolio Management

Portfolio Management involves the strategic selection of a mix of securities to
achieve optimal returns for a given level of risk or to minimize risk for a desired
level of return. Its primary objective is to evaluate individual assets and construct
efficient portfolios. A portfolio comprises various investment securities, and
portfolio theory focuses on identifying the most advantageous portfolios, aiming for
either the highest possible return or the lowest possible risk for a specified rate of

return.

It is the art of managing a pool of funds to not only maintain but also enhance its
value over time, while ensuring a satisfactory return commensurate with the
assumed level of risk. Fixed income investments are among the safest options for
generating returns in an investment portfolio, typically in the form of bonds issued
by corporations or governments, or dividends from corporate stocks. Factors
influencing fixed income investments include the creditworthiness or default risk of
the issuer and the yield earned by the bondholder. Portfolio analysis aims to
construct a portfolio that maximizes returns at the desired level of risk determined
by the investor. In essence, a portfolio represents a collection of investment
securities (Weston & Brigham, 1992).

Portfolio management entails effectively managing a fund pool to not only maintain
its initial value but also enhance it over time, while ensuring a satisfactory return in
line with the level of risk taken. This involves following a logical sequence of steps
in planning, implementing, and monitoring decisions. The fundamental challenge in
portfolio management lies in defining an investment objective or goal and
determining the optimal approach to achieve it using available securities. Portfolio
theory focuses on selecting portfolios that offer the highest return possible for a
given level of risk or the lowest risk possible for a specified rate of return (Weston
& Copeland, 2003).
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B. Investment Portfolio

A portfolio typically refers to a combination of assets or a collection of securities
held by an investor or institution. Portfolio analysis involves assessing future risk
and return, which is calculated as a weighted average of the expected returns of
individual securities. Portfolio theory is concerned with selecting the optimal
portfolio, which offers the highest possible return for a given level of risk or the
lowest risk for a specified rate of return, primarily developed for financial assets.
Thus, investing from the selected optimal portfolio, which provides the highest
return with minimal risk, constitutes the actual investment portfolio. Diversification,
where funds are spread across multiple assets, is a common practice among
investors, and the combination of these assets is termed a portfolio (Weston &
Brigham, 1992).

Investors who entrust someone else to manage their portfolio have the right to
inquire about its performance. This information can be utilized to adjust constraints,
investment objectives, or allocation of funds to the manager. Evaluating
performance allows clients to effectively communicate their preferences to the
investment manager, potentially influencing future portfolio management. Similarly,
investment managers can identify areas of strength or weakness by evaluating their

own performance.
C. Investment Alternatives

A diverse array of investment options is accessible to individual investors within the
market. These options can be categorized into financial asset alternatives and real
asset alternatives. Financial asset alternatives include common stocks, preferred
stocks, bonds, convertible securities, warrants, options, rights, and futures. On the
other hand, real asset alternatives encompass investments such as real estate,
precious metals, and collectibles. Given the multitude of investment opportunities,
each investor aims to enhance their gains by investing in various securities based on

their preferences and perceptions (Cheney & Moses, 1995).
D. Portfolio Analysis and Diversification

Diversification serves as a crucial strategy for mitigating investment risk by
incorporating multiple asset alternatives and assets from each category within a

portfolio. This approach is instrumental in creating an efficient investment by
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reducing the variability of returns around the expected return. According to Weston
& Copeland (2023), diversification can significantly decrease risk without
necessarily compromising the expected rate of return.

Investment decisions are typically made with the aim of achieving an expected rate
of return, and diversification plays a pivotal role in this process by minimizing the
variability of returns. Francis (2022) emphasizes the importance of diversification in
controlling portfolio risk, highlighting its role in limiting exposure to the risk

associated with individual securities.

The principle of diversification is encapsulated in the adage don't put all your eggs
in one basket, indicating the need to spread investments across various instruments
and industries. While diversification does not completely eliminate risk, it is widely
acknowledged among investment professionals as a crucial step towards long-term

financial goals and risk reduction.

By spreading investments across different financial instruments and industries,
diversification aims to mitigate unsystematic risk, for which investors are not
typically compensated. Instead, investors are rewarded for bearing market risk, also
known as systematic risk. Diversification at the security or industry level helps
protect against volatility and uncertainty in returns. By diversifying across
companies and industries, investors can mitigate the impact of adverse events

affecting a particular company's performance.
2.2 Empirical Study

Ahlemann (2024) conducted a study on the development of project portfolio
management (PPM) capabilities within organizations, aiming to understand the
factors influencing this process. Despite the recognized benefits of PPM in
enhancing competitiveness and aligning with organizational strategy, many
organizations face challenges in building PPM capabilities effectively. The
academic community lacks a comprehensive understanding of the conditions
necessary for successful PPM capability development. It was conducted a multiple-
case study involving 50 interviewees to develop a theoretical model of the PPM
capability-building process. The resulting model is grounded in the concept of
organizational sense-making and identifies key factors contributing to the prolonged

duration of PPM capability development. These factors include the impact of
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structural changes, the strategic use of external resources, the significance of
executive support and legitimization, occurrences of setbacks, and the importance of
internalization and habituation. Furthermore, the study offers insights into

organizational capability-building processes more broadly.

Bieske et al. (2024) discussed the challenges and success factors associated with
pharmaceutical portfolio management, with a particular focus on cognitive biases in
decision-making and strategies to mitigate them. Effective portfolio management is
critical for fostering innovation and ensuring sustained revenue in pharmaceutical
companies. The article provides a comprehensive overview of trends, challenges,
and approaches in pharmaceutical portfolio management, highlighting the increasing
reliance on external innovation and the growing complexity and competitiveness of
portfolios. Portfolio managers encounter cognitive biases in decision-making
processes, such as confirmation bias, champion bias, and misaligned incentives. To
address these biases, practitioners implement strategies such as seeking expert input,
promoting team diversity, and incentivizing truth-seeking behaviors. The article
emphasizes the importance of high-quality data, structured review processes, and
comprehensive measures to mitigate biases in decision-making for achieving

optimal portfolio management outcomes.

Guo and Zhao (2024) investigated the volatility spillovers between oil and coal
prices in China and their implications for energy portfolio management. Given coal
and oil's prominence in China's energy consumption, understanding the dynamics of
their price volatility is crucial for constructing effective energy portfolios. The study
utilized daily data from May 2, 2018, to January 23, 2020, focusing on China's crude
oil futures market as a new sample for analyzing volatility contagion. Four different
multivariate GARCH models were compared to analyze the volatility spillover
effect between oil and coal prices. The study found evidence of a long-run co-
integration relationship between China's crude oil and coal prices. In the short run,
crude oil futures prices led coal prices, and the volatility spillover effect from crude
oil to coal was stronger than the reverse. Among the multivariate GARCH models
examined, the DCC-GARCH model was found to best fit the data. The study also
determined optimal portfolio weights and hedge ratios, indicating that crude oil
plays a significant role in minimizing portfolio risk in energy markets. These

findings have implications for energy producers, users, and trading enterprises,
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providing valuable insights to inform decision-making processes in energy portfolio

management.

