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CHAPTER – I

INTRODUCTION



1.1 Background of study

Common stockholders of a company are its ultimate owners. Collectively they own the company and it is assumed that ultimate risk is associated with ownership. So the common stock is risky security. It’s hard to define, but you know it when you see it. Investor invests in common stock for higher return. But their expected return may or may not change in realities. This uncertainty is major risk to investors in stock market investment. 

The return is income received on an investment, which is expressed as dividend, plus any change in market price of share and usually expressed in percent. Both market price of share and dividend are uncertain figures. So, the actual figure of return on investment in common stock may differ substantially from the expected return. The greater variability, the riskier the security is said to be. The market price of share of a company is driven both by fundamental business values and stock market sentiment. For a given business, it is always worth attempting to identify which of those is driving its share price (Bhalla, 1997).

Generally investors are risk averse. They always seek higher return for more risk as risk premium. So the primary problem of investment is to identify the security, which has low risk and high return. Although, return cannot be increased substantially, risk can be reduced by diversification can eliminate the unsystematic risk, which is not explained by general market movement. Systematic risk, which is associated with change in return on the market as a whole, cannot be avoided with change in return on the market as a whole, cannot be avoided by the diversification (Fisher and Jordar, 1995).

In Nepalese contest, the institutional set up of securities market began along with the securities exchange center (now Nepal Stock Exchange Ltd.) in 1976. In spite of considerable development there are still more potentialities to be explored for the development of stock market in Nepal. Most of the potential investors and the shareholder public themselves are unknown or least understood about risk-return behavior of stock. Most of the Nepalese investors are finding to visit in single security due to lack of information and poor knowledge, market intermediates exploit investors. So, many investors are afraid to invest in stocks. People participation in securities investment and its dynamic trading plays a vital role in overall economic development. For this propose potential investors must be able to analyze risk and return of individual stock and portfolio as well. This will increase their confidence and ultimately increase stock investment and increase the degree of market efficiency, which is essential to spreading economic development of the nation.

Investment in its simplest from means employing money to generate more money in future. It is the sacrifice of current rupees for future rupees. The sacrifice takes place in the present and is certain. But the reward comes later and is an uncertain. Return is the primary motive of investment, but it always entails some degree of risk. Buying common stocks, bonds, deposited money into bank account, buying a piece of land, gold or silver are some example of investment (Cheney and Moses,1996). All these examples involve sacrifice of current rupees in expectation of future return. Hence, they are investment. The main objective of investment is to maximize the wealth of an investor.

Investment can be made on real assets or financial asset. Investment on real assets is known as real investment and investment on financial assets is known as financial investment. Real investment means investment on real assets like land buildings, factory etc. financial investment means on financial asset like share, debentures, warrants and convertibles etc.

The term risk and return is closely associated with investment. Investment simply means sacrificing current funds for future returns, bearing certain risk. The investment may be on fixed assets like land, building or precious metals and collectibles or something else. But here as a student of finance, I have focused the term investment as sacrificing current fund on financial assets like shares, debenture, warrants, convertibles etc for the long term return (Francis, 1997).

Investors invest their fund on the securities of certain companies for the long run future returns. The return is defined as the reward for bearing the risk. Return is the most important outcome from an investment. It measures the investor’s rate of wealth accumulation i.e. increase or decrease per period. Risk is defined as the occurrence of unfavorable outcomes, which is ever harmful for the business. Risk is inseparable from return. It ever creates uncertainty. Some of the factors that create investment uncertainty such as interest rate risk, purchasing power risk, bull-bear market risk, management risk and so on.

Thus, risk is virtually every decision. Assessing risk and incorporating the same in the final decision is an integral part of financial analysis. The objectives in decision making are not to eliminate or valid risk often it may be neither feasible nor necessary to do so. But to properly assets it and determine whether it is worth bearing.

Investor generally does not invest their money in the only on risky asset. The investor should invest their money in portfolio of many assets. It will help to the investor to minimize the risk. Therefore, an investor is concerned with the portfolio risk, which is the sum of the relevant risk of individual assets included in portfolio. The relevant risk of an asset is defined as the portion of its total risk that changes proportionately with market risk. Some stocks are riskier than other and even in years when the overall money into one stock goes down. Therefore, putting all your money into one stock is extremely risky. The single best weapon against risk is diversification (Gittman and Joehnic, 1985).

The concept of financial institution in Nepal was introduced when the first commercial bank, Nepal bank limited was established in 1973. It was established under special banking act 1936 having elementary function of commercial bank. Later in 1955 the central bank Nepal Rastra Bank was established with an objective of supervising, protecting and directing the function of commercial banking activities. Another commercial bank fully owned by HMG/N, names as Rastriya Banijya Bank got established in 1966. The establishment of joint venture bank gave a new horizon to the financial sector of the country. Since 1984 JV banks were established under company act and their shares were listed in Nepal stock exchange limited (NEPSE). The focus of the study is that commercial bank whose share listed in NEPSE (Pradhan, 1992)

Banking sector is the most dynamic part of economy, which collects unused funds and mobilizes in needed areas. It is the heart trade, commerce industry. In Nepalese context, commercial banks have comparatively good performance among the public limited companies. Because most of the banks are counted within the top ten positions among the listed companies on the basis of amount traded, number of transaction, market capitalization etc. Most of the banks are established with collaboration of foreign well-known banks. As a public limited company, Nepal Bank Limited (NBL) is only one Nepalese commercial bank, which is listed in NEPSE. Besides this oldest bank there are eight other joints venture banks, which are listed in NEPSE. Besides these, a government bank, Rastriya Banijya Bank, also plays a vital role in banking sector. In Nepal altogether there are 28 commercial banks.

The nature of bank fund and its payment depends upon day to day operation. Therefore, its operation of fund raising and investment of funds are of short-term nature. As long-term investments are associated with higher risk, banks are confined to make short-term investment only. The significant of commercial banks is greater in countries, of comparatively lower level of economic development. The shares of commercial banks in the net issues of all financial institution are much higher in such countries in the ones with higher stage of economic development.

In Nepal foreign joint venture banks perform better than Nepalese ones do. Because they have higher management efficiency and they can manage risk properly. Specifically, Nepalese banks have a high degree of internal firm specific risk. At the same time they have to bear more social obligation and government intervention than foreign banks. However, Nepalese bank has high potentialities to increase their performance by changing their risk attitude and by improving their internal management.

Risk is related to future and future is uncertain. But risk is manageable rather than uncertain. Company – specific risk [earning variability and companies’ ability to service its debt burden are intimately related to the particular characteristics of the business in which the company operators. Moreover, they are affected by economic condition-apart management’s ability to generate satisfactory operating performance.

1.2  Problem Statement and Research Questions

Generally, investors purchase financial assets such as stocks or bonds for their desire to increase their investment wealth i.e. earn positive rate of return on their investment. Risk and return analysis is worked out to identify the sustainable position of any organization and financial institution. Capital market in Nepal has grown rapidly after the establishment of the security market named NEPSE within the very short period of time. However, the attitudes and knowledge of the most investors have not changed yet. They are influenced by liquidity position rather than information in the financial market. Investors usually lack any idea of risk and return because most of the investors appear to be least familiar with the financial market. They can make wrong investment decisions based on the hunches rather than on real term analysis. Though some investors follow the rational investment procedure and portfolio analysis but they still lack perfect awareness about the risk and return factors. Without getting theoretical knowledge about risk associated with investment, most of the investors are making investment on the stocks. This may be termed as improper practice. This situation motivates the present researcher to undertake a research project entitled "Risk and return analysis of common stock investment of selected commercial banks in Nepal". 

If the bank issues shares, there becomes huge demand rather than the supply but if other sectors such as hotels, insurance companies and manufacturing companies issue new shares, the least investors desire to invest their money. In Nepalese context, most of people deposit their saving in banks instead of making investment in the financial assets available in the capital markets like investment in shares, debentures and other derivative securities. Many investors are not rational towards their investment decision. They don’t know how to make rationale investment by assessing the risk percept in the investment and the level of return to compensate the percept risk. In Nepal, most of the financial institution issues only the common stocks and capital market is also dominated by the trading of the stocks. 



More specifically the research questions are;

1. What is the risk and return of common stocks of banks?

2. Is the stock of the selected commercial banks overpriced, underpriced or equilibrium priced?

3. How can investor identify diversify and undiversified risk of the bank?

1.3 Purpose of the study

The main objectives of the study are to assess the risk and return on common stock investment of listed commercial banks. The specific objective of the study is as follows:

1. To analyze the common stock of selected banks in terms of risk and return. 

2. To identify whether stock of selected commercial banks are overpriced, underpriced and equilibrium price.

3. To analyze the proportion of diversifiable and undiversifiable risk of the selected banks.

1.4 Significance of the study

The study is to point out the risk and return position of investing shares of commercial banks in Nepal. The study will be helpful for investors as well as commercial banks. It also provides proper guidelines for making choices of stocks and bonds on the basic of risk and return. It is also important to those people who are interested to know about risk and return and capital market in Nepal. It provides the consolidated basic data and information about the NEPSE and commercial banks under study. This study will cover the investors' perception upon the risk and return factors while investing in common stocks of commercial banks. It will provide the brief information on risk and return from the investors' perspectives.

1.5 Limitation of the study

As every research has its own limitation, the study is not free from it. Some limitations of this study are as follows:

I. Data published from various sources differ from the figures published by NEPSE and respective commercial banks. However in this study respective banks published annual report data is taken into accounts as the basis sources of data.

II. Only secondary data is used analysis.

III. The study only focus on the analysis of risk and return associated with common stock investment of selected commercial banks. The finding on the study is based on the performance of co listed banks for the period of five years starting from fiscal year 2012/13 to 2016/17.

IV. There are 28 commercial banks in Nepal that are in operation, among them 24 banks are listed in NEPSE. But the study does not include the entire listed commercial banks.



1.6 Organizational of the study

The study report has presented the systematic presentation of the research design, analysis, presentation and findings of the study. It has divided into five chapters

Chapter - I: The first chapter is introduction chapter. It consists of general background, statement of problems, objective of the study, significance of the study, focus of study, limitation of the study and organization of the study.

