
CHAPTER - I

INTRODUCTION

1.1 Background of the Study

The Global economy is passing through a difficult phase with developed economies

facing slowdown in the growth whereas the developing economies still growing at a

faster rate. The slowdown in the economy has been greatest in the advanced

economies, particularly in the United States and European Countries, although

activity in Japan has been more resilient. The emerging and developing economies

have so far been less affected by financial market developments and have continued

to grow at a rapid pace, led by China and India, although activity is beginning to slow

in some countries.

“The financial shock that erupted in August 2007, as the U.S. sub-prime mortgage

market was derailed by the reversal of the housing boom, has curtailed liquidity in the

inter-bank market, weakened capital adequacy at major banks, and prompted the re-

pricing of risk across a broad range of instruments. Equity prices have also retreated

as signs of economic weakness have intensified, and equity and currency markets

have remained volatile. These financial dislocations and associated de-leveraging are

affecting both bank and non-bank channels of credit in the advanced economies. Bank

lending standards are tightening. The financial market stress has also had an impact

on foreign exchange markets. Exchange rate movements have also been striking, as

the dollar approached to its lowest level in real effective terms since the mid-1990s”

(Economywatch.com).

The effect of the global economy is also observed in the Nepalese economy. The

Nepalese economy was not satisfactory during the Fiscal Year (FY) 2065/66. End of

conflict and positive investment opportunities has some positive effect in the

economy however it is yet to yield a peace divided. Increase in the global food prices

and shortage of food had an impact on the overall economy.

Banking sector is one of the flourishing sectors in the Nepalese economy however its

investment in the real state sector is endangered. Comparatively share price of



Commercial banks are more than their par value and net worth. NEPSE index and

share Price is stagnant during the past one year. Government decisions regarding

capital market has retarded the capital market during 2065\66.

Stock market has been a global phenomenon in the present world regardless of the

size of the economy of any particular nation. The primary role of the capital market

is to allocate the economy’s capital stock among various firms and industries

involving in trading, investment and production dimensions. And securities prices

plays an  important role by providing signals in allocating the scarce resources

and investors can choose among the securities   that represent ownership of

firms activities   under the assumption that securities present at any firm “fully

reflect” all available information.

Nepalese stock market is not efficient enough to evaluate the prices of stocks.

Most of the investors are not very responsive to many financial and economic

changes. But it has been felt that they invariably respond to the dividend incomes,

earnings per share, capitalization of profits to issue bonus shares and issue of

right shares. In such a situation, share prices of the company starts going up

steadily. The leakage of secret information in the share market from inside the

company called insider trading also sometimes raises share prices upwards. But this

is temporary phenomenon; when the Company discloses the information, the price

is automatically corrected in the market. There is no doubt that their demand

and supply affect the price of shares in the stock market. When there is a tendency of

rising prices in the market, the supply of shares will be increased; and in contrast,

when the price are falling investors would demand more of shares to buy, other

things remaining the same. But because of the lack of reliable and regular disclosure

of market information and lack of awareness and technical knowledge amongst the

vast majority of investors to read and analyze the financial information, the market

is non-competitive and inefficient.

1.2 Securities Market in Nepal

Securities Market is a mechanism created to facilitate the exchange of financial

securities or assets by bringing together buyers and sellers of securities. (Sharpe,



1998: 294) Securities market plays an important role in mobilizing savings and

channeling them into productive investment for the development of commerce and

industry of the country. It basically assists the capital formation and economic growth

of the country. In many developing countries like Nepal, the underdeveloped capital

market is still prevailing in the economy.

In Nepal, the history of securities market began with the floatation of shares by

Biratnagar Jute Mills and Nepal Bank Limited in 1937. In 1964, the HMG introduced

the Company Act and in the same year the first issuance of government bonds was

made through Nepal Rastra Bank (NRB)-the central bank to collect development

expenditures. In 1974, the government introduced Industrial Policy and under this

policy an institution named Securities Marketing Center (SMC) was established to

deal with government securities, development bonds, national saving bonds, and

corporate securities of a few companies. Securities Exchange Centre (SEC) was

established in 1976 under the ownership of Nepal Rastra Bank and Nepal Industrial

Development Corporation (NIDC) with an objective of facilitating and promoting

growth of capital market and it was the only capital market institution in Nepal. Due

to the lack of governing acts and rules the establishment of well organized capital

market was not possible. Realizing the need of an organized capital market, Securities

Exchange Act was introduced in 1983 and came into force in 1984. The purpose of

this act was to provide systematic and favorable market environment for securities

ensuring and protecting the interest of individuals and institutional investors as well as

to increase the public participation in various firms and companies. SEC provided

facilities to trade government securities and a few corporate sector securities. Since,

there was no involvement of broker and dealer in security market, SEC itself was

undertaking the job of brokering, underwriting, managing public issue, market

making for government bonds and other financial services. There was also an absence

of effective secondary market to ensure liquidity to the securities. “After the inception

of the Securities Exchange Center, shares of various manufacturing, trading and

banking companies became listed with most of these listed companies being public

companies. Between 1984 and 1990, 42 companies were listed, out of which more

than 25 companies had some form of government ownership” (Tuladhar, 1996:240).

