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ABSTRACT 

 

In Nepal, there is a widespread perception that interest rate spread is too wide. Banks, 

on the other hand, have justified the wide interest rate spread on the basis of some 

economic variables that affect the banks. This study was largely a quantitative research 

given that the study sought to examine the determinants of the bank interest rates among 

commercial banks in Nepal. This study focused on the licensed large commercial banks 

according to the CBN which include in Nepal bank, Agrilcture development bank, Nabil 

bank, Nepal Bangladesh bank, Standard chartered bank and Himalayan bank limited. 

This study used secondary data available from the annual financial reports from year 

period between 2015 and 2020. The collected data was organized into SPSS and analyses 

using descriptive analysis, correlation analysis, and regression analysis. 

This  study found out that the model summary of multiple regression model, showed that 

all the three predictors (credit risk, operation cost and liquidity risk) explained 83.5 

percent variation of interest spread considering the three study independent variables, 

there is a probability of predicting interest spread by 62.1% (R squared =0.621).The F 

statistic is equal to 63.391 and p value of 0.000<0.05level of significance implying that 

the joint contribution of credit risk levels , liquidity and operating cost significantly 

predict interest spread. Thus justifying the following estimation model:- 

This study revealed that credit risk was positively and significantly associated with 

interest spread (r = 0.3661, ρ<0.01) indicating 36.61% positive relationship with interest 

spread. The study further found that operation cost was positively and significantly 

correlated to interest spread (r = 0.695, ρ<0.01) showing that operation cost has 69.5% 

positive relationship with interest spread. Finally, the study found that liquidity risk was 

positively correlated with interest spread (r = 0.778, ρ<0.01) an indication of 77.8% 

positive relationship with interest spread credit risk had a weak negative effect on 

interest rate spread (β = -.001, p = 0.997. 

Consistent with some past literature on the factors that influence interest rate spreads, 

this study concludes that credit risk had a significant effect on interest spread with each 

unit increase in interest spread for each unit increase in credit risk. This study also 

concluded that each unit increase in operation cost, there was -0.0215 units decrease in 

interest spread. This study concluded that liquidity risk has significant effect on interest 
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spread for each unit increase in liquidity risk, there was up to 0.757 units increase in 

interest spread. This study also recommends that the Government, through the Central 

Bank of Nepal should be instrumental in developing policies and regulations to guide 

commercial banks in setting up of optimal interest rate spreads in order to promote loan 

uptake as well as improve performance of these commercial banks. 