Chapter - II: The second chapter deals with the received of literature, which consists of conceptual framework and review of relevant studies.

Chapter - III: This chapter is concerned with the research methodology used in this study. It consists of research design, sources of data, population and sample and method of analysis.

Chapter - IV: This chapter contains result.

Chapter -V: The fifth chapter is associated with the conclusion.

The references and appendices have been corporate at the end of study.





CHAPTER – II

REVIEW OF LITERATURE

 This chapter presents with the discussion related to various theories and researched studies that are closely related studies and provides valuable inputs to conduct the present studies successfully.

Review of literature includes the following topics:

2.1 Conceptual review

2.2 Review of journal articles

2.3 Review of previous thesis

2.4 Review of other independent studies in Nepal

2.5 Research gap

2.1 Conceptual review

2.1.1 Investment 

In general sense, investment means to pay out money to get more but in the broadest sense, investment a present commitment for the future benefits. While the commitment takes place with certainty, the future benefits are shrouded in uncertainty. The uncertainty creates risk to investors and they desire to minimize return by minimizing such risk.

"Investment, in its broadest sense means the sacrifice of current dollars for future dollars. Two different attributes are generally involved; time and risk. The sacrifice takes place in the present and is certain. The reward comes later, in at all, and the magnitude is generally uncertain"(Sharpe, Alexander & Bailey 1995:104).

Therefore, taking decision about proper investment is crucial to the investor and it requires a specific investment decision process, analysis of securities, identification of overpriced, underpriced securities, making appropriate investment strategies as well as construction of efficient portfolio.



2.1.2 Common stock

Common stock is an ownership share in a corporation; therefore the common stockholders are the true owners of a corporation. Each share of common stock represents a fractional ownership interest in the firm.

The return on common stock investment comes from either the two sources- the periodic receipt of dividends and capital gains. Common stockholders enjoy a number of rights such as are dividend rights, assets rights, preemptive right (right share), voting rights etc. Common stock is the recipient of the residual income of the corporation. Common stockholders are in an uncertain position about dividends, capital gains and residual claim. Therefore, common stockholders must bear the greatest risk. Common stock is suitable for the investor who wants to take high risk and return and for a long period too.

The certificate states the number of shares purchased and their values per share (Bhalla, 1997).

2.1.3 Meaning of risk 

Different investors define risk in different ways. In general, risk can be defined as the likelihood that actual return from an investment will be less than the forecast return. Stated differently, it is the variability of return from an investment. (Hampton, 1998)

“The observe difference in both the levels and variability of the rate of return across securities are indicative of the underlying risk and return relation in the market.”(Loric,Dodd and Kimpton, 1985).

Risk is defined in the Webster’s dictionary “as a hazard a peril: exposure to loss of injury”. Thus, risk refers to chance that some unfavorable events may occur. If we bet on the horses, we are risking our money. If we invest in speculative stocks we are taking a kind of risks in a hope of making appreciable returns. (Brigham, Capeskin and Erhards, 2001)

In real sense, risk is the chance of losing future return and investment amount in future. Assets having great chance of loss are viewed as more risky than lesser chance of loss. More formally, the term risk is used interchangeably with uncertainty to refer the variability of return associated with the given assets.

Beta coefficient

This is a mathematical value that measures the risk of one asset in term of its effect on the risk of group of assets called portfolio. It is concerned solely with market related risk as would be the concern for the investor holding stocks and bonds. It is derived mathematically so that a high beta indicates a high level of risk and low beta represents a low level of risk. Mathematically, "" denotes it. 

Standard Deviation

This is a measurement of the dispersion of forecast returns when such returns approximate a normal probability distribution. It is a statistical concept and is widely used to measure risk from holding a single asset. The standard deviation is derives so that a high standard deviation represents a large dispersion of return and is a high risk and vice versa. Mathematically, it is denoted by 

Subjective estimates

A subjective risk measure occurs when qualitative rather than quantitative measures are used to measure dispersion. We will use the definition of risk that deals with dispersion of return. We will also note that mathematical approaches can be used to estimate such dispersion.



2.1.4 Sources of Investment Risk

Every investment involves uncertainty. Uncertainties make future investment returns risky. The sources of uncertainty that contribute to investment risk are as follows: (Clark, 1997:308).

Interest Rate Risk

It is the potential variability of return caused by changes in the market interest rates. If market interest rates rise, then, investments' values and market prices will fall, and vice versa.



Purchasing Power Risk

Purchasing power risk is the variability of return and investor suffers because of inflation. Economists measure the rate of inflation by using a price index. The consumer price index (CPI) is a popular price index in the United States. The percentage change in the CPI is widely followed measure, of the rate of inflation.

Bull – Bear Market Risk

The risk arises from the variability in market returns resulting from alternating bull and bear market forces.

When a security index rises fairly consistently from a low point, called a trough, for a period of time, this upward trend is called a bull market. The bull market ends when the market index reaches a peak and starts a downward trend. The period during which the market declines to the next trough is called a bear market.

Default Risk

It is the portion of an investment's total risk that results from changes in the financial integrity of the investment.

Liquidity Risk

Liquidity risk is associated with uncertainty created by the inability to sell the investment quickly or cash. The return variability will increase if price discount and sales commission are to be given in order to liquidate assets in time. The less the liquidity, the greater will be the risk. So, two factors price and time are associated with liquidity. 



Call – Ability Risk

Some bonds and preferred stocks are issued with a provision that allows the issuer to call them in for repurchase.

The portion of a security's total variability of return that derives from the possibility that the issue may be called is the call-ability risk.





Convertibility Risk

Convertibility risk is that portion of the total variability of return from a convertible bond or convertible preferred stock that reflects the possibility that the investment may be converted into the issuer’s common stock at a time or under terms harmful to the investor’s best interests.

Political Risk

The portion of an asset's total variability of return caused by changes in the political environment that affect the asset's market value.

Industry Risk

An industry is a group of companies that complete with each other to market a homogenous product. Industry risk is that portion of an investment's total variability of return caused by events that affect the products and firms that make up an industry.

2.1.5 Types of Risk

Systematic Risk

Systematic risk is the portion of the total risk of an individual security caused by market factors that simultaneously affect the prices of all securities. It can't be diversified away. It is also called market risk or unavoidable risk or non- diversifiable risk or beta risk. It stem from factors, which systematically affect all firms, such as war, inflation, recession, high interest rates, depressions, and long-term changes in consumption in the economy.

Unsystematic Risk

Unsystematic risk is unique to a particular company or industry. It is independent of economic, political and other factor that affect all securities in systematic manner. A wild cat risk may affect only one company a new competitor may begin to produce essentially the same product or a technological breakthrough can make an existing product absolute. "For most stocks, unsystematic risk accounts for between 60 to 70 percent of stocks total risk or standard deviation (Van Horne and Wachowicz, 1995:91).

The relationship among systematic, unsystematic and total risk are shown below.

Total risk (σj) = Systematic Risk + Unsystematic Risk

Systematic Risk and unsystematic Risk can be written as

Systematic Risk (SR) 

 

Where,

SR = Systematic Risk

= Covariace of Stock j and Market Return

 = Standard Deviation of Market

Unsystematic Risk (USR)

USR = 

 = Standard Deviation of Stock j

Proportion of SR =  

Where, 

TR = Total Risk

Proportion of USR= 1- proportion of SR

[image: bo 1]

Where, systematic risk = σj Pjm and unsystematic risk = σj (1-Pjm). Here Pjm is the Correlation coefficient between the return of given stock (j)k and the return on market portfolio.

However by diversification, unsystematic risk can be reduced and ever eliminated if diversification is efficient. Therefore, not all the risk involved in holding a stock is relevant since part of their risk can be diversified away. The important risk of stocks is its unavoidable systematic risk. Investor will be compensated for bearing this systematic risk. They should not however expect the market to provide may extra compensation for bearing avoidable risk. It is the large that lies behind Capital Assets Pricing Model (CAPM).



 2.1.6 Meaning of return

The meaning of return is defined as different investors. The rate of return from capital investment is a concept that has different meaning to different investors. Some competitive seek near term cash inflow and give less value to more distant returns. Return can be expressed by cash dividend or capital gain or loss. Still some investors measure return using financial ratios. Single holding period return may be defined as all possible future cash flows that can be earned holding securities up to holding period. It can be also defined as the changes in the value plus any cash distribution expressed as a percentage of the beginning of the period of investment value. An investor can obtain two kind of income from the investment is a share or bonds. They are as follows:

1. Income from price appreciation or losses from price depreciation. It is called capital losses and gain.

2. Cash flows income from cash dividend or coupon interest payment.



Return shows financial position of any organization. The company position of any organization may be better if it has higher return. Return is rewards for an investor from his or her organization. Investors always want to maximize expected return subject to their tolerance for risk. Return is motivating forces and it is the key method available to investors in capering investment alternatives. Realized rate of and expected rate of return which are often used in language of investment. Realized rate of return is after the fact return that was earned or it is the historical return.

The return on investment can be measured as the total gain and losses expressed on the behalf of owner over the given period of time. It is commonly stated as the change in value plus any cash distribution expressed as percentage of the beginning period investment value. The expression for calculating the rate of return (Ks) earned any assets over the period (t) is commonly defined as





Kt = 

Where,

	Kt = actual or expected or realized rate of return

	Pt = price or value of asset at time (t) or beginning price

Pt-1 = price or value of assets at time t-1 or ending price

Ct = cash flows received from the investment in the time period t-1 to t

2.1.7 Expected rate of return

The expected rate of return or holding period return is based upon the expected cash receipts over the holding period and expected ending or selling price. Depending upon the assumption made about cash receipts and ending price, a number of expected returns rate are possible. These possible rates estimated by the investors are summarized in the expected rate of return. According to (Cheney and Moses, 1995) “the expected rate of return must be greater or equal to the required rate of return in order for the investor to find the investment acceptable.”

2.1.8 Relationship between Risk and Return

The expected return from any investment proposal will be linked in fundamental relationship to the degree of risk in the proposal. In order to be acceptable a higher risk proposal must offer a higher forecast return than lower risk proposal (Hampton, 1996:341).