This number has increased immensely and the umber of listed companies reached 159

currently.



“In the mid-eighties, Nepal adopted an economic liberalization policy and Nepal

opened its door to foreign investors. As a result of financial liberalization, joint

venture commercial banks and other financial institutions were established in Nepal.

Moreover, after the restoration of the democratic government in 1990 through the

people’s movement, financial reform programs were initiated and efforts were made

to change to make the capital market compatible with the changing economic system.

The government under the program initiated to reform capital markets made a first

amendment in Security Exchange Act in 1993 and converted Securities Exchange

Centre into Nepal Stock Exchange for securities trading by private brokers. Moreover,

Security Exchange Board was established for oversight functions as a regulatory

body. The establishment of NEPSE and Securities Exchange Board were phenomenal

in Nepal because only after the establishment of this regulatory and operating

institution, true capital market evolved in Nepal where prices were actually

determined by the market. The second amendment in the Securities Exchange Act

was made in 1996 which separated market making activities and issue management

activities” (Bhattarai, 2002:103). Following these changes, the capital market in

Nepal has witnessed significant growth. The primary market grew immensely.

Moreover, the secondary market too, has made a substantial increase in both the

market capitalization and the price index.

In 2006 due to change in the economic and political situation in the country new

security exchange act was formulated. The Securities Exchange Act, 2006 and new

regulations formulated under the act further ensured the efficiency of trading. In

Moreover in 2007, the  Government of Nepal (GoN) issued three new Regulations,

namely, Securities Businessperson (Stock Broker, Dealer and Market Maker)

Regulation-2007, Securities Board Regulation-2007 and Stock Exchange Licensing

Regulation-2007. These Regulations which came into effect from 4 November 2007,

among other things, paved the way for opening a new stock exchange, increased the

number of stock brokers and reduced the brokerage commission. It is expected that

the new regulations will contribute to the development of the capital market and the

welfare of small investors.

During the conflict there were few hiccups in the securities market due to lack of

security to the business environment and low level of investors’ confidence in the



market. However, Secondary market indicators grew tremendously, especially after

the People’s Movement of 2006 and the successful Constituent Assembly Election.

The number of market participants and transactions increased, volume of trade went

up and market capitalization grew considerably. The secondary stock market showed

encouraging signs which might be due to the increase in investor’s confidence.

1.3 Stock Exchange

The term ‘stock market’ is a concept for the mechanism that enables the trading of

company stocks (collective shares), other securities and derivatives. The stocks are

listed and traded on stock exchanges which are entities-corporations specialized in the

business of bringing buyers and sellers of stocks and securities together. The major

stock markets in the world are New York Stock Exchange, Mumbai Stock Exchange,

and London Stock Exchange etc. Participants in the stock market range from small

individual stock investors to large fund traders. The purpose of a stock exchange is to

facilitate the exchange of securities between buyers and sellers, thus providing a

market place either virtual or real.

The history of stock market begins in 11th century from France where brokers

managed and regulated the debts of agricultural communities on behalf of the banks.

In the middle of the 13th century, Venetian bankers began to trade in government

securities. The Dutch later started joint stock companies, which let shareholders invest

in business ventures. In 1602, the Dutch East India Company issued the first shares on

the Amsterdam Stock Exchange. It was the first company to issue stocks and bonds.

In 1688, the trading of stocks began on a London Stock Exchange.

Stock exchanges play a vital role in the economy which includes raising capital for

business, mobilizing savings for investment, facilitating company growth,

redistributing of wealth, corporate governance, creating investment opportunities for

small investors, capital-raising for development projects etc

(http://wikipedia.org/wiki/stockmarket).



1.4 Nepal Stock Exchange (NEPSE)

1.4.1 Introduction

Nepal Stock Exchange, in short NEPSE, is a non-profit organization, operating under

Securities Exchange Act, 1983. The basic objective of NEPSE is to impart free

marketability and liquidity to the government and corporate securities by facilitating

transactions in its trading floor through member, market intermediaries, such as

broker, market makers etc. NEPSE opened its trading floor on 13th January 1994.

Government of Nepal, Nepal Rastra Bank, Nepal Industrial Development Corporation

and members are the shareholders of NEPSE.

1.4.2 History

The history of securities market began with the floatation of shares by Biratnagar Jute

Mill Ltd. and Nepal Bank Ltd. in 1937. Introduction of the Company Act in 1964, the

first issuance of Government Bond in 1964 and the establishment of Securities

Exchange Center Ltd. in 1976 were other significant development relating to capital

markets. Securities Exchange Center was established with an objective of facilitating

and promoting the growth of capital markets. Before conversion into stock exchange

it was the only capital markets institution undertaking the job of brokering,

underwriting, managing public issue, market making for government bonds and other

financial services. Nepal Government, under a program initiated to reform capital

markets converted Securities Exchange Center into Nepal Stock Exchange in 1993.