Punyaleadtip (2024) explored the application of the Black-Litterman portfolio
management model, which enhances the Markowitz portfolio selection model by
incorporating investor views. This model allows investors to contribute their insights
into future expected returns based on their knowledge and experiences. While
integrating investor views into portfolio optimization can be labor-intensive, recent
advancements in finance have leveraged machine learning techniques to streamline
this process. The authors introduced a novel approach utilizing a combination of the
long short-term memory model and support vector regression to derive investor
views for input into the Black-Litterman model. This method was tested in both
emerging (SET Index of the Thai equity market) and developed (Dow Jones Index
of the US equity market) markets. Experimental results consistently showed that
portfolios constructed using this approach outperformed buy-and-hold portfolios in
both markets. This highlights the effectiveness of incorporating machine learning
techniques to estimate expected returns and integrate investor views into portfolio

management processes.

Watt (2024) conducted a study on project portfolio management, specifically
focusing on strategies for navigating crises and achieving long-term success. The
paper aims to review recent management advancements worldwide and extract
practical insights from contemporary research and case studies. The briefing is
authored by an independent writer who offers impartial commentary and
contextualizes the articles. It emphasizes the importance of organizations evaluating
their performance, assessing available resources, and developing a flexible yet
sustainable project portfolio. By implementing these measures, firms can effectively

navigate severe crises like the COVID-19 pandemic.

Zhou (2024) conducted a study on an end-to-end direct reinforcement learning
approach for multi-factor-based portfolio management. The paper introduces an
online portfolio decision model within the framework of direct reinforcement
learning, seamlessly integrating the multi-factor model and mean-variance (MV)
portfolio optimization. Unlike classical methods that separate estimation and
portfolio optimization into two steps unifies these processes into a single

performance-oriented online decision-making process. This integration is achieved



14

by tuning the parameters of a neural network directly with respect to the reward
function, which is designed as a combination of prediction error and realized MV
utility. The neural network is utilized to estimate future returns and generate the
factor loading matrix, facilitating the computation of inputs for the MV portfolio
optimization model. The resulting portfolio's utility is then determined. The network
parameters are optimized based on the updated reward using gradient methods. This
study also develops an online updating scheme for computing the gradient in back
propagation, providing explicit formulas for MV portfolio derivatives through the
portfolio optimization layer. The proposed method is evaluated using real market
data against several benchmark portfolios in out-of-sample tests. The experiments
demonstrate that Zhou's approach not only outperforms these benchmarks across
various performance metrics but also offers transparency to factor analysis, making

it favorable for practitioners.

Aghajani (2023) conducted a study on portfolio management literature with a focus
on sustainability mindset, assessment, and integration. Sustainability integration
within project portfolio management is essential for shaping strategic,
organizational, and project-oriented contexts. Through a structured literature review
spanning from 2000 to 2021, the authors developed an integrative framework that
provides a comprehensive view of three key research themes: sustainability mindset,
sustainability assessment, and sustainability integration within project portfolio
processes. The study highlights significant progress made at the strategic and
portfolio levels in establishing a sustainability mindset, including defining
sustainability values and principles, as well as developing frameworks and tools for
sustainability assessment and project portfolio selection. However, there are still
areas that require further research, such as integrating sustainability into project
portfolio processes, enhancing sustainability reporting practices, and fostering

organizational learning for portfolio improvement.

Alshahrani (2023) conducted a study on the adoption of an e-portfolio management
system within the Technical and Vocational Training Corporation (TVTC) in Saudi
Arabia. Despite the significance of the Electronic Portfolio Management System
(EPMS), its widespread adoption among institutions has been limited due to
resistance from end-users. Given the importance of EPMS adoption within TVTC

organizations, the study aimed to develop an effective framework highlighting
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factors influencing adoption and their subsequent impact on employee performance.
The study -categorized these factors into three dimensions: technological,
organizational, and environmental, based on their level of interaction. Utilizing the
Technology Acceptance Model (TAM), De Lone and Mc Lean's IS model, and the
Technology, Organization, and Environment (TOE) model, the study proposed a
robust framework. A quantitative approach was employed, with an online
questionnaire distributed to 375 respondents within TVTC institutions. Data analysis
was conducted using AMOS-SEM 3 statistical software. The findings revealed that
technological, organizational, and environmental factors significantly and positively
influenced EPMS adoption. Moreover, there was a substantial relationship between
EPMS adoption and employee performance (including academicians and managerial
staff). The study identified various factors contributing to EPMS adoption, such as
perceived usefulness, ease of use, information and system quality, financial and top
management support, training, and environmental factors like cloud computing
ability and government role. These factors collectively accounted for 43% of the
variance in EPMS adoption and explained 39% of the variance in employees'
performance. The study contributes theoretically by addressing a gap in the literature
and providing validation for existing models like TAM, De Lone and Mc Lean's IS
model, and TOE. It also offers practical insights for policymakers and decision-

makers, facilitating the adoption of EPMS with reduced time and effort.

Cheng (2023) investigated probabilistic portfolio management for future stock
markets, acknowledging the historical challenge of portfolio management in
investment ventures of various scales. The fundamental aim of portfolio
management is to optimize investments by maximizing returns while minimizing
risks. Conversely, time series prediction has gained prominence for forecasting stock
price trends in forthcoming periods. Recent research has explored the amalgamation
of these two approaches: forecasting future stock prices and applying portfolio
management techniques to the forecasted time series. This emerging research avenue
aims to enhance understanding of future market behaviors by predicting stock
movements and subsequently implementing portfolio management strategies.
However, the uncertainty inherent in future prediction has raised concerns about the
reliability of these methodologies and the extent to which their results can be trusted.

Consequently, probabilistic approaches have emerged to address this uncertainty,
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integrating it into future forecasting and portfolio management. Cheng's review
paper delves into various time-series prediction methods for stock market data and
provides a classification and assessment of portfolio management approaches. It
then focuses on the Monte Carlo sampling method, a prevalent technique for
probabilistic analysis of stock market data. The study applies probabilistic portfolio
management to future Shanghai Stock Exchange data through a case study,
evaluating the method's applicability to real-world scenarios. The findings of this

research can serve as a benchmark for analyzing other stock market datasets.

Agrawal and Khizrai (2022) delved into portfolio management, highlighting the
intricate nature of investment in securities such as debentures, shares, and bonds,
which offer both benefits and risks. Successful investment requires a blend of
scientific and rational knowledge to navigate these risks effectively. Investors must
balance analytical reasoning with emotional outlooks when making investment
decisions. Diversification is a common strategy among investors, as it involves
spreading investments across multiple securities rather than concentrating them in a
single security. This collection of securities, known as a portfolio, is designed to
minimize risk while maximizing returns. Portfolio management emerges as the art
and science of crating and supervising a selection of investments that align with the
long-term financial objectives and risk tolerance of clients or companies. Through
strategic selection and oversight, portfolio management aims to optimize investment

performance while mitigating potential risks.

Kock et al. (2022) examined the impact of project portfolio management
information systems (PPMIS) on organizational performance, emphasizing the
significance of process maturity. With companies increasingly adopting specialized
software to support their project portfolio management processes, the market for IT
solutions in this domain is expanding. While PPMIS hold the promise of enhancing
management processes and portfolio performance, empirical evidence regarding
their actual benefits and the conditions conducive to their effectiveness remains
scarce. Drawing on a sample of 181 project portfolios, this study provides novel
insights by demonstrating that the application of PPMIS is generally associated with
improved quality in portfolio management processes and project portfolio success.
Notably, the study reveals that these positive effects are contingent upon the level of

formalization in single project management, project portfolio management, and risk
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management practices. Interestingly, the benefits derived from PPMIS application
are independent of portfolio complexity, including factors such as size, project
interdependency, and dynamics.