"The observe difference in both the levels and variability of the rate of return across securities are indicative of the underlying risk and relation in the market" (Loric, Dodd and Kempton, 1985:1029).

Generally, there is a positive relationship between rate or return and risk. It means an investor can usually attain more return by selecting dominant assets that involve more risk. While it is not always true that a riskier asset will pay a higher average rate of return, it is usually. The reason is that investors are risk averse. As a result, high-risk assets must offer investors' high return to induce them to make the riskier investment normally; investors are likely to prefer more return and less risk. It means investors will not choose an investment that guarantee less return when investments promising higher returns in the same level of risk class are readily available.

2.1.9 Portfolio

A portfolio is a combination of investment assets. The portfolio is the holding of securities and investment in financial assets i.e. bond, stock. Portfolio management is related to the efficient portfolio investment in financial assets. It has following two types of objective.

1. Primary objectives 

a. To maximize return

b. To minimize risk

2. Secondary objectives

a. Regular return	b. Stable income	c. Appreciation of capital	    

d. Easy marketability e. Easy marketability	f. Safety of investment

g. Tax benefits

2.1.10 Capital Asset Pricing Model (CAPM)

CAPM provides a framework for measuring the systematic risk of an individual security and relate it to the systematic risk of well diversified portfolio. CAPM is used in finance frequently to analyze the relationship between the risk and rate of return. The conclusion of the CAPM is: the relevant risk of an individual stock is contribution to risk of a well-diversified portfolio.

Indeed, in 1990 AD, the greatest world prize the Nobel Prize was awarded to the developers of CAPM, Professor Harry Markowitz and William F. Sharpe. In the context of CAPM, the risk of individual security is defined as the volatility of the security returns vis-à-vis the return of market portfolio. CAPM is simple concept and has real world applicability. The model describes the relationship between risk and return or expected return. In this model, a security’s expected return is the risk free rate plus a premium based on systematic risk of the security. Beta coefficient is the heart of CAPM model. It is the better measure of risk, the most important aspect of risk is the overall risk significantly affects investment opportunities and even more important, the owner wealth. The basic theory that links together risk and return for all assets is called Capital Asset Pricing Model. The CAPM equation on security market line (SML) is usually written as:

		E (RJ) = RF + βJ [E (RM) - RF ]

 	Where,

		E (RJ) = the required rate of return on the assets

		RF        = the rate of return of risk free assets

		E (RM) = the expected or ex-ante return on the market portfolio

βJ            = a measure of the non-diversifiable risk of the Jth  security called assets beta. It can be calculated as 





βJ  =   

Where, 

	COV (RJ RM) = covariance between risk free return and market return

	VAR (RM) = variance of market returns

There are some assumptions under the CAPM model. According to (Sharpe, Alex, and Bailey 1998) has outlines eight assumptions as follows.

1. Investors evaluate portfolio by looking at the expected return and standard deviation of the portfolio over one period horizon.

2. Individual assets are infinitely divisible. It implies that an investor can buy a fraction of a share of s/he so desires.

3. There is a risk free rate at which an investor may lend i.e. invest money or borrow money.

4. Taxes and transaction costs are irrelevant.

5. All the investors have the same one person horizon.

6. The risk free rate is the same for all investors.

7. Information is freely and instantly available to all the investors.

8. Investors are homogenous expectations. It implies that everyone has same perception in regard to the expected returns, standard deviation and covariance of the securities.

CAPM provides a measure of risk and return. The systematic risk or market risk of a security is measured in term of its sensitivity to the market movement. This sensitivity is referred to security’s Beta (β). Beta reflects systematic risk that cannot be eliminated. Investor can eliminate unsystematic risk when they invest their wealth in a well-diversified portfolio. A beta of 1.00 indicates average level of risk while more than 1.00 means risk more than market portfolio. A zero beta coefficient means no risk. The graphical presentation of CAPM is called the Security Market Line (SML).  





2.1.11 Over, under and fairly pricing of securities

The securities can be either underpriced or overpriced. It can be known calculating through required rate of return and average rate of return. When average return exceeds the excepted return then, the securities is underpriced and vice versa. Required rate of return can be used as a discounting factor to determine the intrinsic value of stock. It means there is inverse relationship between required rate of return and intrinsic value of stock.



2.2 Reviews of journals articles

In the field of finance in Nepal it is very difficult to get advanced and research based journal. There are very limited numbers of journals available in the subject of management and it is also hard to find any article in the subject matter of finance. Almost no articles about the risk and return analysis on common stock investment are found. Hence some foreign well known recently published journals of finance has been reviewed here. However, it helps to build the conceptual framework on this topic.

An article entitled "Expected Return, Realized Returns and Assets Pricing Tests" by Edwin J. Elton as journal of finance in the year 1999 is relevant to this study. In this proper he points out the fundamental issues in finance like that what the factors are that affect expected return on assets, the sensitivity of expected return to those factors, and the reward for bearing this sensitivity. There is along history of testing in this area and it is clearly one of the most investigated assess in finance.

Almost all of the testing being aware of using realized returns as a process for expected returns. The sue of a average realized relies on a belief that information surprises tent to out over the period of a study and realized returns are therefore an unbiased estimate of expected returns. However, he believes that there is ample evidence that there is ample evidence that this belief is misplaced. There are period's longer than 10 years during which stock market realized returns are one average less than the risk free rate (1973 to 1984). There are periods longer than 50 years in which risk long term bonds on average underperform the risk free rate (1927 to 1981). Having a risky asset with expected return above the risk less rate is an extremely weak condition for realized returns to be an appropriate process for expected return, and 11 and 50 years is an awful longtime for such a weak condition not to be satisfied. In the recent past, the United States has had stock market returns of higher than 30% per year while Asian Markets have had negative returns (Elton, 1999:26).

The journal of finance, published by American Finance Association for many decades is taken into account. In its recent volume of August 1999, an article "Local Return factors and Turnover in Emerging Stock Markets" by K Greet Rouwenhast. This paper examines the sources of return variation in emerging stock markets. Compared to the developed markets the correlation between most emerging market and stock market has been historically low and until recently many emerging country restricted investment by foreign investor.

He attempts two set of question to answer. The first set of three questions concern the existence of expected return premiums. (i) Do the factors that explain expected return difference in developed equity markets also describe the cross section or expected returns of emerging market firms?(ii) Are the returns factors in Emerging markets primarily local or they have global components as well? (iii) How does the emerging market evidence contribute to the international evidence form developed markets that similar return factors are present in markets around the world? The set of questions of the paper include, (iv) is there a cross sectional relation between liquidity and average, returns in emerging markets? Are the return factors in emerging markets cross sectional correlated with liquidity?

Total returns are calculated in the sum of the dividend return and price appreciation using prices scaled by a capital adjustment factor, which the IFC computers to correct for price effects associated with stock splits, stock dividends and rights issues. Many emerging market have firms with multiple share assess are treated as a single value weighted portfolio of the outstanding equity securities (Rouwenhorst, 1999:1442-1443).

In this proper Roowenhorst has been made detail analysis of the data and he interprets the result in each section. Lastly, he has concluded his findings as "The first conclusion is that the return factors in emerging markets are qualitatively similar to those in developed markets: Small stocks outperform growth stocks and emerging market stocks exhibit momentums. There is no evidence that local market betas are associated with average returns. The low correlation between the country return factors suggest that the premium have a strong local character. Furthermore, global exposure cannot explain the average factor returns of merging market. This is little evidence that the correlation between the local factor portfolios have increase, which suggests that the factors responsible for the increase of emerging market country correlation are separated from those drives the difference between expected return within these markets. A Bayesian analysis of Premiums in developed and emerging markets shows that unless one has strong prior belief to the contrary. The empirical evidence favors the hypotheses that size, momentum and values strategies are compensated for in expected returns around the world. Finally, the paper documents the relationship between expected returns and share turnover and examines the turnover characteristics of the local factors portfolios. There is no evidence of relation between expected returns and turnover, in emerging markets. However, beta, size momentum and value are positively cross sectionally correlated with turnover in emerging markets. This suggests that return premium do not simply reflect a compensation for liquidity (Rouwenhorst, 1999:1462).

After reviewing, an article entitled American Association of Individual Investors, Investing basis reveals importance to understand how personal circumstance affect investment decision. (If these factors make no difference we could simply publish one suggested portfolio for everyone to follow). Investment profile is the beginning of the asset allocation process, which consists of dividing portfolio among the major asset categories of stocks, bonds and cash. The asset allocation decision will have a far more effect on portfolio return.

Make allocation decision with the major categories. For instance stock portfolio can be divided among large capitalization stock, small capitalization stocks and international stocks. Once these decisions are reached, you will be ready to make selection among the various investment options. Lastly, once you have set up your investment portfolio you must monitor it, making changes when appropriate

Every investor wants the highest assured return possible. Both as we have seen, returns are not certain and different investors have varying degree of uncertainty that they are willing accept.

In order to reduce overall risk, it is the best to follow diversification of assets that are not related. "The technical term for this is not putting all your eggs in one basket". In that way if you trip, you won’t break all the eggs. The creation of a portfolio by combining two assets that behave exactly the some way cannot reduce the portfolio's overall risk below the risk of the least risky asset.

Fluctuations expose you to wide uncertainty in your overall returns and even to the risk of permanent loss of principal. CAPM is an effective model in finance but it is not far off from argument. It has also got it good points as well as bad points.

It tells us where to invest, how to invest and what discount rate to use for project cash flows. Not only that, it is a disarmingly simple model. The expected return of a security depends upon a simple statistics. The relationship between risk and return is linear. Calculation of portfolio risk trivial at the sometime, the CAPM is revolutionary. It tells us that the variance of a project is not a factor in determining the appropriate risk adjusted rate. It turns financial research from roll-up-your sleeves fundamental analysis into a statistical problem. In short, the CAPM turned Wall Street on its head.



