
v

INTEREST RATE OF
COMMERCIAL BANKS AND ITS IMPACT ON

DEPOSIT AND LENDING OF MONEY

By
SANJAYAKAR GHIMIRE
Shanker Dev Campus

TU Regd. No: 7-2-39-548-2004
Roll No: 2500/064

Exam Roll No: 391497

A thesis Submitted to:
Office of the Dean

Faculty of Management
Tribhuvan University

In partial fulfillment of the requirement for the degree of
Master of Business Studies (M.B.S.)

June 2011

IN
TE

R
ES

T 
R

A
TE

 O
F 

C
O

M
M

ER
C

IA
L 

B
A

N
K

S 
A

N
D

 IT
S 

IM
PA

C
T 

O
N

 D
EP

O
SI

T 
A

N
D

LE
N

D
IN

G
O

F 
M

O
N

EY
–

SA
N

JA
YA

K
A

R
 G

H
IM

IR
E 

  2
01

1



vi

RECOMMENDATION

This is to certify that the Thesis

Submitted by:

SANJAYAKAR GHIMIRE

Entitled:

INTEREST RATE OF COMMERCIAL BANKS AND ITS

IMPACT ON DEPOSIT AND LENDING OF MONEY

has been prepared as approved by this Department in the prescribed format of the

Faculty of Management. This thesis is forwarded for examination.

……………………… …………………………….. .…………………………….

Dr. Silu M. Bajracharya Prof. Bishwesher M. Shrestha Prof. Dr. Kamal Deep Dhakal

(Thesis Supervisor) (Head of Research Department) (Campus Chief)

Date: ………………………..



vii

DECLARATION

I here by declare that the work reported in this thesis entitled “INTEREST RATE OF

COMMERCIAL BANKS AND ITS IMPACT ON DEPOSIT AND LENDING OF

MONEY” submitted to Shankar Dev Campus, Faculty of Management, Tribhuvan

University, is my original work done. It is done in the form of partial fulfillment of the

requirement for the Master’s Degree in Business Studies (M.B.S.) under the supervision

of Dr. Shilu M. Bajracharya of Shanker Dev Campus.

……………………………….

SANJAYAKAR GHIMIRE

Researcher

T.U. Regd. No. : 7-2-39-548-2004

Campus Roll No. 2500/064



viii

VIVA-VOCE SHEET

We have conducted the viva-voce of the thesis presented

By

SANJAYAKAR GHIMIRE

Entitled:

INTEREST RATE OF COMMERCIAL BANKS AND ITS

IMPACT ON DEPOSIT AND LENDING OF MONEY

And found the thesis to be the original work of the student and written according to

the prescribed format. We recommend the thesis to be accepted as partial fulfillment

of the requirement for

Master Degree of Business Studies (M.B.S)

Viva-Voce Committee

Head, Research Department …………………………

Member (Thesis Supervisor) …………………………

Member (External Expert) …………………………

Date: ………………………



ix

Acknowledgments

Firstly, I would like to extend my sincere thanks and gratitude to Dr. Shilu M. Bajracharya, my

supervisor. Without her in depth guidance and constant encouragement, I would not have been

able to land safety to complete this research work in the track of success.

I would like to express my sincere appreciation and thanks to all the people who have given

significant inputs, valuable suggestions, constructive ideas and feedback for completion of this

research work.

I gratefully acknowledge the cooperation received in collecting necessary data, information, and

their research materials from Administration and Librarian of Shanker Dev College, Tribhuvan

University Central Library, Nepal Rastra Bank and express the sincere thanks to them.

I would like to express my sincere gratitude to my parents and family members for providing me

with the opportunity to be where I am. Likewise my special thanks goes to my friend Mr.

Surendra Adhikari for his valuable suggestions, Co-operations and regular assist to complete this

study.

Finally, I am indebted to all the respondents for their valuable time and sharing their opinion as

well as knowledge with me.

………………………………

Sanjayakar Ghimire



x

Table of Contents
RECOMMENDATION

VIVA-VOCE SHEET

DECLARATION

ACKNOWLEDGEMENT

TABLE OF CONTENTS

LIST OF TABLE

LIST OF FIGURE

ABBREVIATIONS

Page No.