1.4.3 Members

Members of NEPSE are permitted to act as intermediaries in buying and selling of

government bonds and listed corporate securities. At present, there are 23 member

brokers and 2 market makers, who operate on the trading floor as per the Securities

Exchange Act, 1983, rules and bye-laws.

Besides this, NEPSE has also granted membership to issue and sales manager

securities trader (Dealer). Issue and sales manager works as manager to the issue and

underwriter for public issue of securities whereas securities trader (Dealer) works as

individual portfolio manager. At present there are 12 sales and issue manager and 2

dealers (Secondary market).



The tenure of the membership is one year. The license should be renewed within 3

months after the closure of the fiscal year. If not, it can be done within another three

months by paying 25% penalty.

1.4.4 Trading

NEPSE the only Stock Exchange in Nepal introduced fully automated screen based

trading since 24th August, 2007. The NEPSE trading system is called ‘NEPSE

Automated Trading System ‘(NATS) is a fully automated screen based trading

system, which adopts the principle of an order driven market. Member broker of

Nepse have started trading from their office through the wide area network(WAN)

from 13 October 2007.

1.4.5 Market Timings

Trading on equities takes place on all days of week (except Saturdays and holidays

declared by exchange in advance). On Friday only odd lot trading is done.

The market timings of the equities are:-

Market Open: - 1 2:00 Hours

Market Close: - 15:00 Hours

Odd Lot Trading is done on Fridays. For Odd Lot Trading Market Timings are

Market Open: - 12:00 Hours

Market Close: - 13:00 Hours

Note:- The exchange may however close the market on days other than schedule

holidays or may open the market on days originally declared as holidays. The

exchange may also extend, advance or reduce trading hours when it deems fit

necessary.

1.4.6 Securities Available for Trading

NEPSE facilitates trading in the following instruments

A. Shares

 Equity Shares

 Preference Shares

B. Debentures

C. Government Bonds

D. Mutual Funds



1.4.7 Circuit Breakers

NEPSE has implemented index-based circuit breakers with effect from 2064/6/4 (21

September 2007). In addition to the circuit breakers, price range is also applicable on

individual securities.

1.4.8 Index-based Circuit Breakers

The index-based circuit breaker system applies at 3 stages of the NEPSE index

movement of 3%, 4% and 5%,. These circuit breakers when triggered bring about a

trading halt in all equity.

 In case of 3% movement either way, there would be a market halt for 15

minutes if the movement takes place during first hour of trading i.e. 13:00 hours.

In case this movement takes after 13:00 hours there will be no trading halt at this

level and market shall continue trading.

 In case of 4% movement either way, there would be a market halt for half an

hour if the movement takes place before 14:00 hours. In case this movement

takes after 14:00 hours there will be no trading halt at this level and market shall

continue trading.

 In case of 5% movement in either way, trading shall be halted for the remainder

of the day.

1.4.9 Price Range

Price Range is applicable on individual securities. The trading of the individual

securities are not halted but allowed to trade within the price range.

 The price band is 10% of previous close on either way.

 During the ATO session the range is 5% on either way of Previous Close Price.

After the band is 2% on either way of the Last traded price till it reaches to 10%

of the previous close.

1.4.10 Trading Location

The trading can be done either from NEPSE’s trading floor or from the broker’s

office. NEPSE uses sophisticated technology through brokers can trade remotely from

their office located inside the Kathmandu valley. This remote trading facility was

started from 1 November 2007.



1.4.11 Trading System

NEPSE operates on the ‘NEPSE Automated Trading System ‘(NATS), a fully screen

based automated trading system, which adopts the principle of an order driven market.

1.4.12 Order Matching Rules

The system adopts principle of order driven market. The best buy order is matched

with the best sell order. An order may match partially with another order producing

multiple trades. For order matching the best buy order is the one with the highest price

and the best sell order is the one with the lowest price. This is because the system

views all buy orders available from the point of view of the sellers and all sell orders

from the point of view of the buyers in the market. So, of all buy orders available in

the market at any point of time, a seller would obviously like to sell at the highest

possible buy price that is offered. Hence, the best buy order is the order with the

highest price and the best sell order is the order with the lowest price.

1.4.13 Settlement

NEPSE has adopted a T+3 settlement system. Settlement will be carried out on the

basis of paper verses payment. The trading is done at "T" and at T+1; the buying

brokers have to submit bank vouchers for settlement with covering letter. At T+2, the

selling brokers must submit share certificate with covering letter. At T+3, NEPSE

prepares billing for payment and this will be forwarded to the bank.

Once the settlement is done the buying brokers with the consultation of the clients

must decide and present the purchased shares if they want to record it as blank

transfer. This must be completed within T+5.

