
Liquidity Management of Commercial Banks of Nepal

(A comparative study with reference to NIBL, HBL and NABIL)

By:

BikashMaharjan

Patan Multiple Campus

T.U. Regd. No.:- 7-1-253-8-99

Campus Roll No :- 84/063

Exam Roll No.:- 4309/065

A Thesis Submitted To:

Office of the Dean

Faculty of Management

Tribhuvan University

In the partial fulfillment of the requirement for the degree of

Masters of Business Studies (M.B.S.)

Lalitpur,Nepal

August, 2011



RECOMMENDATION
This is to certify that the thesis

Submitted by

Bikash Maharjan

Entitled

Liquidity Management of Commercial Banks in Nepal

(A comparative study with reference to NIBL, HBL and NABIL)

has been prepared as approved by this department in the prescribed format of Faculty of Management.
This Thesis is forwarded for examination.

……………………………..     …………………………………       …...……….………………….

Dr. Shovit Lal Bajracharya Mr. Bishnu Gopal Khimbaja Mr. Babu Ram Singh Thapa

Thesis Supervisor M.B.S.  Coordinator, Assistant Campus Chief

Head of Research Department

Date: …………………



Viva-Voce Sheet

We have conducted the viva-voce examination of the Thesis

Submitted by

Bikash Maharjan

Entitled

Liquidity Management of Commercial Banks in Nepal

(A comparative study with reference to NIBL, HBL and NABIL)

and found the thesis to be the original work of the student and written in according to the prescribed
format. We recommended the thesis to be accepted as partial fulfillment of the requirements for

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

Viva-voce Committee

Member (Thesis Supervisor): ……………………………………………………….

Head, Research Department: ………………………………………………………

Member (External Expert): …………………………………………………………

Date: ………………….



Declaration

I hereby, declare that the work reported in this thesis entitled "Liquidity Management of Commercial

Banks in Nepal, A comparative study with reference to NIBL, HBL and NABIL" submitted to Patan

Multiple Campus, Faculty of Management, Tribhuvan University, ismy original work done in the form of

partial fulfillment of the requirements for the Master ofBusiness Studies (MBS) under the supervision of

Dr.ShovitLalBajracharya,Patan Multiple Campus, Patandhoka, Lalitpur

………………………………

BikashMaharjan

Researcher

Patan Multiple Campus

Campus Roll No:84/063

Exam Roll No.: 4309/065

T.U. Regd. No:7-1-253-8-99

Date: August, 2011



ACKNOWLEDGEMENT

This research "Liquidity Management of Commercial Banks in Nepal (A comparative study with

reference to NIBL, HBL and NABIL)" has beenprepared for the partial fulfillment of the requirement for

Master Degree in Business Studies. It is really an appreciable curriculum of T.U. because it helps the

students to express their theoretical concept achieved during the study period into the practical field.

Through my study period, I received generous support and thoughtful advices from Mr. Dr.

ShovitLalBajracharya, thesis supervisor and Mr. Babu Ram Singh Thapa, Assistant Campus chief and am

profoundly grateful for their intellectual suggestions and encouragements. I would like to express my

sincere gratitude to Mr. BarunShrestha, Branch Manager(Pulchowk) of NIBL for his enthusiastic support

and encouragements.

Many of my friends, Colleagues and relatives encouraged me to undertake this venture. In course of

preparing this research I got an opportunity to discuss and debate with them. I have been benefited

from such a dialogues and especially acknowledge the help of Mr. Shiva NathMaharjan,Mr. Chandra

Selalikand Ms.GayatreeK.C..I would like to express my sincere thanks to the respondents of the

questionnaires, staff of NIBL, HBL and NABIL, Patan Multiple Campus Library and TU Central Library

families for their kind cooperation.

I would like to express my sincere thanks to Mrs.SaritaDangol for his technical support, without his help

the research work can not be presented in this form.

Last, but not the least, I would like to express my heartiest thanks to my family members, friends and all

those who have helped me directly and indirectly to complete this research work.

BikashMaharjan

Patan Multiple Campus

PatanDhoka, Lalitpur

August, 2011



Table of Contents

Recommendation

Viva- Voce

Declaration

Acknowledgement

List of Tables

List of Figures

Abbreviations

Chapter Page No.