2.3 Review of thesis 

Mishra (2001) analyzed risk and return on common stock investment of commercial bank in Nepal with special reference to five listed commercial banks. The main objective of the study was to promote and distribution of the securities and purchase, sales or exchange of securities. He also tried to render contribution to the development of capital market by making securities transaction fair, healthy, efficient and responsible. In this study, the researcher has used mathematical tools that are expected return, standard deviation, coefficient of variance, dividend per share, portfolio return beta coefficient, required rate of return. The period of the study was taken six years data from (2051-2057). On his study, it was notifies that there is positive correlation between risk and return. Character of the company, Nepalese capital market being inefficient, the price index itself is not sufficient to give the whole information about the prevailing market situation and the company. It was also noticed that investors do not have any idea about the producers of securities issuance. Neither company nor the stockbrokers transmit any information to the investor about the current market situation and hence it becomes different for a common investor to invest in the securities.

Mishra also has focused that Nepalese banks and government should try to promote healthy practices so that the stockbrokers do not give false information to the investor for their personal benefit, which is a common practice in Nepal. Investors should get regular information about the systematic risk (beta), return on equity and P/E ratio of various listed companies in the same way as it has given in economies times of companies listed in Indian stock exchange.

Upadhaya (2001) conducted a research entitled risk and return on common stock investment of commercial banks in Nepal. His research study is based on descriptive and analytical research design, which covers the five years period from 1994-1999. The main objective of the study was to analyze the risk and return of the common stock of commercial banks in Nepalese stock market, the study focused on the common stock of commercial banks, one of the objectives that are related to this study was to evaluate common stock of listed commercial banks in term of risk and return. The major finding of the study is that expected return on the common stock of the NGBL has maximum, which is very high rate of return. Other common stock of living higher return of NBBL and EBL with more than 59 percent expected return. Expected return of NABIL is least risky. Mr. Upadhaya has focused on changing environment of Nepalese business and economy but did not focus on relationship between closing MPS and EPS.

Manilata Manandhar (2003) in her study “Analysis of Risk and Return analysis on Common Stock Investment” with special reference to five listed commercial banks. The main objective of the study is to examine risk and return of common stock in Nepalese stock market, the study is focused on the common stock of commercial banks.

In her findings “Banking industry is the biggest one in F/Y 057/058 in terms of market capitalization and turnover expected return of the common stock of BOKL is maximum (i.e. 1.1267) due to effect of unrealistic annual return and Capital Structure of NIBL is found minimum. In the context of industries, expected return on banking sector (i.e. 67.39) is highest and other sector is the least (0.65%). Expect NIBL, other banks other banks common stocks are more volatile (aggressive with market stocks). All banks in the study are said to be underpriced. Capital Structure of BOKL is most risky and Capital Structure is least risky.

Followings are the findings of Mrs. Manandhar's Study

I. Stocks have greater volatility risk than other investment, which take a random and unpredictable path. Stock market is risky in the short term and it is necessary to prepare the investors for it.

II. One of the most important things to consider when choosing investment strength is the balance between risk and return that you are comfortable with 

III. Investors should diversify their fund to reduce risk with the help of optimal portfolio concept.

IV. It is better to say something that is going up and sell something that is going down.

V. Investor’s attitude, perception and risk handling capacity also play essential role is rational investment decision.

Tamang (2003) has a study on risk and return analysis of commercial banks in Nepal. The main objectives of the study is to determine whether the share of the commercial banks are correctly priced or not by analyzing the required rate of return using the capital asset pricing model also to measure the systematic and unsystematic risk of the commercial banks. In this study, the researcher has used mathematical tools i.e. market model, single period return, expected rate of return, standard deviation, coefficient of variation, beta coefficient (B). The period of the study has taken 5 years data from 1996-2001. The major finding of the study, the systematic risk of Nepal Arab bank has the highest unsystematic risk but total risk or variance of Bangladesh is the highest i.e. 10 percent. From the study, it was also found that the shares of Nepalese commercial banks are heavily trade in NEPSE. None of the bank’s shares price are correctly priced.

2.4 Review of other independent studies in Nepal 

Very few independent studies can be found in the topics of finance. Specifically, it is rare in the case of this research topic, risk and return analysis. However, the available independent studies which are related to the Nepalese stock market and about shareholders democracy are reviewed here.

The study carried out by professor Dr. Manohar Krishna Shrestha (1995) in the title of “Shareholder’s Democracy and Annual General meeting feedback” is reviewed here Dr. Shrestha prefers to consider this book as assemblage of opinions which he had express in different occasions of various annual general meeting where he has critically analyzed the situation of common stock investors and the situations that is not improving till date.

The content of the book have been divided into two parts. The first part includes views on the rights of the shareholders regarding how they can exercise them in democratic perspective, whereas the second part consists of feedback and the issues raised by shareholders at different annual general meeting of the public limited companies and financial institutions. 

Writer has found the overall shareholders democracy in terms of the protection of their interest, is basically focused on the payment of satisfactory wealth by appreciating the value or share they hold.

“In many cases the existing authoritarian mentality of management seems to have not considered the shareholders in deciding managerial plans and policies. Top level decision often by pass the interest of shareholders. As the management lacks serious concerns about the protection of shareholders rights and expectations. The annual general meeting has become a plate-form for shareholders to express their opinions and grievance in front of the management and board of directors.

Many general meeting feedback reveal no serious response so the feelings of shareholders. Thus it reflects unwillingness of the management and broad of director to change their traditionally held activities towards shareholders.

Dr. Shrestha has expressed his deep concern to the government for not taking my initiative formulating the separate act which protects the shareholders right despite the increase in population of shareholders in Nepal and questioned the need of separate act are regarding the protection of shareholders right.

He has further quoted as writing company and other acts relating to financial and industrial sector have provisioned rights of the shareholders as: (1) voting rights, (2) participation in general meeting, (3) rights of getting information, (4) Electing as aboard of director, (5) participation in the profit and loss of the company, (6) transferring share, (7) priory representation.

The collective rights or the shareholders are

1) Amend the internal by laws

2) Authorized the sales of assets

3) Enter into merger

4) Change amount of authorized capital

As reviewed above, Nepalese stock being in emerging state; study conducted previously in Nepal in relation with the subject was no in specific issues but in broad manner.

An article published in business age by Nawaraj Pokharel (Oct.-Nov. 1999) “Stock Market doing Pretty Well” is reviewed here.

In this article he has that the investment on the shares of manufacturing and processing was more attractive than of the banks. He found that the share of individual companies showed very good performance from October 1998 to 1999. NEPSE index showed upward trend for all the shares in this period. He gave following reasons behind the appreciation of share price.

· Companies have rewarded shareholders.

· Reduction of interest rate of money market.

· Healthy speculation and loan has made the market interesting by providing loan to the stock investors their share as collateral.

· Investors are appearing more rational in their investment decision.

Finally, the concludes that the capital market needs more infrastructure investment than institution investment once the required infrastructure can facilitate the market, the size of the market could be made even bigger by introducing new instruments such as government bonds.

Next here is an article published in business age magazine by Atma Ram Ghimire (June 2001) “Nepal share market and investors prospect”. In this study he has

pointed out some important trends our capital market. He has concluded that the Nepalese share price is decreasing because of many unbalanced factors. The major reason behind the movement in the index is the domination of the banking sector script in the Nepalese stock market transactions. Mismanagement practices cannot help the growth of share market. The general public has invested recklessly. They just believe what one broker or the investor says about scrip. One of the prime motives for the investment is to earn return on it. Finally he concludes that the general investors should be alert and aware of the situation. They must receive the financial information before they make investment and act rationally.

Similarly, Narayan Prasad Poudel (2001) also carried out another study in a topic of “Investing in shares of Return and Risk elements”. The study was based on the data collected for eight banks from mid July 2001. The main objectives of the study was to determine whether the shares of commercial banks in Nepal are over or under priced by analyzing risk and return characteristics of the individual share.

Mr. Poudel summarized the following finding:

I. Most of the individual share’s appeared to be defensive as beta coefficients were les that on low data shares were less volatile than market as a whole. Only the return of share of Bank of Kathmandu had beta coefficient of greater than one, indicating that the share was more risky than the market.

II. Nepal Arab Bank Ltd., Nepal Indosuez Bank Ltd., Himalayan Bank Ltd. Had higher expected equilibrium return than expected rate or return. And standard Chartered Bank Ltd., Nepal SBI Bank Ltd., Nepal Bangladesh Bank Ltd., Bank of Kathmandu Ltd. Had lower equilibrium return than expected rate or return.

III. From this study we get Nepal Arab Bank Ltd., Nepal Indosuez Bank Ltd. and Himalayan Bank Ltd. was overpriced and other were underpriced.



2.6 Research Gap  

Large number of research is available bearing the same topic, “Risk and Return Analysis of common stock in Commercial Banks in Nepal”. Previous research focused mainly on the portfolio investment bur this study is based on quantitative data based research. It is composed of both parts of technical aspect and logical aspect of historical data. Research is systematic and organized effort to investigate specific problem that needs a solution. This process of investigation involves a series of well throughout activities of gathering, recording, classifying and interpreting the data with the purpose of finding the answer to the problem. The present researcher tries to draw insights from them. However, the researcher will sustain gap by covering the relevant data and information. This study has taken five years latest data 2012/13 to 2016/17 which is relevant in present situation to analyze the risk and return which is lacked by previous research.







































CHAPTER – III

                       RESEARCH METHODOLOGY                  . 

This chapter includes entire aspects of the study, focus of data, data gathering instrument and procedure, data tabulation and processing and method of analysis.

3.1 Research design

The present study is based on descriptive and analytical research design. Descriptive research design is used to describe the relationship between risk and return from tables, graphs, trend lines, and figures with basic calculation of present collected data. Similarly analytical research design is used to analyze the standard deviation, correlation coefficient, coefficient of variation, beta coefficient, risk premium, expected return, and average rate of return, of sampled banks. Analytical research design evaluates the present data clearly. The study has been carried out the five years periods from 2012/13 to 2016/17.