1.4.14 Blank Transfer

Under this mechanism an opportunities to derive the market benefit is provided. But

presently, the buying brokers must complete the BT process within T+5. The

transactions that are executed can be recorded in different way and NEPSE has

considered all possible retention. The followings are the major key points to be

considered.

 This is related only with buy of the securities.



 The buyer may decide to have market benefit either to have capital gains or to

minimize the loss.

 In order to do this s/he may partly send for name transfer or may register it in

blank transfer.

 If s/he register total purchase in blank transfer and can put for sale and if only

the part of the shares are subscribed then s/he can handover the part and the

part can be forwarded for name transfer to the concerned company. In order to

do this s/he has to cancel the blank transfer for that portion.

1.4.15 Brokerage

A. Brokerage for Equity

S.No Trading Amount Brokerage  %
1 Up to 50,000 1
2 > 50,000 & < 5,00,000 0.9
3 > 5,00,000 & < 10,00,000 0.8
4 >10,00,000 0.7

B. Brokerage for Government Bond

S.No Trading Amount Brokerage  %
1 Up to 5,00,000 0.20
2 > 5,00,000 & < 50,00,000 0.10
3 > 50,00,000 0.5

C. Brokerage for all other stocks which is not listed in 1 and 2.

S.No. Trading Amount Brokerage  %
1 Up to 50,000 0.75
2 > 50,000 & < 50,00,000 0.60
3 > 50,00,000 0.40

(Source: www.nepalstock.com)

1.5 Securities Board of Nepal (SEBON)

Securities Board of Nepal (SEBON) was established by the Government of Nepal on

June 7, 1993 as an apex regulator of Securities Markets in Nepal. It has been

regulating the market under the Securities Exchange Act, 2006. The functions, duties

and powers of SEBON as per the Act are as follows:

 To offer advice to Government on matters connected with the development of

the capital market.



 To register the securities of corporate bodies established with the authority to

make a public issue of its securities.

 To regulate and systematize the issue, transfer, sale and exchange of registered

securities.

 To give permission to operate a stock exchange to any corporate body desirous

of doing so, subject to this Act or the rules and bye-rules framed under this Act.

 To supervise and monitor the functions and activities of stock exchange.

 To inspect whether or not any stock exchange is executing its functions and

activities in accordance with this Act or the rules and bye-rules framed under

this Act, and to suspend or cancel the license of any stock exchange which is not

found to be doing so.

 To issue licenses to conduct the business of dealing in securities, subject to this

Act, or the rules and the bye-rules framed under this Act, to companies or

institutions desirous of conducting the business of dealing in securities.

 To supervise and monitor the functions and activities of securities-dealers.

 To grant permission to operate collective investment schemes and investment

fund programs, and to supervise and monitor them.

 To approve the bye-rules concerning transactions in securities framed by stock

exchanges and institutions engaged in the business of dealing in securities, and,

for the purpose of making necessary provisions concerning the development of

the capital market and protecting the interests of investors investing in

securities, issue orders to have necessary alterations made in such bye-rules of

stock exchange and institutions engaged in the business of dealing in securities.

 To systematize the task of clearing accounts related to transactions in securities.

 To supervise whether or not security dealers are behaving in the manner

prescribed in this Act, or the rules and the bye-rules framed under this Act,

while conducting business of dealing in securities, and suspend the license to

conduct the business of dealing in securities in case any securities dealer is not

found to be behaving accordingly.

 To make or ensure necessary arrangements to regulate the volume of securities

transacted and the procedure of conducting such transactions in order to ensure

the promotion, development and clean operation of stock exchanges.



 To make necessary arrangements to prevent insider trading or any other offenses

relating to transactions in securities in order to protect the interest of investors in

securities.

 To review or make arrangement for reviewing the financial statements

submitted by the corporate bodies issuing securities and security dealers, and

issue directives deemed necessary in that connection to the concerned corporate

body.

 To systematize and make transparent the act of acquiring the ownership of a

company or gaining control over its management by purchasing its shares in a

single lot or in different lots.

 To establish coordination and exchange cooperation with the appropriate

agencies in order to supervise and regulate matters concerning securities or

companies.

 To discharge or make arrangements for discharging such other functions as are

necessary for the development of securities and the capital market.

The Governing Board of SEBON is composed of seven members including one full

time chairman appointed by the Government for tenure of four years. Other members

of the Board include joint secretary of Ministry of Finance, joint secretary of Ministry

of Law, Justice and Parliamentary Affairs, representative from Nepal Rastra Bank,

representative from Institute of Chartered Accountants of Nepal, representative from

Federation of Nepalese Chambers of Commerce and Industries, and one member

appointed by the Government from amongst the experts pertaining to management of

securities market, development of capital market, financial or economic sector.

There are seven departments and sixteen sections in the organization of SEBON.