Roberts and Edwards (2022) investigated portfolio management as a novel avenue
in public sector strategic management research and practice. Despite its widespread
usage in large government agencies and nonprofits, portfolio management remains
underexplored in public administration scholarship. Portfolio management tools
offer insights into prioritizing investments by elucidating the relationship between
risk and outcomes among groups of projects. The article delves into historical and
theoretical reasons contributing to the neglect of portfolio management in public
administration, subsequently proposing its integration into a classic strategic
management framework to inform organizational decisions in the public sector.
While portfolio management concepts originated in the private sector, their
application in the public sector involves balancing risk against public value or
mission outcomes, rather than purely financial outcomes. By incorporating risk into
investment decisions, portfolio management serves as a tool for integrating risk into
mission-oriented initiatives. This approach holds potential for enhancing
intermediate-level implementation tools and developing theories of public value.
The paper concludes by outlining hypotheses for future research endeavors in this

domain.

Muller and Martinsuo (2018) explored portfolio control and its impact on portfolio
management performance across various contexts. The study aimed to understand
the nature of project portfolio control techniques and their relationship with portfolio
management performance, considering how this association is influenced by
situational factors such as internal and external dynamics, industry characteristics,
governance structures, and geographic location. A global survey comprising 242
responses was conducted, from which 136 high-performing responses were selected
for quantitative analysis to identify best practices. Three key portfolio control factors
were identified: portfolio selection, portfolio reporting, and decision-making style.
Additionally, two measures for portfolio management performance were delineated:
the attainment of desired portfolio outcomes and the achievement of project and
program objectives. The findings suggested that different portfolio control

mechanisms are linked to distinct performance measures. To account for contextual
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variability, a contingency model was developed, incorporating moderating effects by
contextual variables. This model provides insights into how portfolio control
practices can be tailored to specific organizational contexts to enhance portfolio

management performance.

Mantha and Rao (2015) elucidated on Portfolio Management, which is utilized to
curate a portfolio of new product development projects with the primary objectives
of maximizing profitability or value, ensuring balance, and supporting the
enterprise’s strategy. The responsibility of Portfolio Management typically rests with
the senior management team of an organization or business unit, often referred to as
the Product Committee, which convenes regularly to oversee the product pipeline
and make decisions regarding the product portfolio. This group often coincides with
the one conducting stage-gate reviews within the organization. The process of
Portfolio Management begins with the formulation of a product strategy,
encompassing aspects such as target markets, customer segments, product offerings,
strategic approach, and competitive positioning. Subsequently, the available budget
or resources are assessed to ensure alignment and balance within the portfolio. Each
project undergoes evaluation based on criteria such as profitability, investment
requirements, risks, and other relevant factors. The weighting of these criteria varies
among companies, with organizations striving to strike a balance between
conflicting goals such as risk versus profitability, innovation versus enhancements,
and long-term strategic fit versus short-term gains. Various techniques support the
Portfolio Management process, including heuristic models, scoring techniques, and
visual or mapping methodologies. Earlier techniques primarily focused on
optimizing project profitability using heuristic or mathematical models but often
overlooked portfolio balance and strategic alignment. In contrast, scoring techniques
assign weights and scores to criteria, considering investment requirements,
profitability, risk, and strategic alignment. However, a drawback of this approach
may be an excessive emphasis on financial metrics and a tendency to overlook the

optimization of project mix.

Martinsuo (2013) delved into the practical implementation of project portfolio
management (PPM) within organizations, highlighting the challenges arising from
sub-optimization and project dynamics despite the existence of normative guidelines

and best practices in the field. The focus of the study was to explore PPM within
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real-world contexts and understand its operationalization beyond a purely rational
decision-making process. The study conducted a review of recent empirical research
literature on PPM, aiming to underscore the limitations of viewing portfolio
management solely as a rational decision process. Instead, it advocated for a broader
perspective that acknowledges the influence of organizational context, uncertainties,
and complexities in business environments. In addition to rational decision-making,
the study proposed alternative viewpoints such as negotiation, bargaining, and
structural reconfiguration as essential aspects of PPM in practice. By recognizing
these alternative perspectives, the study aimed to provide new insights into the
challenges faced in day-to-day PPM operations and suggest avenues for addressing
them effectively. It emphasized the importance of adapting PPM approaches to suit
the specific context of each organization, thereby enhancing the likelihood of

success in managing project portfolios.
2.3 Research Gap

After reviewing various articles, books, publications, and unpublished research in
the field, it's evident that portfolio management holds significant importance within
the realm of finance, as it can strongly impact investments (Kumakov, 2020). While
portfolio management is not a new concept and has been extensively researched by
many scholars, no specific study has yet fully delved into the topic and successfully

achieved its specified research objectives.

The previous studies on portfolio management in banks were conducted during
different time periods (Parajuli, 2011; Jaiswal, 2012). Given this, there was a need
for new research focusing on more recent periods. In this study, data and
information from sample banks spanning from 2013/14 to 2022/23 were included.
Additionally, the investment portfolio management of five specific banks
(SANIMA, EBL, SCBNL, SBI, and SBL) was not covered in previous research. To

address this gap, a new study was warranted to evaluate these three banks.

While this study is not entirely novel in its topic, it differs fundamentally from
previous research. Previous studies primarily focused on the risk and return aspects
of selected commercial banks from investors' perspectives. However, this research
aims to identify correlations among the returns of commercial banks, analyze

systematic and unsystematic risks for each bank, and calculate return portfolios and
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standard portfolios for SANIMA, EBL, SCBNL, SBI, and SBL across three
different portfolios. Moreover, while previous researchers conducted individual
analyses of sampled banks, this study conducts a comparative analysis between
banks. Additionally, while previous studies typically utilized data from the last five
years, this study extends the timeframe to the last ten years (2013/014 to 2022/23).
Furthermore, efforts have been made to ensure the study's uniqueness by avoiding
duplication from other related research and presenting new data, language, and

overall presentation.
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CHAPTER Il
RESEARCH METHODOLOGY

Research methodology encompasses the systematic approach employed by
researchers to collect data for a research project. It outlines the sequential steps
undertaken to address a problem with a specific objective in mind, detailing the
method and process utilized throughout the study. It serves as a structured
framework for resolving research problems, incorporating various elements such as
dependent and independent variables, research design, research questions and
hypotheses, sampling methods, data collection techniques, and data analysis
procedures. In essence, research methodology guides researchers in systematically
gathering, analyzing, and interpreting facts and figures to arrive at solutions for the
identified problem (Kothari, 2019).

3.1 Research Design

Research design encompasses the overall plan, structure, and strategy devised to
address research questions and manage variability in investigations. It involves
arranging conditions for data collection and analysis to ensure relevance to the
research purpose while optimizing efficiency in procedures. In alignment with the
objectives of this study, a specific research design has been implemented. To fulfill
these objectives, a combination of descriptive and analytical research design has
been employed. The descriptive research design serves to outline the general
patterns observed in investors' behavior, the business environment, and the
challenges of portfolio management. Meanwhile, the analytical research design
involves the examination and analysis of gathered information and data. Much of the
data and information examined in this study pertains to past phenomena, spanning
from the fiscal year 2013/014 to the fiscal year 2022/023. The study primarily
focuses on conducting risk and return analysis and constructing optimal investment
portfolios in common stocks. As evident from the study's title, it leans more towards

analytical and empirical approaches rather than being predominantly descriptive.