3.2 Population and sample

Total population of the study is 28 commercial banks listed in NEPSE which are taken on the basis of listed years of commercial banks. The study is carried out those commercial banks which are listed before 15th July 1998 A.D. in NEPSE. For research purpose, Himalayan Bank Ltd, Everest Bank Ltd, Nabil Bank Ltd and Nepal Investment Bank Ltd are selected for comparative study. These banks have the large volume of transactions and they also have many branches in different sectors of the country. So, the large numbers of employees are also involved in commercial banks. Therefore, the present study could not cover all the employees of selected banks. However, the researcher tried to cover as many employees as possible.



3.3 Nature and sources of data

All the data necessary for the research will be collected from secondary sources. Data related to market prices of shares (MPS), movement of NEPSE index and etc will be taken from the trading report published by NEPSE, other relevant data will be collected from individual banks, Security Board of Nepal (Thapathali) and from their web sites.



 The collection procedure is summarized below: -

I. Trading manual published by Nepal Stock Exchange Limited.

II. Related URL

III. Materials published in Newspapers and Magazines.

IV. Other related journals, periodicals, books and booklets.

V. Central library Tribhuvan University, Shanker Dev Campus library.



3.4 Data analysis tools

All the data are presented and analyzed to fulfill the objectives developed in the introduction chapter to illustrate the research. Worksheets and figures have been used for the data presentation to evaluate risk and returns. Categorically, the present study has used financial and statistical tools.

3.4.1 Financial tools

3.4.1.1 CAPM or Security Market Line (SML)

Using CAPM, the investors can estimate the required rate of return of the stock. The intrinsic value of the stock is inversely relates to the required rate of return. Other thing remaining the same, the higher the required rate of return will lower the intrinsic value of the stock. CAPM helps for pricing implication of common stock.

The relationship between as asset return and its systematic risk can be expressed by CAPM, which is also called security market line showing the relationship between the systematic risk index (beta) and the required rate of return. The equation for the CAPM or SML is 

		

      Where,                                                                                                               

              = Required rate of return of an asset

= Risk free rate

            E (rM) =Expected market rate of return

   = Asset's beta

3.4.1.2 Risk premium

Risk premium is a reward for bearing risk. In other word, risk premium as the different between the return on a risky investment and that a risk free investment. To calculate risk premium, Treasury bill rates (TBs) has been used as a risk free rate. Treasury bills are short term government securities. It can buy and sold any time, thus, they have liquidity. Also, they don’t have the default risk. Treasury bills are also called risk free securities where variation is always zero. For the study, Treasury bills period has taken 364 days. The equation of risk premium can be as follows:

Risk premium = RJ - RF

Where,

RJ = year end return on risky assets

RF = return of risk free assets

3.4.1.3 The expected rate of return

The expected rate of return is the expected after tax increase in the value of initial investment over the holding period. The overall tax of return can be decomposed into capital appreciation and dividend components. Capital appreciation is the difference between investor’s end of period price and the beginning of period price.

Single holding period return refers to the one year holding period return. Thus, the expected on realized or ex-post rate of return can be calculated as follows:





Expected rate of return () = 

3.4.1.4 Beta Coefficient (β)

Beta coefficient shows the market sensitivity of stock. The Higher the beta, higher the sensitivity and reaction to the market movement. Beta coefficient of a particular stock will be less than equal or more than 1, but the beta for market will be always 1.



βj = 





 = 

Where,

βj= Beta coefficient of stock j.



 = Covariance between return on stock j and return on market. 



= Variance of market return.

3.4.1.5 Systematic risk

It gives us the proportion of risk that cannot be diversified away. In other words, it is the out of control of management. So it is called un-diversifiable risk. It can be calculated as follows,



Systematic risk = 

3.4.1.6 Unsystematic risk

It gives us the proportion of risk that can be diversified away. In other words, it is the under the control of management. So, it is called diversifiable risk. It can be calculated as follows,

	Unsystematic risk = total risk (variance) – systematic risk

3.4.1.7 Correlation coefficient

Correlation coefficient is the relationship between two variables where one variable is independent and other variables are dependent. Correlation coefficient always lies in the range of +1 to -1. Karl Pearson’s method is used to calculate correlation coefficient. A positive correlation coefficient indicates that the returns from two securities generally move in the same direction or vice-versa. Correlation is used to test the significant relationship between risk and expected return.  It can be calculates as follows,



Where,

	= Correlation Coefficient for assets i and j

= Covariance between return on assets i and j

	= Standard deviation of return for assets j

	= Standard deviation of return for assets j

         



3.4.2 Statistical tools

3.4.2.1 Average rate of return

Average rate of return is calculated by using the air thematic mean instead of geometric mean.                





[bookmark: OLE_LINK1]Average rate of return ( ) = 

      Where,

     	∑ RJ = summation of all annual reports

	N = number of the observation (year)

3.4.2.2 The standard deviation

It is quantitative measure of the total risk of assets. It provides more information about the risk of the assets. It is a measure of the dispersion of returns around the mean. The formula for calculating the standard deviation is,



Where,

          σt = standard deviation of return on stock t during the time period n

rt =  rate of return on stock t 

 = the average rate of return

n = number of observation





3.4.2.3 The coefficient of variation (CV)

The coefficient of variation is the ratio of the standard deviation of a distribution to mean of the distribution. It is a measure of relative risk. The formula for calculating coefficient of variation is, 



                                 





























CHAPTER – IV

RESULTS



This chapter includes analysis of data collected and their presentation. In this chapter the effort has been made to analyze “Risk and Return on Common Stock Investment of Commercial Banks of Nepal’. Detail data of MPS, EPS, P/E ratio and dividend of each bank and NEPSE index and their interpretation and analyses is done with reference to the various reading and literature review in the preceding chapter effort is made to analyze and diagnose the recent Nepalese stock market movement, with a special reference to the listed commercial banks. The analysis of data consists of organizing tabulating and assessing financial and statistical result from different tables and diagrams are drawn to make the result more simple and under study.



4.1	Analysis of Individual Commercial Banks

The study is focused on analyzing the common stock of listed commercial banks       separately as the scope of the study concentrated only on listed commercial banks of Nepal. There are currently 28 commercial banks in operation in Nepal and among them only 24 are listed in NEPSE. Among them 4 commercial banks are taken as a sample for the study. They are Nabil Bank Limited (NABIL), Nepal Investment Bank Ltd. (NIBL), Himalayan Bank Ltd. (HBL) and Everest Bank Ltd. (EBL). Common stock of each listed commercial banks, their risk and return are analyzes are included in this study.



4.1.1 Nepal Investment Bank Limited (NIBL)

 Nepal Investment Bank Limited (NIBL), previously Nepal Indosuez Bank Ltd., was established in 1986 as a joint venture between Nepalese and French partners. The French partner (holding 50% of the capital) was Credit Agricole Indosuez, a subsidiary of one the largest banking groups in the world. I have taken 5 years data from 2012/13 to 2016/17 to analyze risk and return among the sample banks.



Table 4.1 Analysis of total dividend, MPS, EPS, DPS, P/E ratio of common stock of NIBL

		Years

		Closing

		Cash Dividend (Rs.)

		Stock Dividend (%)

		Total dividend

		Total Dividend (Rs.)

		EPS

		P/E Ratio



		

		MPS

		

		

		(%)

		

		

		



		2012/2013

		784

		25

		10

		40

		96.27

		46.2

		17



		2013/2014

		960

		25

		15

		34.74

		150.22

		40.7

		23.6



		2014/2015

		704

		1.74

		33

		41

		176.42

		30.9

		22.8



		2015/2016

		1040

		21

		20

		40

		194.33

		29.3

		35.5



		2016/2017

		770

		25

		15

		40

		125.43

		29.3

		26.3





Source: Annual Reports of NIBL

According to table 4.1, NIBL is paying cash and stock dividend every year.  The closing MPS is fluctuating from Rs.704 to Rs.1040. The P/E ratio of NIBL is maximum in the year 2015/16 i.e. 35.5 and minimum in the year 2012/13 i.e. 17. The EPS of this bank is decrease. The cash dividend is constant in three fiscal year and then decrease in 2014/15 i.e.1.74

Figure 4.1 Price movement of common stock of NIBL



Figure 4.1 shows the trend line of market price in several year of NIBL. It shows that the MPS is rapidly fluctuation between Rs.704 to Rs.1040. There is maximum price in the year 2015/16 i.e. Rs.1040 and minimum in the year 2014/15 i.e. Rs.704.



Table 4.2 Expected return ( ), Standard deviation () and Coefficient of variation (CV) of common stock of NIBL

		Year

		Closing MPS

		Total Dividend

		

		

		()2



		2012/2013

		784

		96.27

		-

		-

		 



		2013/2014

		960

		150.22

		0.4161

		0.1792

		0.03212



		2014/2015

		704

		176.42

		-0.0829

		-0.3198

		0.10226



		2015/2016

		1040

		194.33

		0.7533

		0.5164

		0.26671



		2016/2017

		770

		125.43

		-0.1390

		-0.3759

		0.14129



		

		

		

		0.9475

		 

		

              





Where

Pt = Ending price of the stock

Pt-1 = Beginning price of the stock

Dt = Cash dividend for time t.

Expected return ( ) =  = 

Standard deviation () = = 0.3682

Coefficient of variation (CV) =

On an average, bank is able to earn 23.69 percent return over the period. To get this return bank has to bear 36.82 percent of risk and coefficient of variation 1.5584 shows that to get one unit of return investor has to bear 1.5584 unit of risk

Figure 4.2 Annual Rate of return of C.S of NIBL



The figure 4.2 shows that the annual rate of return of C.S of NIBL show wide fluctuation ranging from -13.90 percent in 2016/17 to 75.33 percent in 2015/16. These fluctuations in return were caused by the volatility of share prices. The change in dividends also contributed to the variability of NIBL's rate of return.



4.1.2 Everest Bank Limited

EBL started its operation in 1994 with a view and objective of extending professionalized and efficient banking service to various segments of the country and society as well. The bank is providing customer friendly service through a network of 28 branches.

EBL is joint venture partner with Punjab National Bank holding 20 % of equity in the bank. The bank has been conferred with “Bank of the year 2006, Nepal” by the banker a publication of financial times, London.