Under the Management Department, there are   two divisions namely Human

Resources Section and Finance Section. There are also four sections under the

Planning and Development Department namely Research Section, Training Section,

Information Technology Section and International Affairs Section. There are also two

sections under the Corporate Finance Department namely, Public Issue Section and

Collective Investment Scheme Section. Likewise, Under the Regulation Department,

there are two sections namely, Stock Exchange Regulation Section and Market



Intermediaries Regulation Section. There are also four sections under the Surveillance

Department namely, Stock Exchange Surveillance Section, Market Intermediaries

Surveillance Section, Trading Surveillance Section and Corporate Surveillance

Section. Finally, under Legal Department, there are two sections Research and

Investigation Section and Enforcement Section.

The major financial sources of SEBON are the government grant, transaction fee from

the stock exchange and registration fee of corporate securities. Other financing

sources include registration and renewal of stock exchange and market intermediaries

and the income from mobilization of its revolving fund (www.sebon.com).

1.6 Commercial Banks in Nepal

Nepal has a small and underdeveloped economy. As in any other economies, the

commercials banks play a vital role in the economic development of the country

through facilitating the intermediary process in between capital surplus and deficit

units. The commercials bank plays a dual role of mobilizing as well as allocating the

limited resources towards people’s needs for the development of the economic

system. Financial business in any country is determined by political, social and

economic factors. Moreover, level of economic development, banking awareness,

growth and habits of population services provided by banks, level of urbanization and

income distribution are other key factors affecting financial business.

“The history of modern bank begins from the establishment of Bank of Venice in

1157 A.D. Moreover, the growth of bank accelerated after the introduction of the

Banking Act 1883 in the UK as it allowed opening of a joint stock company bank. In

Nepal, the history of modern banking started following the enactment of Nepal Bank

Act 1937 and the establishment of the first commercial bank-the Nepal Bank Ltd.

Keeping in view the need for a central bank, Nepal Rastra Bank- a central bank was

established in 1956 under Nepal Rastra Bank Act, 2012 B.S. Rastra Banijya Bank was

established in 1966 under the full ownership of government as second commercial

bank. Till 1984 the whole banking sector was dominated by two state owned

commercial banks. Bank and banking activities accelerated only after the adoption of

a liberal economic policy in the mid 80’s and the establishment of Nepal Arab Bank



ltd in 1984 as a first joint venture commercial bank. Subsequently other joint venture

banks were established with collaboration of foreign banks” (Shrestha, 2006:321).

Although the commercial banks were established with the concept of supplying the

short term credit and working capital need of industries they have been providing long

term loans also. Nepal Bank limited was established on 5 November 1937 as the first

commercial bank and was followed by Rastriya Banijya Bank which was established

on 23 January 1966. Nabil Bank was established in 1984 as the first joint venture

commercial bank. Currently, there are 26 commercial banks operating in Nepal.

The primary functions of the commercial banks are to collect deposits, provide credit

and remit funds. The subsidiary function are to invest in government securities, deal

in foreign exchange, provide agency functions, purchase and sale of securities,

underwrite, act as a trustee when nominated, supply trade information and statistical

data etc. Commercial banks occupy a major role in the securities market in Nepal.



Table: 1.1

List of the Commercial Banks in Nepal

S.No Names Operation
Date

(A.D.)

Head Office Paid up
Capital
(Rs. In

Million)
1 Nepal Bank Limited 1937/11/15 Kathmandu 380.40
2 Rastriya Banijya Bank 1966/01/23 Kathmandu 1172.30
3 Agriculture Development Bank Ltd. 1968/01/02 Kathmandu 10777.50
4 NABIL Bank Limited 1984/07/16 Kathmandu 965.70
5 Nepal Investment Bank Limited 1986/02/27 Kathmandu 1606.10
6 Standard Chartered Bank Nepal Ltd. 1987/01/30 Kathmandu 932.00
7 Himalayan Bank Limited 1993/01/18 Kathmandu 1216.20
8 Nepal SBI Bank Limited 1993/07/07 Kathmandu 874.50
9 Nepal Bangladesh Bank Limited 1993/06/05 Kathmandu 744.10
10 Everest Bank Limited 1994/10/18 Kathmandu 838.80
11 Bank of Kathmandu Limited 1995/03/12 Kathmandu 844.40
12 Nepal Credit and Commerce Bank Ltd 1996/10/14 Siddharthanagar,Rupendehi 1399.60
13 Lumbini Bank Limited 1998/07/17 Narayangadh,Chitawan 1013.40
14 Nepal Industrial & Commercial Bank Ltd 1998/07/21 Biaratnagar,Morang 1140.50
15 Machhapuchhre Bank Limited 2000/10/03 Pokhara, Kaski 1479.00
16 Kumari Bank Limited 2001/04/03 Kathmandu 1078.30
17 Laxmi Bank Limited 2002/04/03 Birgunj, Parsa 1098.10
18 Siddhartha Bank Limited 2002/12/24 Kathmandu 952.20
19 Global Bank Ltd. 2007/01/02 Birgunj, Parsa 1000.00
20 Citizens Bank International Ltd. 2007/6/21 Kathmandu 700.00
21 Prime Bank Ltd 2007/9/24 Kathmandu 700.00
22 Sunrise Bank Ltd. 2007/10/12 Kathmandu 875.00
23 Bank of Asia Nepal Ltd. 2007/10/12 Kathmandu 700.00
24 Development Credit Bank Ltd. 2001/01/23 Kamaladi, Kathmandu 1107.50
25 NMB Bank Ltd. 1996/11/26 Babarmahal, Kathmandu 1000.00
26 KIST Bank Ltd. 2003/5/32 Anamnagar, Kathmandu 2000.00