I. INTRODUCTION

1.1 General Background 1

1.1.1 Origin and Evaluation of Bank 1

1.1.2 Commercial Banks in Nepal 5

1.2 Statements of the Problem 6

1.3 Significance of the Study 7

1.4 Objective of Study 8

1.5 Introduction of  Sample Banks 8

1.5.1 Nepal Investment Bank Ltd (NIBL) 9

1.5.2 Himalayan Bank Limited (HBL) 10

1.5.3 Nabil Bank Limited (NABIL) 11

1.6 Limitations of the study 11

1.7 Organizations of the study report 12



II. REVIEW OF LITERATURE

2.1 Theoretical Review 13

2.1.1 Meaning of Liquidity 13

2.1.2 Liquidity Management Model 15

2.1.3 Importance of Liquidity 18

2.1.4 Principles or Theories of Liquidity Management 20

2.1.5 The Demand for and Supply of Bank Liquidity 24

2.1.6 Why Bank Face Liquidity Problem 27

2.1.7 Factors Affecting Needs of Bank Liquidity 28

2.1.8 Criterion for Measuring Bank Liquidity 29

2.1.9 Strategies for Liquidity Management in Existing Practice 32

2.1.10 Lines of Defense 34

2.1.11 Predicting Bank's Liquidity Needs 39

2.2 Review of Policies in Liquidity Management 40

2.2.1 Cash Reserve Ratio (CRR) 40

2.2.2 Provision to Minimize Liquidity Risk 40

2.2.3 Practice of Liquidity Management in Nepalese Commercial Banks 41

2.3 Review of Previous Studies 43

2.3.1 Review of Independent Studies 43

2.3.2 Review of Unpublished Theses 47

2.4 Research Gap 51

III.     RESEARCH METHOLOGY



3.1 Research Design 52

3.2 Population and Sample 53

3.3 Source and Nature of Data 53

3.4 Data Collection Techniques 54

3.5 Data Analysis Procedures 54

3.5.1 Statistical Tool 54

3.5.2 Financial Tools 58

3.6 Methods of Data Presentation 62

IV. DATA PRESENTATION AND ANALYSIS

4.1 Introduction 64

4.2 Financial Ratio Analysis 64

4.2.1 Cash and Bank Balance to Total Deposit Ratio 64

4.2.2 Core Capital Ratio 66

4.2.3 Short Term Investment to Total Deposit Ratio 67

4.2.4 Short Term Investment to Total Investment Ratio 68

4.2.5 Total Investment to Total Deposit Ratio 70

4.2.6 Loans and Advances and to Total Deposit 71

4.2.7 Balance with NRB to Total Deposit Ratio 73

4.2.8 Cash Reserve Ratio (CRR) 75

4.2.9 Balance with NRB to Current Deposit Ratio 77

4.2.10 Investment on Government Securities to Total Deposit Ratio 78

4.2.11 Cash in Vault to Current Deposit Ratio 79

4.2.12 Capital Adequacy Ratio 81

4.3 Least Square Linear Trend Analysis 82

4.3.1 Trend Analysis of Total Deposit 83



4.3.2 Trend Analysis of Total Investment 84

4.3.3 Trend Analysis of Loans and Advances 85

4.3.4 Trend Analysis of Cash & Bank Balance Ratio 87

4.3.5 Trend Analysis of CRR Ratio 88

4.4 Coefficient of Correlation Analysis 89

4.4.1 Relationship between Deposit and Investment 91

4.4.2 Relationship Between Deposit and Loan and Advances 92

4.4.3 Relationship Between Deposit and Cash & Bank Balance 92

4.4.4 Relationship Between Deposit and Investment in Govt. Securities 93

4.5 Liquidity Profile Analysis 94

4.5.1 Liquidity Profile Analysis of NIBL 95

4.5.2 Liquidity Profile Analysis of HBL 96

4.5.3 Liquidity Profile Analysis of NABIL 97

4.6 Empirical Findings of the Study 98

4.6.1 Findings from ratio analysis 98

4.6.2 Findings from Trend Analysis 100

4.6.3 Findings from Coefficient of correlation Analysis 100

4.6.4 Findings from Liquidity Profile Analysis 101

V. SUMMARY, CONCLUSIONS AND RECOMMENDATION

5.1 Introduction 102

5.2 Summary 102

5.3 Conclusion 104

5.4 Recommendations 108

Bibliography
Appendixes



List of Tables

Tables Page

4.1 Comparative Analysis of Cash and Bank Balance to Total Deposit Ratio 65

4.2 Comparative Analysis of Core Capital Ratio 66