Overall management of the bank is managed by foreign counterpart. Its total shareholder fund, issued and paid up capital is Rs. 1154.46 crore, Rs. 6,035,235,599 and Rs. 8,026,863,347 respectively. The par value per share is Rs. 100. It was listed on NEPSE in 1905 A.D.















Table 4.3 Analysis of total dividend, MPS, EPS, DPS, P/E ratio of common stock of EBL.

		Years

		Closing MPS

		Cash Dividend (Rs)

		Stock Dividend (%)

		Total dividend

(%)

		Total Dividend (Rs)

		EPS

		P/E Ratio



		

		

		

		

		

		

		

		



		2012/2013

		1591

		50

		40

		90

		504.57

		91.88

		17.32



		2013/2014

		2631

		50

		38

		88

		774.48

		86.04

		30.58



		2014/2015

		2120

		5

		25

		30

		429.00

		78.04

		27.17



		2015/2016

		3385

		0

		70

		70

		1393.82

		65.97

		51.31



		2016/2017

		1353

		0

		33

		33

		335.71

		44.42

		30.53





Source: Annual Reports of EBL

According to table 4.3, EBL is paying cash and stock dividend every year. There is not paying cash dividend in the 2015/16 ,2016/17.The highest total dividend is paid in the year 2015/16.The P/E ratio of EBL is maximum in the year 2015/16 i.e. 51.31 and minimum in the year 2012/13 i.e. 17.32. The closing MPS is maximum of Rs.3385 in the year 2015/16 and minimum of Rs.1353 in the year 2016/17.The cash dividend and EPS of this bank is decreasing during each fiscal year.

Figure 4.3 Price movement of common stock of EBL



Fig 4.1 shows the trend line of market price in several year of EBL. It shows that the MPS is rapidly fluctuation between Rs.1353 to Rs.3385. There is maximum price in the year 2015/16 i.e. Rs.3385 and minimum in the year 2016/17 i.e. Rs.1353.

                                                          

Table 4.4 Expected return ( ), Standard deviation () and Coefficient of variation (CV) of common stock of EBL

		Year

		Closing MPS

		Total Dividend

		

		

		()2



		

		

		

		

		

		



		2012/2013

		1591

		504.57

		-

		-

		 



		2013/2014

		2631

		774.48

		1.1405

		0.6749

		0.45546



		2014/2015

		2120

		429.00

		-0.0312

		-0.4968

		0.24676



		2015/2016

		3385

		1393.82

		1.2542

		0.7886

		0.62185



		2016/2017

		1353

		335.71

		-0.5011

		-0.9667

		0.93452



		 

		 

		 

		1.8623

		 

		         =2.2586                   







Where,

Pt = Ending price of the stock

Pt-1 = Beginning price of the stock

Dt = Cash dividend for time t.

Expected return ( ) = =

Standard deviation () = = = 0.7514

Coefficient of variation (CV) = =  = 1.6114

On an average, bank is able to earn 46.56 percent return over the period. To get this return bank has to bear only 75.14 percent of risk and coefficient of variation 1.6114 shows that to get one unit of return investor has to bear 1.6114 unit of risk.



Figure 4.4 Annual Rate of return of C.S of EBL



The figure 4.3 shows that the annual rate of return of C.S of EBL show wide fluctuation ranging from -50.11 percent in 2016/17 to 125.42 in 2015/16. These fluctuations in return were caused by the volatility of share prices and the change in dividend distributed by bank.

4.1.3 Himalayan Bank Limited

HBL was established in 1993 in joint venture with Habib Bank Limited of Pakistan, with the Bank’s main objective to become the bank of first choice. HBL starting banking service from employees Provident Fund Building at Thamel, Kathmandu, HBL currently has country wide network of 47 branches to provide high reliable modern banking services to its customers across Nepal. The authorized and paid of capital is Rs.120 million and Rs.60 million respectively. HBL has earned a named for itself for innovations in merchandising and customer services and introducing new banking products in Nepal. The par value of per share is Rs.100. The bank was listed in NEPSE in 2050/03/21 (1993 A.D.) 







Table 4.5 Analysis of total dividend, MPS, EPS, DPS, P/E ratio of common stock of HBL.

		Years

		Closing

		Cash Dividend (Rs)

		Stock Dividend (%)

		Total dividend

		Total Dividend (Rs)

		EPS

		P/E Ratio



		

		MPS

		

		

		(%)

		

		

		



		2012/2013

		700

		10

		5

		15

		43.33

		34.19

		20.47



		2013/2014

		941

		6.05

		15

		21.05

		128.79

		33.1

		28.43



		2014/2015

		813

		7.11

		35

		42.11

		217.89

		33.37

		24.36



		2015/2016

		1500

		1.58

		30

		31.58

		347.73

		43.03

		34.86



		2016/2017

		886

		1.32

		25

		25

		177.20

		33.55

		26.32





Source: Annual Reports of HBL

According to table 4.5, HBL is paying cash and stock dividend every year. The highest total dividend is paid in the year 2015/16. The P/E ratio of HBL is maximum in the year 2015/16 i.e. 34.86 and minimum in the year 2012l13 i.e. 20.47. The closing MPS is maximum of Rs.1500 in the year 2015/16 and minimum of Rs.700 in the year 2012/13.

Figure 4.3 Price movement of common stock of HBL



Fig 4.3 shows the trend line of market price in several year of HBL. It shows that the MPS is continuously increasing from 2014/15 to 2015/16 and reach the maximum price Rs. 1500 then gradually decline to Rs 886 in 2016/17.

Table 4.6 Expected return ( ), Standard deviation () and Coefficient of variation (CV) of common stock of HBL

		Year

		Closing MPS

		Total Dividend

		

		

		()2



		

		

		

		

		

		



		2012/2013

		700

		43.33

		-

		-

		 



		2013/2014

		941

		128.79

		0.5283

		0.1269

		0.01611



		2014/2015

		813

		217.89

		0.0955

		-0.3058

		0.09352



		2015/2016

		1500

		347.73

		1.2727

		0.8714

		0.75934



		2016/2017

		886

		177.20

		-0.2912

		-0.6925

		0.47960



		 

		 

		 

		1.6053

		 

		                            =   1.34858







Where,

Pt = Ending price of the stock

Pt-1 = Beginning price of the stock

Dt = Cash dividend for time t.

Expected return ( ) = = 0.4013

Standard deviation () = =  = 0.5806

Coefficient of variation (CV) = =  = 1.4468

On an average, bank is able to earn 40.13 percent return over the period. To get this return bank has to bear only 0.5806 percent of risk and coefficient of variation 1.4468 shows that to get one percent of return investor has to bear 1.4468 percent of risk.







Figure 4.4 Annual Rate of return of C.S of HBL



The figure 4.4 shows that the annual rate of return of C.S of HBL.  It shows fluctuation ranging from 29.02 percent in 2016/17 to 127.27 in 2015/16. These fluctuations in return were caused by the volatility of share price and change in dividends.

4.1.4 Nabil Bank Limited

Nabil bank is a milestone in the Nepalese banking industry that not only commenced private sector banking but also helped to flourish the industry through the introduction of modern technologies, innovate customer focused products and efficient processes. Private sector banking in Nepal date back to 1984 A.D that budded with establishment of Nabil Bank. The loan catering the specific needs of business sector were not offered, instead all loans were backed up by collateral (either land or building).











Table 4.7 Analysis of total dividend, MPS, EPS, DPS, P/E ratio of common stock of NABIL.

		Years

		Closing

		Cash Dividend (Rs)

		Stock Dividend (%)

		Total dividend

		Total Dividend (Rs)

		EPS

		P/E Ratio



		

		MPS

		

		

		(%)

		

		

		



		2012/2013

		1815

		40

		25

		65

		403.00

		91.05

		19.08



		2013/2014

		2535

		45

		20

		65

		467.50

		83.68

		30.29



		2014/2015

		1910

		6.84

		30

		36.84

		447.61

		57.24

		33.37



		2015/2016

		2344

		15

		30

		45

		555.92

		59.27

		39.55



		2016/2017

		1523

		18

		30

		30

		351.46

		58.41

		26.07





Source: Annual Reports of NABIL

According to table 4.7, NABIL is paying cash and stock dividend every year. .The highest total dividend is paid in the year 2015/16 i.e.Rs.555.92. The P/E ratio of NABIL is maximum in the year 2015/16 i.e. 39.55 and minimum in the year 2012/13 i.e. 19.08. The closing MPS is maximum of Rs.2535 in the year 2013/14 and minimum of Rs.1523 in the year 2016/17.

Figure 4.5 Market Price Per Share



Price movement of common stock of NABIL

Fig 4.5 shows the trend line of market price in several year of NABIL. It shows that the MPS is rapidly fluctuation from increasing from 2012/13 to 2016/17 i.e. Rs. 1500 to Rs.2535.

Table 4.8 Expected return ( ), Standard deviation () and Coefficient of variation (CV) of common stock of NABIL

		Year

		Closing MPS

		Total Dividend

		

		

		()2



		

		

		

		

		

		



		2012/2013

		1815

		403.00

		-

		-

		 



		2013/2014

		2535

		467.50

		0.6543

		0.4287

		0.18379



		2014/2015

		1910

		447.61

		-0.0700

		-0.2955

		0.08735



		2015/2016

		2344

		555.92

		0.5183

		0.2927

		0.08568



		2016/2017

		1523

		351.46

		-0.2003

		-0.4259

		0.18137



		 

		 

		 

		0.9023

		 

		               =  0.53819







Where,

Pt = Ending price of the stock

Pt-1 = Beginning price of the stock

Dt = Cash dividend for time t.

Expected return ( ) = = = 0.2256

Standard deviation () = =  = 0.3668

Coefficient of variation (CV) = =  = 1.6259

On an average, bank is able to earn 22.56 percent return over the period. To get this return bank has to bear only 36.86 percent of risk and coefficient of variation 1.6259 shows that to get one percent of return investor has to bear 1.6259 percent of risk.





Figure 4.6 Annual Rate of return of C.S of NABIL



The figure 4.6 shows that the annual rate of return of C.S of NABIL. It shows that fluctuation ranging from -20.33 percent in 2016/17 to 65.43 in 2013/14. These fluctuations in return were caused by the volatility of share price and change in dividends.