3.2 Population & Sample of the Study

The population, or universe, refers to the entirety of objects or results obtained from

a specific operation. In the context of this study, the population of data pertains to
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the data encompassing all organizations within the defined scope, particularly
focusing on commercial banks in Nepal. A sample, on the other hand, represents a
subset of the population selected for the purpose of investigating its characteristics.
In this study, the sample data are derived from a selection of organizations within
the population. Specifically, the population comprises all currently operational
commercial banks in Nepal, totaling 20 banks. From this population, a sample
consisting of five banks will be selected. The method employed for selecting the
sample organizations is judgmental sampling, where the selected banks for analysis

are as follows:

e Sanima Bank Limited

e Everest Bank Limited

e Standard Chartered Bank Nepal Limited
e Nepal SBI Bank Limited

e Siddhartha Bank Limited

3.3 Nature & Sources of Data

Secondary data refers to information that has been collected by an investigator or
agent for statistical inquiry, either from published or unpublished sources. This data
is not original but rather obtained from existing sources. In this study, the primary
source of data is secondary, collected from various sources such as Nepal Rastra
Bank, NEPSE, SEBO, as well as libraries, periodicals, economic journals, and other

published and unpublished reports.
3.4 Method of Data Collection

This study utilized data collected primarily from published sources, including
correspondent offices and their respective websites. Annual reports spanning a
period of ten years were obtained from the websites of selected banks. Additionally,
information concerning the profile of sample banks and related documents were
sourced from various internet websites. Unpublished master's theses, books, research
papers, articles, and journals were mainly sourced from the Centre Library of
Tribhuvan University and publications from Nepal Rastra Bank. Magazines and

newspapers were acquired from relevant authorities.



23

3.5 Data Analysis Tools

To conduct risk and return analysis effectively and meaningfully in line with the
study's objectives, a range of analytical tools, especially financial and statistical

ones, can be employed.
3.6 Research Framework

Independent variables

Dependent variables
Share and Debentures

Government Securities

Return on Assets (ROA)

Return on Equity (ROE)

Loan and Advance

Bank Size

(Source: Agblobi, Kuhorfah & Asamoah, 2020)
Figure 1: Research Framework
Share and Debentures

Shares represent ownership in a company and involve market risks, while
debentures represent and offer fixed interest payments. Understanding the difference
between shares and debentures is essential for making informed investment

decisions.
Government Securities

Government securities are government debt issuances used to fund daily operations,
and special infrastructure and military projects. They guarantee the full repayment of
invested principal at the maturity of the security and often pay periodic coupon or

interest payments.
Loan and Advance

The key difference between loans and advances is their purpose. Loans are typically

used for long-term financing needs, such as purchasing a property or a vehicle. In
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contrast, advances are used for short-term financing needs, such as paying for

inventory or covering expenses until the next payment cycle.
Bank Size

This ratio represents the ownership of assets by banks. High asset ownership enables

banks to offer more financial services at low cost.
Return on Assets

Return on assets is a profitability ratio that provides how much profit a company can
generate from its assets. In other words, return on assets (ROA) measures how
efficient a company's management is in earning a profit from their economic

resources or assets on their balance sheet
Return on Equity

Return on equity (ROE) is a measure of financial performance calculated by
dividing net income by shareholders’ equity. Because shareholders' equity is equal to

a company’s assets minus its debt, ROE is considered the return on net assets.
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CHAPTER-IV
DATA PRESENDATIONA DND ANALYSIS

The analysis is fully based on secondary data. In presentation section, data are
presented in terms of table and charts. The presented data are then analyzed using
different statistical tools mentioned in chapter three. At last the results of analysis
are interpreted. However, there is no distinct line of demarcation for each section
(like presentation section, analysis section & interpretation section).

The main purpose of analyzing data is to change it from an unprocessed from to an
understandable presentation which consists of organizing, tabulating and performing
the statistical data. The presentation of data is the basic organization and
classification of the data for analysis. This is the section where, the filtered data are
presented and analyzed. This is one of the major chapters of this study because it
includes detail analysis and interpretation of data from which concrete result can be
obtained.

Detail data of total dividend of each bank and their interpretation and Analysis is
done with reference to the various reading and Literature review in the preceding
chapter. Efforts are made to analyze and diagnose the recent banking index
movement. This is sub-index of NEPSE, with a special reference to the listed

commercial banks.
4.1 Data Presentation

Investment Operations of CBs

Investment stands as a crucial function for commercial banks (CBs) due to its

potential to optimize returns while mitigating risks.

The investment policy serves as a guiding framework for banks, enabling them to
efficiently manage their investment operations to achieve maximum returns with
minimal risk exposure, ultimately contributing to their success. CBs are tasked with
mobilizing their funds into sectors that offer profitability, security, and

marketability, thereby enhancing their profitability.

Furthermore, CBs are obligated to meet the credit requirements of various sectors of

the economy, including industry, commerce, social services, securities, and
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agriculture. In the contemporary banking landscape, investment strategies play a
pivotal role, with CBs assuming a significant responsibility in driving economic
development within the country.

Table: 1

Investment on Government Securities

Fiscal Year EBL SCBNL SBI SBL SANIMA
2013/014 71.10 71.20 78.20 45.20 58.20
2014/015 79.58 69.20 69.25 67.25 67.45
2015/016 85.36 77.25 57.25 68.52 69.20
2016/017 72.26 66.25 66.25 75.20 47.50
2017/018 77.25 65.23 45.25 88.27 67.25
2018/019 86.91 58.04 48.66 74.20 64.20
2019/020 78.25 66.83 57.58 69.25 53.20
2020/021 77.16 56.80 59.10 64.20 64.70
2021/022 75.42 48.41 52.34 65.20 88.20
2022/023 39.12 45.35 37.88 45.20 72.10
Average 74.24 55.09 57.17 66.24 65.20

Source: Annual Reports of Sample

Table 1 show the structure of investment in government securities held by the
sample CBs. Investments on government securities includes the investment on
Nepal government treasury bills, investment on Nepal government saving bonds and

the investment on Nepal government other bonds.
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The investment on Govt. securities of EBL is highest among other banks. During the

ten year study period, in average EBL investment 74.24% on government securities

out of total investment.

The SBI has been found to have investment on government securities lower

comparative to other banks i.e. 57.17 of the total investment. Similarly the SCBNL

is in second position by investing 62.45% of the total investment. From this analysis

it is clear that there is no similar trend of investment on government securities made

by CBs.

Table: 2
Share and Debenture

Fiscal Year EBL SCBNL SBI SBL SANIMA
2013/014 1.75 1.47 1.45 2.36 2.34
2014/015 1.52 1.39 1.25 1.29 0.88
2015/016 1.36 1.48 0.78 0.79 1.35
2016/017 1.47 1.36 1.25 1.23 1.72
2017/018 1.25 1.26 0.36 0.71 1.35
2018/019 2.04 1.17 0.77 0.88 2.05
2019/020 1.41 1.47 0.98 0.72 3.24
2020/021 1.41 1.43 1.67 2.36 1.72
2021/022 0.28 1.28 2.67 1.40 2.39
2022/023 0.97 1.36 2.23 2.37 2.01
Average 1.35 1.37 1.34 1.41 1.905

Source: Annual Reports of Sample Banks
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Table 2 shows the structure of investment share & debenture. The investment on
share and debenture of SANIMA is highest among other banks. During the Ten year
study period, in average SANIMA investment 1.905% on share & debenture out of
total investment. The SBI has been found to have investment on share & debenture
lower comparative to other banks i.e. 1.34% of the total investment. Similarly the
SBL is in second position by investing 1.41% of the total investment.