(Source: www.nrb.org.np)

1.7 Commercial Banks under Study

In this study, six commercial banks listed with the NEPSE are taken for analysis. The

brief introduction of these banks is presented below:



1.7.1 Nepal Investment Bank Ltd (NIBL)

Nepal Investment Bank Limited is one of the commercial banks in Nepal. Nepal

Investment Bank Limited of Nepal was previously known as Nepal Indosuez bank

Ltd. Nepal Investment Bank Limited came into being in the year of 1986. The bank is

situated in the Durbar Marg of Kathmandu.

The bank was the outcome of the joint venture of Nepalese and French partner. The

French partner was Credit Agricole Indosuez. It was a subsidiary of largest banking

group. The name of the bank was changed to Nepal Investment Bank with the

approval of Nepal Rastra bank and company. The structure of the share holders

include a group of companies who hold around 50% of the capital, Rashtriya Bank

and Rashtriya Beema Sansthan holds around 15%. The other 20% is hold by General

Public. With these achievements, the Nepal Investment Bank in Nepal a company has

been enlisted in the Stock exchange of Nepal.

This bank is managed by experienced staff and bankers who have experience of more

than decades. Professionalism is the motto of the bank. Reliability is also found here.

This bank strives for utmost customer satisfaction. Safest and most secured money

transfer is available here. Fast and reliable transfer is done here.  NIBL has 21 branch

offices (Source:www.mapsofworld.com/nepal/economy/investment-bank.html).

1.7.2 Standard Chartered Bank Limited (SCBL)

Standard Chartered Bank Nepal Limited has been in operation in Nepal since 1987

when it was initially registered as a joint-venture operation. Today the Bank is an

integral part of Standard Chartered Group who has 75% ownership in the company

with 25% shares owned by the Nepalese public. The Bank enjoys the status of the

largest international bank currently operating in Nepal.

Standard Chartered Group employs almost 60,000 people, representing over 100

nationalities in over 50 countries in the Asia Pacific Region, South Asia, the Middle

East, Africa, the United Kingdom and the Americas. This diversity lies at the heart of

the Bank's values and supports the Bank's growth as the world increasingly becomes

one market.



With strong organic growth supported by strategic alliances and acquisitions and

driven by its strengths in the balance and diversity of its business, products,

geography and people, Standard Chartered is well positioned in the emerging trade

corridors of Asia, Africa and the Middle East.

An integral part of the only international banking Group currently operating in Nepal,

the Bank enjoys an impeccable reputation of a leading financial institution in the

country. With 15 points of representation and 16 ATMs across the Kingdom and with

around 350 local staff, Standard Chartered Bank Nepal Ltd. is in a position to serve its

customers through a large domestic network. In addition to which the global network

of Standard Chartered Group gives the Bank a unique opportunity to provide truly

international banking in Nepal.

Standard Chartered Bank Nepal Limited offers a full range of banking products and

services in Wholesale and Consumer banking, catering to a wide range of customers

encompassing individuals, mid-market local corporates, multinationals, large public

sector companies, government corporations, airlines, hotels as well as the DO

segment comprising of embassies, aid agencies, NGOs and INGOs.

The Bank has been the pioneer in introducing 'customer focused' products and

services in the country and aspires to continue to be a leader in introducing new

products in delivering superior services. It is the first Bank in Nepal that has

implemented the Anti-Money Laundering policy and applied the 'Know Your

Customer' procedure on all the customer accounts. It has 11 branch offices and 4

extension counters in Nepal and its head office is located in New Baneshwor,

Kathmandu. (Source: http://www.standardchartered.com/np)

1.7.3 NABIL Bank Ltd. (NBL)

Nabil Bank started operating in July 1984. The main aim of Nabil Bank of Nepal was

to extend the service of international standard of modern banking in every sector of

the society. Nabil Bank is a commercial bank, which has 19 branches in the country.

The head office of the bank is located at Kamalkandi at Kathmandu, the capital city of

Nepal. Most of its branches are at the capital city. However, it also has branches in



Biratnagar, Birjang, Pokhra,Nepalganj and Butwal. Many new branches are opening

shortly.

Nabil Bank Ltd has a very competent Board of Directors and the Management team.