4.2 Inter Bank Comparison

According to the result from analysis part, a comparative analysis of return, total risk and risk per unit performed here. Expected return, standard deviation of return and coefficient of variation of each bank for the year 2012/13 to 2016/17 are given in the table 4.9

Table 4.9 Expected Return, S.D. and C. V. of each Bank

		Bank

		Expected Return ()

		Standard Deviation()

		Coefficient of Variation (C.V.)

		Remarks



		

		

		

		

		Return

		Risk

		C.V.



		NIBL

		0.2369

		0.3682

		1.5584

		-

		-

		-



		EBL

		0.4656

		0.7514

		1.6114

		Highest

		Highest

		-



		HBL

		0.4013

		0.5806

		1.4468

		-

		-

		Lowest



		NABIL

		0.2256

		0.3688

		1.6259

		Lowest

		Lowest

		Highest



		Source: Table 4.2, table 4.4, table 4.6 and table 4.8





The table 4.9 shows the overall return and risk of the individual banks. Here, the investor can get the highest return from Everest bank limited i.e. 46.56 percent and lowest return from NABIL i.e. 22.56 percent. Total risk (measured by standard deviation) is observed maximum of the C.S. of EBL i.e.75.14 and minimum of NIBL i.e. 36.82 percent. This means that quantitative of total risk is very high in NABIL. Higher the C.V. higher the risk and C.V. of NABIL is highest i.e. 1.6259 than that of other commercial banks. So common stock of NABIL is more risky than that of other banks. Investment in HBL is desirable because its C.V. is lowest compared to others.



4.3 Comparison with Market

4.3.1	Market Risk and Return Analysis

Nepal Stock Exchange Ltd. (NEPSE) is only stock market in Nepal. Overall market movement is represented by market index (i.e. NEPSE Index). The NEPSE index is adjusted and changed continuously. With this NEPSE base market portfolio return its standard deviation and coefficient of variation is presented below

Table 4.9 Calculation of Return, S.D. and C.V. of Overall Market

		Fiscal Year

		Market Index

		 


		 


		 




		2012/2013

		518.33

		-

		-

		-



		2013/2014

		1036.11

		0.9989

		0.5790

		0.3353



		2014/2015

		961.23

		-0.0722

		-0.4921

		0.2421



		2015/2016

		1718.15

		0.7874

		0.3675

		0.1351



		2016/2017

		1658.58

		-0.0346

		-0.4545

		0.2066



		

		477.73

		1.6794

		

		0.9192





Source: Economic survey and trading reports of NEPSE

We have,

Expected Return 		()	=	

Standard Deviation		()	=	

Coefficient of Variation	(C.V.)	=	

Table 4.9 shows the return of market in several years. There is highest return of market in the year 2013/14 i.e. 0.9989 and there is negative return of market in the year 2016/17 i.e. -0.0346.

The expected return of the market is 0.4198 with the total risk (measured by S.D.) of 0.5542 C.V of market is 1.3184 which means, 1.3184 risks must be sacrificed to get per unit market return.

Figure 4.9 NEPSE Index Movement



The figure 4.9 shows that the movement of NEPSE Index. It is in increasing trend from the fiscal year 2012/13 to 2015/16 and reaches the maximum index of 1718.32 then huge declines in the year 2014/15 and reach index to 961.33.

4.3.2	Market Sensitivity Analysis

Market sensitivity of stock is explained by terms of beta coefficient. Beta coefficient can be used for an ordinal ranking of the systematic of asset. Higher the beta represents greater the sensitivity and higher the reaction to the market movement and vice-versa. Percentage of risk that is correlated with market is said to be systematic portion of the risk beta coefficient of systematic risk, which eliminated through the means of diversification.



Table 4.10 Beta coefficient of C.S. of NIBL

		Fiscal Year

		

		

		



		2012/2013

		

		

		



		2013/2014

		0.5791

		0.1792

		0.10378



		2014/2015

		-0.4921

		-0.3198

		0.1573



		2015/2016

		0.3676

		0.5164

		0.1899



		2016/2017

		-0.4545

		-0.3759

		0.1709



		

		

		

		0.6219







We have,

Cov (,)		= 

Again,

			= 

Where,

n		=	number of observation

 	=	Variance of market

	  =Return of Stock of NIBL

           Rm =	Return of Market 

 = Beta coefficient of stock of NIBL



From sensitivity analysis of NIBL, the beta coefficient is 0.6761, which is less than 1, shows that The NIBL is less volatile and defensive investor can purchase this type of investment. From the side of investment, it is less risky investment

Table 4.11 Beta Coefficient of the C.S. of EBL

		Fiscal Year

		

		

		



		2012/2013

		

		

		



		2013/2014

		0.5791

		0.6749

		0.3908



		2014/2015

		-0.4921

		-0.4968

		0.2445



		2015/2016

		0.3676

		0.7886

		0.2899



		2016/2017

		-0.4545

		-0.9667

		0.4394



		

		

		

		1.3646







We have,

Cov (,)		=

Again,

                  =

Where,

n		=	number of observation

	=	Variance of market

		=	Return of Sock of EBL

From sensitivity analysis of EBL, the beta coefficient is 1.483 which is more than 1, shows that EBL is very much volatile and aggressive Investor can purchase this type of investment. From the side of investment, it is risky investment.









Table 4.12 Beta Coefficient of the C.S. of HBL

		Fiscal Year

		

		

		



		2012/2013

		-

		-

		



		2013/2014

		0.5791

		0.1269

		0.0735



		2014/2015

		-0.4921

		-0.3058

		0.1505



		2015/2016

		0.3676

		0.8714

		0.3203



		2016/2017

		-0.4545

		-0.6925

		0.3148



		

		

		

		0.8591







We have,

Cov (,)		=

Again,

	=

Where,

n		=	number of observation

	=	Variance of Market

		=	Return of Stock of HBL

From sensitivity analysis of HBL, the beta coefficient is 0.9345, which is less than 1, shows that The HBL is less volatile and defensive investor can purchase this type of investment. From the side of investment, it is less risky investment.







Table 4.12 Beta Coefficient of the C.S. of NABIL

		Fiscal Year

		

		

		



		2012/2013

		

		

		



		2013/2014

		0.5791

		0.4287

		0.2483



		2014/2015

		-0.4921

		-0.2955

		0.1454



		2015/2016

		0.3676

		0.2927

		0.1076



		2016/2017

		-0.4545

		-0.4259

		0.1936



		

		

		

		0.6949







We have,

Cov (,)		=

Again,

	=

Where,

n		=	number of observation

	=	Variance of Market

		=	Return of Stock of NABIL

From sensitivity analysis of NABIL, the beta coefficient is 0.7558 which is less than 1. The company which has got less than 1 is less volatile and defensive investor can purchase this type of investment. From the side of investment, it is less risky investment.

Table 4.13 Beta Coefficient of each Bank

		Banks

		Beta Coefficient

		Remarks



		NIBL

		0.6761

		Least Aggressive



		EBL

		1.483

		Most Aggressive



		HBL

		0.9345

		Defensive



		NABIL

		0.7558

		Defensive





   Source: From Table 4.10, 4.11 and 4.12

Here, as shown in the table 4.13, all sampled banks have lower beta coefficient than the beta coefficient of market. The stock of these banks is defensive than market so these are defensive. Among them stock of EBL is most aggressive and stock of NIBL is least aggressive.

4.3.3	Required Rate of Return, Expected Rate of Return () and Price Evaluation Analysis

CAPM is model that assumes stock’s required rate of return is equal to the risk free rate plus its risk premium where risk is measured by the Beta Coefficient. Beta Coefficient plays a vital role in CAPM approach. If the required rate of return is greater than expected rate of return; the stock is said to be over priced and investors tend to sell this type of stock. For this analysis the risk free rate of return is needed which is taken from the interest rate of Treasury bill issued by NRB. NRB issued Treasury bill, 91 days duration Treasury bill rate of rate is taken as a risk free rate from website of NRB. This is approximately 3.08%.

Table 4.14 Required Rate of Return, Expected Return and Price Evaluation

		Banks 

		

		E

		Beta ()

		E

		

		Price Evaluation



		NIBL

		0.0308

		

		0.6761

		0.2949

		0.2256

		Overpriced



		EBL

		0.0308

		

		1.483

		0.6076

		0.4656

		Overpriced



		HBL

		0.0308

		

		0.9345

		0.3943

		0.4013

		Underpriced



		NABIL

		0.0308

		

		0.7558

		0.3248

		0.2369

		Overpriced







Where,

		=	Risk free rate of return (0.0308)

E	=	Market rate or return (0.4198)

		=	Beta of individual sample Banks.

	=	Expected rate of return

In the table 4.14, we get the expected rate of return is lower than the required rate of return, so NIBL ,EBL and NABIL commercial bank stock are overpriced. It shows that NIBL, EBL and NABIL banks have stock are overpriced and the investor should sell the stock. If the expected rate of return is greater than required rate of return ,the stock of HBL is said to be underpriced , investor want to buy this type of stock. 

4.4 Correlation between the Selected Banks

Two variables are correlated when they are related that the change in the value of one variable is accompanied by change in the value of other. Correlation may be positive or negative. If return on two securities is positively correlated with banks then risk can not be reduced. Correlation coefficient measure relationship between two variable in quantitative terms. Correlation coefficient indicate that the return from two securities generally move in the same direction and vice-versa.

Table 4.15 Correlation matrix of Selected Banks

		Sample 

		NIBL

		EBL

		HBL

		NABIL



		NIBL 

		1

		0.9491

		0.9715

		0.8884



		EBL

		0.9491

		1

		0.91126

		0.9731



		HBL

		0.5643

		0.6181

		1

		0.5634



		NABIL

		0.8849

		0.9731

		0.6283

		1







Since, table 4.15 (correlation matrix) has shown the positive correlation between the selected bank stocks. If correlation between the stocks is +1 any part of risk cannot be reduced by diversification. On the other hand if correlation between two stocks is -1 the proper combination of two stocks can be reduce all the risk. In conclusion it can be said that as long as correlation between securities is negative construction of portfolio is beneficial to investor.