Loan and Advance to Total Deposit Ratio

This ratio evaluates the bank's capacity to utilize depositors' funds effectively to
generate profits through lending and advances. Additionally, it assesses the bank's
success in attracting deposits for profit-making purposes.

Table: 3

Loan and Advance to Total Deposit Ratio

Fiscal Year EBL SCBNL  SBI SBL SANIMA
2013/014 76.984 49.113 51.205  70.859 80.566
2014/015 73.225 55.132 49.616  86.412 75.357
2015/016 76.572 58.628 49.376  63.2 77.361
2016/017 78.01 56.867 65.539  88.356 71.82
2017/018 66.628 48.919 56.546  60.939 75.373
2018/019 73.517 56.88 54.765  74.772 79.121
2019/020 80.449 64.384 76.495  75.913 84.087
2020/021 77.851 66.449 85.915  80.898 83.318
2021/022 87.01 73.46159 90.52 82.588 86.188
2022/023 76.69 58.87 64.44 75.99 79.24
Average 76.69 58.87 64.44 75.99 79.24

Source: Annual Reports of Sample Banks
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Table 3 illustrates the allocation of total deposits towards loans and advances. The
average ratio of total loans and advances to total deposits for SANIMA, EBL, and
SBL exceeds that of SCBNL and SBI. This suggests that SANIMA, EBL, and SBL
prioritize utilizing deposits for loan disbursement compared to the other sample
banks.

On average, approximately 79.24%, 76.69%, and 75.99% of the deposits collected
by SANIMA, EBL, and SBL, respectively, are allocated towards providing a

significant portion of loans and advances, in contrast to other banks.

Consequently, it can be inferred that SANIMA, EBL, and SBL have utilized more
than half of their total deposits for extending loans and advances to generate interest
income compared to other banks. From the perspective of loan and advance
deviation, SBI appears to be riskier than other sample banks, while from the
standpoint of return and homogeneity, SANIMA outperforms the other sample
banks.

Table: 4

Bank Size

Fiscal Year EBL  SCBNL SBI SBL SANIMA
2013/014 44 15 50 39 45
2014/015 48 15 56 49 36
2015/016 54 15 56 52 39
2016/017 53 15 56 51 41
2017/018 65 12 56 82 42
2018/019 61 12 62 74 42
2019/020 65 12 62 55 42
2020/021 82 12 72 55 47
2021/022 94 15 88 55 55
2022/023 62 13 62 56 59
Average 62.8 13.6 62 56.8 44.8

Source: Annual Reports of Sample Banks

Table 4 Shows depicts that, the Bank Size of EBL, SCBNL, SBI, SBL, and
SANIMA. This column indicates the financial year for which the data is recorded. It
spans from 2013/2014 to 2022/2023. This column shows the EBIT (Earnings before
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Interest and Taxes) for Everest Bank Limited for each fiscal year. This column
displays the EBIT for Standard Chartered Bank Nepal Limited for each fiscal year.
This column shows the EBIT for State Bank of India for each fiscal year. This
column displays the EBIT for Siddhartha Bank Limited for each fiscal year. This
column shows the EBIT for Sanima Bank Limited for each fiscal year. The
"Average" row at the bottom provides the average EBIT across all the listed banks
for each fiscal year. Overall, this data allows you to analyze the financial
performance of these banks over the specified period, particularly in terms of their
earnings before taxes and interest.

Return on Assets of Selected Banks

ROA, also known as the profit-to-assets ratio, evaluates the profitability of a firm's
total investments. It signifies the efficiency of a company in utilizing its assets to
generate profit. A higher ROA indicates greater profitability, suggesting that the
company generates more profit relative to its total assets. Conversely, a lower ROA
indicates lower profitability.

Table 5

Return on Assets

Fiscal Year EBL SCBNL SBI SBL SANIMA
2013/014 2.11 2.80 1.01 2.38 0.88
2014/015 2.39 2.67 1.19 2.43 1.39
2015/016 2.25 2.51 1.5 2.8 1.46
2016/017 1.85 1.99 1.7 2.89 1.55
2017/018 1.59 1.98 2 2.06 1.78
2018/019 1.83 1.84 1.57 2.32 1.86
2019/020 1.97 2.61 1.97 2.69 1.85
2020/021 1.94 2.61 1.94 2.61 2.07
2021/022 1.42 1.71 1.17 2.06 1.41
2022/023 0.89 1.71 0.7 2.47 1.41
Average 1.82 2.24 1.47 2.47 1.57

Table 5 shows that the return of assets ratio of SBI, SBL, SCBNL, SANIMA and
EBL respectively. The ten years study period shows that the SBL Bank Limited and
SCBNL of ROA is higher than EBL,SANIMA and SBI respectively, that means
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SBL and SCBNL have been properly utilizing its assets to increase the turnover than
EBL,SANIMA and SBI. High ratio indicates efficient utilization and less than 2
times indicates underutilization. As a result the SBI, SANIMA and EBL banks are
under utilization of own assets to compare to the SBL and SCBNL. The risk analysis
point of views, the standard deviation of SBI and SCBNL is higher than SANIMA,
SBL and EBL. It shows SBI and SBL banks are little bit more risk to invest by
shareholders. Likewise, the C.V of SBI and SCBNL are higher than SCBNL, SBL
and EBL which shows that EBL and SBL bank of ROA is more consistency than
other banks. The return point of views, SBL and SCBNL are better than other banks
to compare nine years data.

Return on Equity

Return on equity (ROE) measures the rate of return on the ownership interest of the
common stock owners. It measures a firm's efficiency at generating profits from
every unit of shareholders' equity. It shows how well a company uses investment
funds to generate earnings growth. The higher ROE is good from the prospective of
shareholders and it creates the better image about the organization. But, aggressive
investment in different sectors with the hope of getting high return might ruin the

business and create heavy losses.

Shareholder's wealth maximization, one of the main objectives of the commercial
banks can be fulfilled by an adequate return on the shareholder's fund. ROE is the
measuring rod of the profitability of bank. It reflects the extent to which the bank
has been successful to mobilize or utilize its equity capital. This ratio also
facilitates to evaluate whether the bank's earnings for its equity holders is

satisfactory (adequate) or not.

A high ratio represents the sound management and efficient mobilization of the
owner's equity. This ratio is calculated by dividing net profit by total shareholders

capital fund.
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Table 6
Return on Equity (ROE)
Fiscal Year EBL SCBNL SBI SBL SANIMA
2013/014 29.92 28.36 15.02 15.20 5.72
2014/015 32.92 26.38 20.31 19.30 12.58
2015/016 30.14 26.27 22.85 17.20 15.09
2016/017 25.50 21.69 21.551 16.20 18.19
2017/018 22.46 17.18 22.16 17.20 22.69
2018/019 19.50 11.98 14.85 30.20 14.39
2019/020 17.60 18.66 15.81 27.45 18.67
2020/021 18.09 19.49 16.2 21.10 23.2
2021/022 13.88 15.15 10.44 22.10 16.09
2022/023 8.556 9.44 6.26 23.10 18.54
Average 21.85 19.46 16.54 20.90 16.51

Table show it is seen that EBL has recorded highest ratio in all five F/Y 2013/014 to
2022/23 i.e. 29.92, 32.92, 30.14, 25.50, 22.46, 19.50, 17.60, 18.09, 13.88 and 8.556
respectively. The SCBNL 28.36, 26.38, 26.27, 21.69, 17.18, 11.98, 18.66, 19.49,
15.15 and 9.44 respectively. The SBL 15.20, 19.30, 17.20, 16.20, 16.20, 17.20,
30.20, 27.45, 21.10, 22.10 and 23.10 respectively.