Chapter- I: Introduction 1-14

1.1 Background of the study 1

1.2 History of Banking Development in Nepal 2

1.3 Interest Rate Strategies of NRB 6

1.4 Profile of Sample Commercial Banks under Study 8

1.5 Statement of the Problem 11

1.6 Objectives of the Study 12

1.7 Research Hypothesis 12

1.8 Significance of the Study 13

1.9 Limitations of the Study 13

1.10 Organization (Plan) of the study 14

Chapter- II: Review of Literature 15-44

2.1 Introduction 15

2.2 Concepts and Meaning of Interest Rates 15

2.3 Functions/Role of the interest rate in the Economy 16

2.4 Theories of determining interest rate 16

2.4.1 Classical theory of interest rates 17

2.4.2 The Loanable Funds Theory of Interest 21

2.4.3 The Liquidity Preference Theory of Interest Rate 27



xi

2.4.4 The Rational Expectation Theory 30

2.5 Factors Affecting the Difference in Interest Rates 32

2.6 Concept of Deposit 34

2.7 Types of Deposit 34

2.8 Importance of Deposit 36

2.9 Concept of Lending (Credit) 36

2.10 Factors Affecting the Volume of Credit 37

2.11 Term structure of Interest Rate 38

2.11.1 Pure Expectation Theory 38

2.11.2 The Liquidity Premium Theory 38

2.11.3 The Segmented-Markets or Hedging-Pressure Argument 39

2.11.4 Preferred Habitat Theory 40

2.12 Review of Related Studies 40

2.13 Research Gap 43

Chapter- III: Research Methodology 45-49

3.1 Introduction 45

3.2 Research Design 45

3.3 Source of Data and Collection Procedure 46

3.4 Population and Sample 46

3.5 Tools for Data Analysis 47

3.5.1 Arithmetic Mean 47

3.5.2 Standard Deviation 47

3.5.3 Correlation of Coefficient 47

3.5.4 Coefficient of Determination 48

3.5.5 t-test for significance for Correlation Coefficient 49

Chapter-IV: Data Presentation and Analysis 50-81

4.1 Introduction 50

4.2 Analysis of Deposit and Interest Rates 50

4.2.1 NABIL Bank Limited 51



xii

4.2.2 Everest Bank Ltd 56

4.2.3 Bank of Kathmandu 60

4.3 Analysis of Fluctuation in Lending Interest Rate and Its Relation with Lending

Amount 65

4.3.1 NABIL Bank Ltd 65

4.3.2 Everest Bank Ltd 69

4.3.3 Bank of Kathmandu 72

4.4 Analysis of relation between Deposit Rate and Lending Rate 75

4.4.1 NABIL Bank Ltd 75

4.4.2 Everest Bank Ltd 77

4.4.3 Bank of Kathmandu 78

4.5 Major Findings 79

Chapter-V: Summary, Conclusion and Recommendation 81-87

5.1 Summary 82

5.2 Conclusion and Findings 84

5.3 Recommendation 86

Bibliography

Appendix



xiii

List of Tables

Table No. Title Page no.

4.1 Interest rate structure of NABIL on deposits (Mid-July 2006 to 2010) 51

4.2 Relationship between Interest Rate on Deposit and Deposit amount of NABIL 53

4.3 Interest rate structure of EBL on deposits (Mid-July 2006 to 2010) 56

4.4 Relationship between Interest Rate on Deposit and Deposit amount of EBL 57

4.5 Interest rate structure of BOK on deposits (Mid-July 2006 to 2010) 60

4.6 Relationship between Interest Rate on Deposit and Deposit amount of BOK 62

4.7 Lending rate of NABIL on different sectors during last five FYs 66

4.8 Lending rate of EBL on different sectors during last five FYs 69

4.9 Lending rate of BOK on different sectors during last five FYs 72

4.10 Relationship between Interest Rate on Deposit and Lending of NABIL 75

4.11 Relationship between Interest Rate on Deposit and Lending of EBL 77

4.12 Relationship between Interest Rate on Deposit and Lending of BOK 78



xiv

List of Figures

Figure Title Page No.

2.1 The substitution effect relating Savings & Interest Rates 19

2.2 The Investment Demand Schedule 20

2.3 The Equilibrium rate of Interest in the Classical Theory 20

2.4 The Interest Rate & Volume of Saving 22

2.5 The Supply of Loanable Funds 23

2.6 Total Supply of Loanable Funds 24

2.7 Total Demand for Loanable Funds 26

2.8 Equilibrium Rate of Interest in Loanable Funds Theory 26

2.9 The Demand of money as a function of the Rate of Interest 27

2.10 Quantity of Money Demanded 27

2.11 Quantity of Money Supplied 27

2.12 Effect of an increase in the money Supply on the Rate of Interest 29

2.13 Effect of a decrease in the money Supply on the Rate of Interest 29

2.14 Money Supply & Interest Rates 29

2.15 Equilibrium Interest Rates under Rational Expectation Theory 31

4.1 Interest Rate on Saving and Fixed Deposits of NABIL 52

4.2 Deposit Amount of NABIL during different Fiscal Years 54

4.3 Deposit Rate of NABIL during different Fiscal Years 54

4.4 Interest Rate on Saving and Fixed Deposits of EBL 57

4.5 Deposit Amount of EBL during different FYs 58

4.6 Deposit Rates of EBL during different FYs 59

4.7 Interest Rate on Saving and Fixed Deposits of BOK 61

4.8 Deposit Amount of BOK during different FYs 63

4.9 Deposit Rates of BOK during different FYs 63

4.10 Average Lending Rate of NABIL during different FYs 67

4.11 Lending Amount of NABIL during different FYs 68

4.12 Average lending rate of EBL during different FYs 70

4.13 Lending Amount of EBL during different FYs 71

4.14 Average lending rate of BOK during different FYs 74



xv

4.15 Lending Amount of BOK during different FYs 74

4.16 Relationship between Deposit Rate and Lending Rate of NABIL 76

4.17 Relationship between Interest Rate on Deposit and Lending of EBL 77

4.18 Relationship between Interest Rate on Deposit and Lending of BOK 79



xvi

ABBREVIATIONS

A/C Account

BOK Bank of Kathmandu

CPI Consumer Price Index

EBL Everest Bank Limited

et. al. and others

Fig. (s) Figures

FY Fiscal Year

GDP Gross Domestic Product

GNP Gross National Product

i.e. That is

LC Letter of Credit

Ltd Limited

NGO Non Government Organization

NRB Nepal Rastra Bank

PIN Price Index Number

PPI Product Price Index

Rs. Rupees

T-Bills Treasury Bills

Vol. (s) Volume

WPI Wholesale Price Index