4.3 Comparative Analysis of Short Term Investment to Total Deposit Ratio 67

4.4 Comparative Analysis of Short Term Investment to Total Investment Ratio 69

4.5 Comparative Analysis of Total Investment to Total Deposit Ratio 70

4.6 Comparative Analysis of Loans and Advances to Total Deposit Ratio 72

4.7 Comparative Analysis of Balance with NRB to Total Deposit Ratio 74

4.8 Comparative Analysis of CRR Ratio 76

4.9 Comparative Analysis of Balance with NRB to Current Deposit Ratio 77

4.10 Comparative Analysis of Investment on Govt. Securities to Total Dep. Ratio     78

4.11 Comparative Analysis of Cash in Vault to Current Deposit Ratio 80

4.12 Comparative Analysis of Capital Adequacy Ratio 81

4.13 Comparative Trend Analysis of Total Deposit 83

4.14 Comparative Trend Analysis of Total Investment 84

4.15 Comparative Trend Analysis of Loans and Advances 86

4.16 Comparative Trend Analysis of Cash & Bank Balance Ratio 87

4.17 Comparative Trend Analysis of CRR Ratio 88



4.18 Correlation between Total Deposit and Total Investment 91

4.19 Correlation between Total Deposit and Loans and Advances 92

4.20 Correlation between Total Deposit and Cash & Bank Balance 93

4.21 Correlation between Total Deposit and Investment in Govt. Securities 94

4.22 Liquidity Profile Analysis of NIBL 95

4.23 Liquidity Profile Analysis of HBL 96

4.24 Liquidity Profile Analysis of NABIL 97



List of Figures

Figures Page

4.1 Comparative Analysis of Cash and Bank Balance to Total Deposit Ratio 65

4.2 Comparative Analysis of Core Capital Ratio 67

4.3 Comparative Analysis of Short Term Investment to Total Deposit Ratio 68

4.4 Comparative Analysis of Short Term Investment to Total Investment Ratio 70

4.5 Comparative Analysis of Total Investment to Total Deposit Ratio 71

4.6 Comparative Analysis of Loans and Advances to Total Deposit Ratio 73

4.7 Comparative Analysis of Balance with NRB to Total Deposit Ratio 75

4.8 Comparative Analysis of CRR Ratio 76

4.9 Comparative Analysis of Balance with NRB to Current Deposit Ratio 78

4.10 Comparative Analysis of Investment on Govt. Securities to Total Dep. Ratio     79

4.11 Comparative Analysis of Cash in Vault to Current Deposit Ratio 80

4.12 Comparative Analysis of Capital Adequacy Ratio 82

4.13 Comparative Trend Analysis of Total Deposit 84

4.14 Comparative Trend Analysis of Total Investment 85

4.15 Comparative Trend Analysis of Loans and Advances 86

4.16 Comparative Trend Analysis of Cash and Bank Balance Ratio 88

4.17 Comparative Trend Analysis of CRR Ratio 89



ABBREVIATIONS

A. M. Arithmetic Mean

A.D. Anno Domini (Christian era, in the year of  lord)

AGM Annual General Meeting

B.S. Bikram Sambat

BOD Board of Directors

C.V. Coefficient of Variance

CAR Capital Adequacy Ratio

CCR Core Capital Ratio

CD Certificate of Deposit

Co. Company

CRR Cash Reserve Ratio

Cum NA Cumulative Net Assets

Dep. Deposit

e.g. For example

etc. etcetera

FY Fiscal Year

Govt. Government

HBL Himalayan Bank Limited

HMG His Majesty the Government

i.e. that is

IRC Interest Rate Change

ISO International Organisation for Standards

KTM Kathmandu



Lcy Local Currency

Ltd. Limited

NA Not Available

NABIL Nabil Bank Limited

NBBL Nepal Bangladesh Bank Limited

NEPSE Nepal Stock Exchange

NIBL Nepal Investment Bank Limited

NRB Nepal Rastra Bank

P.E. Probable of Error

r Coefficient of Correlation

r2 Coefficient of Determination

S.D. Standard deviation

SBL Siddhartha Bank Limited

SEBO/N Security Board of Nepal

TU Tribhuvan University

Viz. namely

www World Wide Web