The SBI Return on Equity value is fiscal year 2013/014 to 2022/023 is 15.02, 20.31,
22.85, 22.16, 14.85, 15.81, 16.20, 10.44 and 6.25 respectively. It reflects that
SANIMA is very much stronger to earn high profit of its shareholder in comparison

to other banks.

Therefore from the consistency in earning throughout the studied period point of
view SBI SBL, SCBNL, EBL and SANIMA are placed for 1st, 2nd and 3rd position.
Overall highest in mean ratios SCBNL among all shows that it has been efficiently
utilize shareholder's fund in consistency point of view also SBI SBL, SCBNL, EBL

and SANIMA has been able to utilize its shareholder's fund in proper way.
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Table 7
Descriptive Analysis

Variables ROA ROE SAD GS L/D SIZE
Average (Mean) 1.62 28.21 65.63  80.23 0.91 0.78
Std. Deviation 28.12 5.30 1141 521 0.26 0.36
C.V. 17.01 42.00 1220 6.25 0.42 0.31
Minimum 1.23 31.25 .58 61.18 36.30 45.19
Maximum 2.03 61.21 1.16 83.25 62.12  68.11

Source: Annual report of selected banks

Table 7 provides descriptive statistics for the ROA and cash reserve ratio variables.
The mean ROA over the study period is 1.64%, with a minimum value of 1.19% and
a maximum of 2.03%. Similarly, the mean cash reserve ratio is 1.62%, ranging from
a minimum of 1.23% to a maximum of 2.03%. The standard deviation for the cash
reserve ratio is 0.46%, while for the ROA; it is 28.12% over the ten-year period.

4.2 Correlation Analysis

Correlation analysis, a statistical technique, is employed in research to assess the
strength of the linear relationship between two variables and determine their
association. Essentially, it gauges how changes in one variable correspond to

changes in another.

A high correlation indicates a robust relationship between the variables, while a low
correlation signifies a weaker connection. In market research, correlation analysis is
utilized to scrutinize quantitative data gathered through methods like surveys and
polls. Researchers aim to uncover relationships, patterns, significant associations,

and trends between various variables or datasets.

The correlation coefficient is a key statistical measure closely associated with this

type of analysis.
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Table 8
Correlations Matrix

Variables ROA ROE SAD GS L/D SIZE
ROA Pearson 1
Correlation
Sig. (2-tailed)
ROE Pearson -.402 1
Correlation
Sig. (2-tailed) 249
SAD Pearson 740" -.761" 1
Correlation
Sig. (2-tailed) .014 011
GS Pearson -.430 -.396 -.155 1
Correlation
Sig. (2-tailed) 214 257 .668
L/D Pearson -.670" 594 -749° 230 1
Correlation
Sig. (2-tailed) .034 .070 013 523
SIZE  Pearson 7127 -.818™ .943™ 035  -783" 1
Correlation
Sig. (2-tailed) .021 .004 .000 923 .007 .004

*, Correlation is significant at the 0.05 level (2-tailed).

**_Correlation is significant at the 0.01 level (2-tailed).

Table 8 shows the relationships between six variables: ROA, ROE, being dependent
SAD, GS, L/D and SIZE are independent variables. The matrix displays the Pearson
correlation coefficient for each pair of variables, which measures the strength and
direction of the linear relationship between them. The Pearson correlation coefficient
ranges from -1 to 1, where -1 indicates a perfect negative correlation, 0 indicates no
correlation, and 1 indicates a perfect positive correlation Starting with the diagonal
elements, the correlation of a variable with itself is always 1, as it is perfectly
correlated with itself. Moving on to the other elements of the matrix, it can see that
there is a significant positive correlation between SAD and ROA (0.740) and
between SAD and SIZE (0.943), with p-values of 0.014 and 0.000, respectively.
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There is a negative correlation between ROE and ROA (-0.402), which is not
statistically significant (p=0.249). This implies that there is a weak negative
relationship between the two measures of profitability, but the correlation is not
strong enough to be considered statistically significant. GS is negatively correlated
with ROA (-0.430), ROE (-0.396), and SAD (-0.155), but these correlations are not
statistically significant. This suggests that there may be some weak relationship
between interest rate spread and these variables, but it is not strong enough to be
considered significant. There is a strong negative correlation between L/D and ROA
(-0.670), which is statistically significant (p=0.034). This suggests that as the Loan
and advance ratio decreases, the return on assets tends to increase. Finally, there is a
strong positive correlation between SIZE and SAD (0.943) and a strong negative
correlation between SIZE and ROE (-0.818), both of which are statistically
significant (p=0.000 and p=0.004, respectively). In summary, the correlation matrix
provides insight into the relationships between the six variables and highlights the
strength and direction of their linear relationships.

4.3 Regression Analysis

Regression analysis, an inferential statistical method, is employed to estimate the

impact of one or more independent variables on a dependent variable.

Table 9
ANOVA Table
Model Sum of df Mean F Sig.
Squares Square
1 Regression 3.255 7 465 2.711 .035°
Residual 3.774 22 172
Total 7.029 29

a. Dependent Variable: ROA
b. Predictors: (Constant), SAD, GS, L/D and SIZE

ANOVA calculations involve computing means and variances, then comparing the
ratio of two variances to a critical value from a reference source to ascertain
statistical significance. Estimating a treatment effect is straightforward in ANOVA.
It involves determining the difference between the mean of observations receiving

the treatment and the overall mean.
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Table 10

Coefficients Table

Model Unstandardized Standardized T Sig. Correlations

Coefficients Coefficients
B Std. Error Beta Zero- Partial
Order

1 (Constant) .900 1.215 741 467
L/D -1.543 .000 -.691 -3.548  .002 -.481 -.603
SIZE .027 .023 229 1.182 .250 104 244
GS .041 .074 102 552 .586 -.021 A17
SAD -.245 146 -.396 -1.679  .107 114 -.337

Table 10 presents the correlation analysis conducted to examine the relationships
among the study variables, focusing separately on ROA and L/D. The results
indicate a negative correlation between ROA and L/D (-1.543), suggesting that
sample banks have accumulated profits heavily and maintained optimal capital
levels. However, the corresponding p-value of 0.21 exceeds the significance level of
0.05, indicating that there is no statistically significant relationship between ROA
and L/D.

Table 11

Model Summary

Model R R Adjusted R Std. Error Change Statistics
Square  Square of the
Estimate R Square F dfl df2
Change Change
1 .657% 432 243 3.57125 432 2.283 7 21

Table 11 presents the results of a linear regression analysis, outlining various key
metrics to assess the model's performance. The coefficient of determination (R-
squared) for the model is 0.657, suggesting that approximately 65.7% of the
variance in the dependent variable is explained by the independent variables. The
adjusted R-squared, considering the number of predictors, is 0.243. The standard
error of the estimate is 3.57125, representing the average deviation between the
observed and predicted values. The change statistics display the alterations in R-

squared and F-value as each predictor is introduced into the model. The R-squared
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change of 0.432 indicates a substantial contribution of the predictors to the explained
variance, while the F-value of 2.283 signifies the predictors' significant influence on

the model.

Table 12

ANOVA Table

Model Sum of df Mean F Sig.