Among the above correlation combination, the combination between HBL stock return and NABIL stock return is better than other combination of banks because it  has the lowest correlation.



4.5	Systematic and Unsystematic Risk

4.5.1	Systematic Risk

This is a part of total risk and cannot be diversified through creation of portfolio. This risk creates from systematic factor or market factor or macroeconomic factor like inflation, GDP, interest etc. Systematic risk can be expressed in formula as:



Where,

SR			=	Systematic Risk

	=	Covariance returns of stock with market

		=	S. D. of market



4.5.2	Unsystematic Risk

This is diversifiable risk and can be diversified through creation of portfolio. This risk creates from micro economic factor or unique factor to a firm like management efficiency, strikes and production policy etc.

USR	= Total Risk - SR

	= 	

Where,

USR 	=	Unsystematic Risk

SR		=	Systematic Risk

		=	S.D. of stock of sample bank



4.5.3	Systematic and Unsystematic Risk of NIBL with Market 



 0.044

Note:,,  are taken from table 4.10, 4.9 and 4.2 respectively.          

Where,

	=	Covariance returns of NIBL with market

                    =	S.D. of NIBL



4.5.3.1	 Proportion of Systematic and Unsystematic Risk





Out of total risk in stock of NIBL; 89.91% is undiversifiable risk and created from systematic factor or market factor and the remaining 10.02% is diversifiable risk and created from company related factor.

4.5.4	Systematic and Unsystematic Risk of EBL with Market





Note: , ,  are taken from table 4.11, 4.9 and 4.4 respectively.                  

Where,

	=	Covariance returns of HBL with market

                    =	S.D. of EBL



4.5.4.1	 Proportion of Systematic and Unsystematic Risk

               

               

Out of total risk in stock of EBL; 94.72% is undiversifiable risk and created from systematic factor or market factor and the remaining 5.28% is diversifiable risk and created from company related factor.





4.5.5	Systematic and Unsystematic Risk of HBL with Market





Note: , ,  are taken from table 4.12, 4.9 and 4.6 respectively.                  

Where,

	=	Covariance returns of HBL with market

                    =	S.D. of HBL

4.5.5.1	 Proportion of Systematic and Unsystematic Risk







Out of total risk in stock of HBL; 77.12% is undiversifiable risk and created from systematic factor or market factor and the remaining 22.88% is diversifiable risk and created from company related factor.

4.5.5.2 Systematic and Unsystematic Risk of NABIL with Market





Note: , ,  are taken from table 4.12, 4.9 and 4.6 respectively.                  

Where,

	=	Covariance returns of NABIL with market

                    =	S.D. of NABIL

4.5.5.3	 Proportion of Systematic and Unsystematic Risk





Out of total risk in stock of NABIL; 98.26% is undiversifiable risk and created from systematic factor or market factor and the remaining 1.74% is diversifiable risk and created from company related factor.

Table 4.16

                                           Proportion of SR and USR

		Bank

		SR

		USR



		NIBL

		89.91%

		10.09%



		EBL

		94.72%

		5.28%



		HBL

		77.12%

		22.88%



		NABIL

		98.26%

		1.74%





 

From the above table no.4.17 Systematic risk (98.26%) of NABIL bank was highest and systematic risk(77.12%) of HBL was lowest whereas unsystematic risk (22.88%) of HBL was highest and lowest in NABIL bank which was (1.74%).This study shows that there is negative relation between systematic risk and unsystematic risk

4.6 Major Findings of the Study

This study enables investors to keep the returns they can expect and the risk they may take into better perspective. We know that Nepalese stock market is in effect of openness and liberalization in national economy. But Nepalese individual investors cannot analyze the securities as well as market properly because of the lack of information and poor knowledge about the analysis of securities for investment.

I. Expected rate of return of NIBL, EBL, HBL and NABIL are 23.69%, 46.56%, 40.13% and 22.56% respectively. Among four sampled banks, EBL has the highest rate of return and NABIL has lowest return.

II. On the basis of S.D and C.V., common stock of EBL is most risky since it has high S.D. i.e. 0.7514 C.S of NABIL is lower and its has lowest S.D. of 0.3688, C.S. of NABIL is best among all other banks in terms of risk. NABIL has the highest risk per unit of return. Investment in HBL is desirable because the C.V. i.e.1.4468 is lowest compared to other bank.

III. Beta coefficient explains the sensitivity or volatility of the stock with market. Higher the beta higher the volatility in the contest, common stock of EBL is most volatile i.e. β = 1.483 and common stock of NIBL is least volatile i.e. β = 0.6761. We find NIBL, HBL and NABIL are defensive type of common stock. 

IV. On the basis of Capital Asset Pricing Model (CAPM) comparison between expected rate of return and required rate of return identity whether the stock is overpriced or under price. If the required rate of return is greater than the expected rate of return the stock is overpriced and vice versa. This study shows that NIBL, EBL and NABIL stocks are overpriced. That means the stock value of NIBL, EBL and NABIL banks is better to sell in market. The common stock of HBL bank was underpriced. So, investor can buy the stock of HBL bank.



V.  HBL has high proportion of unsystematic risk i.e.22.88% which can be minimized from internal management. Whereas NABIL has high proportion of systematic risk i.e. 98.26%. This cannot be minimized from internal management. C.S. of HBL is best among these banks due to its highest proportion of unsystematic risk.











CHAPTER – V

CONCULUSION



In this chapter, the effort has been made first to present summary of major findings and conclusion drawn from the analysis. Last step proceeds with implication.

5.1	Summary

Risk and return analysis is the part of the business world. If there is no risk, there is no return. Risk and return measures the performance on any corporate house. It is the key factor in the financial sector and could be a good indicator to the prospect who one to make investment on the securities of enterprises. For any investment decision, investors want to the expected rate of return from the investment and risk associated with in it. The economy is growing rapidly, which forces the change in the variable of world economy in galloping manner. No investors would like to make their investment in the risky asset which holds higher risk and yield lower rate of return.

Banking sector is the most dynamic part of the economy which collects unused funds and mobilizes it in needy sector. It is heart of trade, commerce and industry. In Nepal joint venture and private sector bank has performed sound results than the government sector bank because high skill management, efficiency and proper risk management. Capital market plays vital role to develop the economic world. NEPSE in Nepal is the heart of capital market. Capital market has two wings i.e. primary capital market and secondary capital market. Various companies' securities are traded in such type of market. Most of the investor is least aware about the risk and return factor associated in each investment. They make their investment in hunches and their own intuition rather than calculating the expected rate of return and comparing it market rate of return. The present study has been analyzed the risk and return parameter of common stock investment. Common stock is regarded most risky security and one of the major paper asset, traded in security market. The major objective of this research study is to analyze the risk and return of commercial banks in the context of Nepal especially focused in the commercial banks listed in the NEPSE.

Four listed commercial banks in NEPSE have been taken as sample and their individual risk and return were calculated and analyzed as whole to find out the performance of each bank. While analyzing risk and return in brief review of literature for the present study has been made and theoretical review and related studies where fundamental concept has been prepared to facilitate the study more accurate and effective. The study has also included research methodology to fulfill the objective of the present study. To analyze the standard deviation, beta coefficient, required rate of return, expected rate of return, coefficient variation have been calculated on the basis of major finding..

5.2	Conclusion

From the study it is concluded that all the commercial banks, which are under study, are very much risky with fluctuated rate of return. 

As per objective and analysis of the study following conclusion have drawn-

· From the findings of the different banks beta coefficient of EBL is riskier than the market. Similarly the beta coefficient of stock of NIBL, HBL and NABIL is less than 1, so these stocks are less riskier than the market. 

· The study shows that HBL under study required rate of return is less than expected rate of return, so all stocks are underpriced. It shows that HBL the banks have stock with good investment opportunity and the study shows that NIBL, NABIL .HBL is greater than expected rate of return, so all stocks are overpriced. It shows all stock of these banks is better to sell in market.

· This study shows that HBL has high proportion of unsystematic risk i.e. 22.86% and NABIL has high proportion of systematic risk i.e. 91.87% which cannot be minimized from internal factor. 

· NIBL, HBL, NABIL bank common stock fall under category of defensive stock because of these banks beta coefficient is less than 1.

5.3 Implications 

· Mainly this study is focused on individual investors. Other related components of stock are also taken into account to some extent. The following recommendation and suggestion are prescribed on the basis of data analysis and major findings of this research.

· Proper analysis of individual security is always essential to make possible to                      conquer the stock market. General knowledge about economic, political as well as technological trend will be advantageous. Which is performing better than before, sell share when the market is rising and buy share when market is falling and hold the share which will perform better than market.

·   Different financial and statistical tools are to analyze the data in this study. C.V. suggests that while analyzing individual security HBL seems undoubtedly the best for investment with considering the full time horizon of the study. C.S. of HBL may be best investment opportunity for the investors whose beta is lower than the beta coefficient of market (i.e. 1). So it is less risky or defensive type of stock. Hence it is prescribed to select the C.S. of HBL for individual stock investment due to its lowest C.V. and beta coefficient. 

· Analysis of personal risk, attitude, needs and requirements will be helpful before making an investment in stock market. Investors should make several discussions with stock holder before reaching at the decision. Investors should make their decision on the basis of reliable information rather than the imagination and amours.

· NEPSE needs to initiate and to develop different programs for private investors such as investors meeting and seminars indifferent subjective matters like “Trading Rules and Regulation” etc. Though these days NEPSE have opened its branches outside valley, they don’t have full authority to do all NEPSE’s related work. They need to take decision according to their head office. So, every branch should be authorized for the every decision related to investors so that all the investors will be benefited outside the valley.

· HBL has high proportion of unsystematic risk which can be minimized by internal factors hence it is recommended that HBL should adopt well management system to minimize unsystematic risk. 

· [bookmark: _GoBack]Aggressive investors suggest to invest in those stock which have beta greater than 1. Similarly, defensive investors suggest to invest in those stock which have beta less than 1.
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