Mr. Anil Shah is the CEO of the bank. The day to day operations of the bank are

taken care of by well trained people. Nabil Bank Ltd offers the customers various

services, some of which are:

 Credit Cards

 ATMs

 Tele Banking

 Internet Banking or E-Banking

 Correspondent banking across 170 places in the globel

The Nabil Bank is also referred to as the International Public Company. World

famous software from Infosys is installed in the bank for operating smoothly. Nabil

Bank Ltd has Nabil Prepaid or Coolcash, which is unique and highly popular among

people. Some of the features of Nabil Prepaid card are:

 Expenses tracking and monitoring

 Status and image symbol

 Cash carrying not required

 Can be used anywhere

 Issue is instant

The bank has 28 branch offices across Nepal and its head office is situated in

Kathmandu (http://www.mapsofworld.com/nepal/economy/nabil-bank.html).

1.7.4 Everest Bank Ltd (EBL)

Everest Bank Limited (EBL) started its operation in 1994 with a view and objectives

of extending professionalized and efficient banking services to various segments of

the society. Punjab National Bank (PNB), the joint venture partner of the bank holds

20% equity of EBL. PNB is the largest nationalized bank in India having 113 years of

banking history. PNB is a technology driven bank serving over 35 billion customers



through a network of over 4500 branches spread all over the country with a total

business of around INR 2178.74 billion.

EBL provides a full range of commercial banking services. The bank has 27 branch

offices, one representative office in New Delhi and its head office is located in New

Baneshwor, Katmandu (http://www.everestbankltd.com).

1.7.5 Bank of Kathmandu (BOK)

Bank of Kathmandu Limited has become a prominent name in the Nepalese banking

sector. We would like to express our sincere gratitude to our customers, shareholders,

employees and other stakeholders for their support and co-operation for leading the

bank to the present height of achievements. We wish to reiterate here that whatever

activity we undertake; we put in conscious efforts to glorify our corporate slogan,

“We make your life easier”.

We would also like to elucidate that Bank of Kathmandu is committed to delivering

quality service to customers, generating good return to shareholders, providing

attractive incentives to employees and serving the community through stronger

corporate social responsibility endeavor. Bank of Kathmandu Limited (BOK) has

today become a landmark in the Nepalese banking sector by being among the few

commercial banks which is entirely managed by Nepalese professionals and owned

by the general public.

BOK started its operation in March 1995 with the objective to stimulate the Nepalese

economy and take it to newer heights. BOK also aims to facilitate the nation's

economy and to become more competitive globally. To achieve these, BOK has been

focusing on its set objectives right from the beginning. To highlight its few objectives:

 To contribute to the sustainable development of the nation by mobilizing

domestic savings and channeling them to productive areas

 To use the latest banking technology to provide better, reliable and efficient

services at a reasonable cost

 To facilitate trade by making financial transactions easier, faster and more

reliable through relationships with foreign banks and money transfer agencies

 To contribute to the overall social development of Nepal



The bank has 23 branch offices and its head office is located in Kamaladi, Kathmandu

(http://www.bok.com.np).

1.7.6 Himalyan Bank Ltd (HBL)

Himalayan Bank Limited of Nepal, established in 1992 is new in the banking sector.

It is a product of the collaboration of famous business personalities of Nepal along

with the employees of the Provident Habib Bank Ltd., Pakistan. Besides all the

commercial services that a bank renders, the HBL also has the provision for the

merchant and industrial banking.

The Himalayan Bank Limited is the first commercial bank, which holds the maximum

share of the private sector of Nepal. At present there are five branches of the bank in

the Kathmandu Valley, the Head Office being in Thamel Kathmandu. The other three

branches are located in Tandi, Bharatpur and Birganj. Himalayan Bank Limited has

had the privilege to operate a counter in the campus of the Royal Palace. HBL has

further plans to expand its branches across Nepal.

The CEO of Himalayan Bank Limited is Mr. Ashoke Rana. There are also three

General Managers who comprise of the Board of Directors. Himalayan Bank Limited,

functions on the motto “Bank with a Difference”. It is open 5 days a week from 9:30

am to 3:30pm. The bank promises dedicated and courteous services to all its clients

from every strata of the society. Since, it is relatively new it comes up with new and

fascinating products to keep itself abreast of the international standards. Few facilities

are:

 Tele- Banking

 Credit Card

 Any Branch Banking

 24 Hours Banking.

 ATM

 Correspondent Network

The Himalayan Bank Limited has won many prestigious awards like the Bagmati

National Excellence Award- 2003 and the Number 1 Bank of Nepal 2003- 2006 by



the Banker's Almanac Britain. It has 17 branch offices and its head office is located in

Thamel, Kathmandu (http://www.mapsofworld.com/nepal/economy/himalayan-bank-

limited.html).

1.8 Statement of the Problem

Ordinary shares comprise the largest category of securities in the corporate business

in Nepal listed with the Nepal Stock Exchange. Price of the common stock in the

primary market is at par value, however, the price of the common stock in the

secondary market is either under priced, over priced or at par and the stock price

changes continuously in the secondary market due to internal (organizational) and

external (political, economic, financial) factors. Moreover, the NEPSE index is

sensitive to both internal and external factors.