Squares Square

1 Regression 203.839 7 29.120 2.283 .005°
Residual 267.830 21 12.754
Total 471.668 28

a. Dependent Variable: ROE
b. Predictors: (Constant), SAD, GS, L/D, and SIZE

The calculations of ANOVA can be characterized as computing a number of means
and variances, dividing two variances and comparing the ratio to a handbook value
to determine statistical significance. Calculating a treatment effect is then trivial.
The effect of any treatment is estimated by taking the difference between the mean

of the observations which receive the treatment and the general mean.

Table 13
Model Summery

Model R R Adjusted  Std. Error Change Statistics
Square R Square of the

Estimate
Change Change

R Square F dfl df2

1 7578 334 .332 3.7541 542 2.45 9

23

The model's R-squared value is 0.334, suggesting that it explains approximately
33.2% of the variance in the dependent variable. Considering the number of
predictors, the adjusted R-squared value is 0.332. The standard error of the estimate
is 3.7541, representing the average discrepancy between observed and predicted
values in the model. The change statistics demonstrate the alterations in R-squared
and F-value with the inclusion of each predictor. The R-squared change is 0.542,

indicating a significant contribution of the predictors to the explained variance.
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Furthermore, the F-value of 2.45 suggests that the predictors wield a significant
impact on the model.

Table 14
Coefficient Table

Model Unstandardized Standardized t Sig.  Correlations
Coefficients Coefficients
B Std. Error Beta Zero-order Partial
1 (Constant) 18.786 10.485 1.792 .088
LA 8.457E-8 .000 462 2.249 .035 bl11 441
SIZE 151 197 158 769 451 .185 .165
GS .061 .639 .019 .096 .925 213 .021
SAD -.019 1.264 -004 -015 .988 -301  -.003

Table 14 presents the coefficient table from a linear regression analysis involving
four predictor variables (LA, SIZE, GS, SAD) and one outcome variable. This table
includes unstandardized coefficients, standardized coefficients (Beta), t-values, and
p-values for each predictor variable, along with the constant term. Additionally, the
"Correlations” section displays zero-order and partial correlations between each
independent variable and the outcome variable (ROE). The analysis indicates that
LA and SIZE exhibit statistically significant relationships with the outcome variable
ROE, with standardized coefficients of .462 and .158, respectively. Conversely, the
predictors GS and SAD do not demonstrate significant relationships with the

outcome variable.
4.4 Major findings

The studies conducted by Aghajani et al. (2023) and Alshahrani et al. (2023) offer
significant contributions to different areas of management research. Aghajani et al.
primarily focus on the adoption of Electronic Portfolio Management Systems
(EPMS) within the Technical and Vocational Training Corporation (TVTC) in Saudi
Arabia. Their research employs gquantitative methods to investigate the factors
influencing EPMS adoption and its subsequent impact on employee performance.
Key dimensions explored in their study include technological, organizational, and
environmental factors, shedding light on their crucial roles in organizational

decision-making processes.
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On the other hand, Alshahrani et al. delve into the literature surrounding project
portfolio management, with a specific emphasis on sustainability-related themes.
Through a structured review spanning from 2000 to 2021, they develop an
integrative framework that highlights the importance of sustainability in project
portfolio management. Their study emphasizes strategic alignment, organizational
learning, and sustainability integration as essential components of effective portfolio
processes, identifying gaps and proposing avenues for future research in this

domain.

Comparing the findings of these studies with prior research reveals both similarities
and differences. Both Aghajani et al. and Alshahrani et al. acknowledge the
significance of incorporating technological advancements into organizational
practices. While Aghajani et al. focus on EPMS adoption within a specific
institution; Alshahrani et al. adopt a broader perspective by addressing sustainability

integration across project portfolios.

Furthermore, both studies underscore the importance of organizational support and
environmental factors in driving innovation and performance. Aghajani et al.
emphasize the role of top management support and training in facilitating EPMS
adoption, aligning with existing literature on organizational culture's influence on
technology adoption. Similarly, Alshahrani et al. advocate for a sustainability
mindset and strategic alignment at the organizational level, echoing previous

research on the impact of organizational values on project outcomes.

Moreover, both studies emphasize the need for rigorous methodology and empirical
validation to advance theoretical and practical understanding in their respective
fields. While Aghajani et al. employ quantitative analysis to assess EPMS adoption's
impact on employee performance; Alshahrani et al. utilize a structured literature
review to develop an integrative framework for sustainability integration in project

portfolio management.

In conclusion, the studies by Aghajani et al. and Alshahrani et al. contribute valuable
insights to management research, addressing contemporary challenges and offering
practical implications for organizational decision-makers. Their rigorous
methodologies and comprehensive analyses advance knowledge in their respective

domains, fostering sustainable practices and informed decision-making processes.
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CHAPTER -V
SUMMARY, CONCLUSION AND RECOMMENDATION

5.1 Summary

The study on portfolio management of commercial banks in Nepal focuses on
examining investment decisions within five selected banks: Sanima Bank Limited,
Everest Bank Limited, Standard Chartered Bank Nepal Limited, Nepal SBI Bank
Limited, and Siddhartha Bank Limited. The objectives encompass assessing the
current state of portfolio management, analyzing its relationship with the financial
performance of banks, and evaluating the impact of investment choices on bank
performance. Despite limitations such as a narrow sample size and reliance on
secondary data, the research employs a descriptive and analytical research design
spanning fiscal years 2013/014 to 2022/023. Data are primarily sourced from
publications, government agencies, and libraries and analytical tools include
financial and statistical methods. The research framework delineates independent

variables influencing portfolio management and their impact on dependent variables.

In this research, the study delves into the dynamics of commercial banks, focusing
on their profile, problems, objectives, and the rationale behind the research. The
literature review section explores both theoretical and empirical aspects, identifying
existing research gaps. Methodologically, the research design is outlined, detailing
population and sample selection, data sources, collection methods, and analysis
tools. The presentation and analysis of data involve correlation and regression
analyses, leading to discussions on the findings. The summary encapsulates the main
points discussed, while the conclusion highlights key takeaways and implications for

further research or practical applications.

This study sheds light on the portfolio management practices of selected commercial
banks in Nepal, offering valuable insights into their investment decisions and their
impact on financial performance. The findings highlight the significance of factors
such as non-performing loans, loan-to-deposit ratios, and bank size in influencing
profitability metrics. However, it is essential to acknowledge the limitations of the
study, including the small sample size, reliance on secondary data, and the narrow

scope focusing solely on portfolio management decisions.
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5.2 Conclusion

The analysis presented in this study provides valuable insights into the portfolio
management practices of commercial banks in Nepal, focusing on selected banks:
Sanima Bank Limited, Everest Bank Limited, Standard Chartered Bank Nepal
Limited, Nepal SBI Bank Limited, and Siddhartha Bank Limited. The correlation
matrix elucidated several significant relationships among key variables. Notably, a
positive correlation was observed between the Percentage of Non-Performing Loans
(SAD) and both ROA and bank size, indicating that as non-performing loans
increase, so does the return on assets and the size of the bank.

Conversely, a negative correlation was found between ROE and ROA, although
statistically insignificant, suggesting a weak negative relationship between
profitability measures. Additionally, a strong negative correlation between Loan-to-
Deposit Ratio (L/D) and ROA was observed, implying that as the loan-to-deposit
ratio decreases, the return on assets tends to increase. Furthermore, linear regression
analysis revealed that the model accounted for 65.7% of the variance in the
dependent variable, with predictors significantly impacting the model, as indicated
by the F-value. However, ANOVA results did not yield significant relationships
between ROA and the Asset-to-Deposit Ratio (A/D), signifying a lack of statistical
significance. Nevertheless, the study underscores the importance of portfolio
management decisions in influencing the financial performance of commercial

banks in Nepal.

This study sheds light on the portfolio management practices of selected commercial
banks in Nepal, offering valuable insights into their investment decisions and their
impact on financial performance. The findings highlight the significance of factors
such as non-performing loans, loan-to-deposit ratios, and bank size in influencing
profitability metrics. However, it is essential to acknowledge the limitations of the
study, including the small sample size, reliance on secondary data, and the narrow
scope focusing solely on portfolio management decisions. Future research could
address these limitations by incorporating a larger sample size, utilizing primary
data collection methods, and considering a broader range of variables to provide a
more comprehensive understanding of portfolio management practices in Nepalese

commercial banks. Overall, this study contributes to the existing literature on
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banking and finance in Nepal, providing valuable insights for policymakers,
practitioners, and researchers alike.

5.3 Recommendation

Based on the significant findings of the study, the researcher suggests that the
relevant institutions and authorities, as well as others, should consider the following

implications:

For commercial bank management in Nepal, the findings of this study offer
actionable insights into portfolio management practices. Understanding the
significant relationships identified, such as the positive correlation between non-
performing loans and return on assets, can inform strategic decision-making.
Management teams can utilize this knowledge to optimize portfolio compositions,
minimize risk exposure, and enhance financial performance. Additionally, the
observed negative correlation between the loan-to-deposit ratio and return on assets
underscores the importance of prudent lending practices and maintaining a balanced
portfolio to maximize profitability. Policy makers in Nepal's banking sector can
leverage the findings of this study to develop and implement regulatory frameworks

that promote sound portfolio management practices.

Recognizing the impact of factors such as non-performing loans and loan-to-deposit
ratios on financial performance, regulatory authorities can introduce guidelines
aimed at improving asset quality, liquidity management, and risk mitigation
strategies. By fostering a conducive regulatory environment, policy makers can
contribute to the stability and sustainability of the banking sector while safeguarding

the interests of depositors and investors.

For researchers and academics, this study provides a foundation for further
exploration into portfolio management practices in Nepalese commercial banks.
Future studies could build upon the findings of this research by expanding the
sample size, incorporating primary data collection methods, and exploring additional

variables to gain a more comprehensive understanding of portfolio dynamics.

By addressing the limitations identified, such as reliance on secondary data and a
narrow scope, scholars can contribute to the advancement of knowledge in banking
and finance, generating valuable insights for both academia and industry

practitioners.
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Overall, the implications of this study extend to various stakeholders within the
banking sector, offering opportunities for informed decision-making, policy
formulation, and academic inquiry. By capitalizing on the insights provided,
stakeholders can work towards enhancing portfolio management practices,
improving financial performance, and fostering sustainable growth and development
in Nepal's banking industry.
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APPENDIX

Investment on Government Securities

Fiscal Year EBL SCBNL SBI SBL SANIMA
2013/014 71.10 71.20 78.20 45.20 58.20
2014/015 79.58 69.20 69.25 67.25 67.45
2015/016 85.36 77.25 57.25 68.52 69.20
2016/017 72.26 66.25 66.25 75.20 47.50
2017/018 77.25 65.23 45.25 88.27 67.25
2018/019 86.91 58.04 48.66 74.20 64.20
2019/020 78.25 66.83 57.58 69.25 53.20
2020/021 77.16 59.10 64.20 64.70
2021/022 75.42 48.41 52.34 65.20 88.20
2022/023 39.12 45.35 37.88 45.20 72.10
Average 74.24 55.09 57.17 66.24 65.20




Share and Debenture

Fiscal Year EBL SCBNL SBI SBL SANIMA
2013/014 1.75 1.47 1.45 2.36 2.34
2014/015 1.52 1.39 1.25 1.29 0.88
2015/016 1.36 1.48 0.78 0.79 1.35
2016/017 1.47 1.36 1.25 1.23 1.72
2017/018 1.25 1.26 0.36 0.71 1.35
2018/019 2.04 1.17 0.77 0.88 2.05
2019/020 1.41 1.47 0.98 0.72 3.24
2020/021 1.41 1.43 1.67 2.36 1.72
2021/022 0.28 1.28 2.67 1.40 2.39
2022/023 0.97 1.36 2.23 2.37 2.01
Average 1.35 1.37 1.34 1.41 1.905




Loan and Advance to Total Deposit Ratio

Fiscal Year EBL SCBNL SBI SBL SANIMA
2013/014 76.984 49.113 51.205 70.859 80.566
2014/015 73.225 55.132 49.616 86.412 75.357
2015/016 76.572 58.628 49.376 63.2 77.361
2016/017 78.01 56.867 65.539 88.356 71.82
2017/018 66.628 48.919 56.546 60.939 75.373
2018/019 73.517 56.88 54.765 74.772 79.121
2019/020 80.449 64.384 76.495 75.913 84.087
2020/021 77.851 66.449 85.915 80.898 83.318
2021/022 87.01 73.46159 90.52 82.588 86.188
2022/023 76.69 58.87 64.44 75.99 79.24
Average 76.69 58.87 64.44 75.99 79.24




Bank Size
Table: 4 Bank Size

Fiscal Year EBL SCBNL SBI SBL SANIMA
2013/014 44 15 50 39 45
2014/015 48 15 56 49 36
2015/016 54 15 56 52 39
2016/017 53 15 56 51 41
2017/018 65 12 56 82 42
2018/019 61 12 62 74 42
2019/020 65 12 62 55 42
2020/021 82 12 72 55 47
2021/022 94 15 88 55 55
2022/023 62 13 62 56 59
Average 62.8 13.6 62 56.8 44.8

Source: Annual Reports of Sample Banks




Return on Assets

Fiscal Year EBL SCBNL SBI SBL SANIMA
2013/014 211 2.80 1.01 2.38 0.88
2014/015 2.39 2.67 1.19 2.43 1.39
2015/016 2.25 251 15 2.8 1.46
2016/017 1.85 1.99 1.7 2.89 1.55
2017/018 1.59 1.98 2 2.06 1.78
2018/019 1.83 1.84 1.57 2.32 1.86
2019/020 1.97 2.61 1.97 2.69 1.85
2020/021 1.94 2.61 1.94 2.61 2.07
2021/022 1.42 1.71 1.17 2.06 141
2022/023 0.89 1.71 0.7 2.47 141
Average 1.84 2.27 151 2.49 1.71
Return on Equity (ROE)
Fiscal Year EBL SCBNL SBI SBL SANIMA
2013/014 29.92 28.36 15.02 15.20 5.72
2014/015 32.92 26.38 20.31 19.30 12.58
2015/016 30.14 26.27 22.85 17.20 15.09
2016/017 25.50 21.69 21.551 16.20 18.19
2017/018 22.46 17.18 22.16 17.20 22.69
2018/019 19.50 11.98 14.85 30.20 14.39
2019/020 17.60 18.66 15.81 27.45 18.67
2020/021 18.09 19.49 16.2 21.10 23.2
2021/022 13.88 15.15 10.44 22.10 16.09
2022/023 8.556 9.44 6.26 23.10 18.54
Average 21.85 1.46 16.54 20.90 16.51
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