The shares of the commercial banks play a vital role in the overall index of NEPSE

and the overall index is highly influenced by the shares of the commercial banks. The

sector wise contribution in total traded volume in NEPSE is mostly dominated by the

financial sector. The shares of the publicly quoted commercial banks seem to be the

basis of investment to all potential investors.

In the Nepalese stock market, investors do not analyze the financial indicators of the

companies in which they are investing. Due to lack of investment opportunities

investors invest without analyzing the financial position of the companies. The market

price of the common stock is not generally determined by its financial indicators like

the EPS, NWPS, DPS and DPR. The investors do not compare current assets with

current liabilities or look at the debt equity ratio while investing. However, these days'

investors are increasingly becoming aware on the need to analyze the financial

situation of the commercial banks before making investment.

After the April movement in 2006 (Janandolan II) and the successful holding of the

CA election, there was considerable increase in the NEPSE Index probably due to

increased investors confidence after the ceasefire on the expectation of favorable

business environment. Confidence after the formation of the CPN-M included interim

government and comparatively calm environment in Terai, NEPSE showed a record



breaking increase. However, the NEPSE again increased after political settlement

between the government and the agitating parties in March and successful holding of

the CA election. The uncertainty in the political front seems to have affected the stock

market. After formation of CPN-M government NEPSE continued to slow down.

.NEPSE showed a fluctuating trend around 700 during 2008\09.

In order to verify results and statements of the above studies to some extent, this study

assesses the problems and prospects of capital market in Nepal, at Government and

Corporate levels. To sum up, the study deals with the following issues.

 How is the trend of stock price behaviour of listed commercial banks in Nepal?

 What is the relationship of MPS with various financial indicators like EPS,

NWPS and DPS?

 What is the risk involved in the common stock investment?

 How does the stock market affected by the signaling factors e.g. political

situation?

1.9 Objectives of the Study

The study is undertaken basically to determine and analyze the stock price behavior of

the selected listed commercial banks in NEPSE. The specific objectives of this study

are as follows:

1. To study and to analyze stock price trend of commercial banks and volume of

stock traded in the secondary market.

2. To study the present financial position of the commercial banks and examines

and evaluates relationship of MPS with various financial indicators like EPS,

NWPS and DPS.

3. To analyze the degree of risk involved in the common stock investment of the

commercial banks.

4. To examine and study the impact of the signaling factors on the stock price of

the commercial banks.

1.10 Limitations of the Study

This study is conducted as a partial fulfillment of the requirements for the Master of

Business Studies. There are certain limitations to this study which are as stated below:



1. Among the various commercial banks, the study will be based on six

commercial banks listed with the NEPSE.

2. The study is conducted based on the available secondary data and information.

Therefore, the consistency of findings and conclusions are dependent upon the

reliability of those data and information.

3. The study covers the period of six years, hence the result confines to that period

only.

4. Only few financial and statistical tools are used in the study.

5. The study only focuses on the commercial banks which are a part of total capital

market; hence the conclusion drawn from the study cannot generalize the total

capital market.

1.11 Significance of the Study

The study focuses on the stock price behavior of the commercial banks, so the study is

particularly significant to the investors, mangers, bankers, stock analyst, brokers,

government officials, academicians, students and any other stakeholders who are

interested in understanding the share price behavior of the commercial banks.

Investors invest money with the expectation of acquiring good returns from their

investment. This study analyzes financial situation of the commercial banks and

performance of its traded stock. Therefore, the study is significant to investors and

general public to help them undertake rationale decisions while investing in the stock

of the commercial banks. Moreover, the study provides insight over the financial

position and capitalization status of the commercial banks. The bank management can

analyze the financial position and performance of their traded stock to undertake

necessary steps for its improvement. Since, the study provides general picture of the

existing share market, it is significant to the government and the policy making

agencies to prepare/change policies in a timely manner for efficient functioning and

growth of stock market.

In addition, the study would also be useful to stock analyst, brokers and any persons

actively involved in stock market. Moreover, the study is significant to academicians

and students who are willing to learn about the stock price behavior of the commercial



banks and also to those who wanted to pursuer their career in banking or share

business. Taking all the above issues into consideration, this study will analyze the

stock price behavior of the listed commercial banks.

1.12 Organization of the Study

This study is organized into five chapters. Each chapter describes on some aspects of

the study.

Chapter I - Introduction

This chapter consists of general background, objectives, significance, limitations and

organization of the study.

Chapter II - Review of Literature

This chapter consists of review of books, articles, journals and past Master degree

dissertations relevant to the study.

Chapter III - Research Methodology

This chapter consists of research design, sample and population, nature and sources of

data and methodology adopted on carrying out the study.

Chapter IV- Data Presentation and Analysis

This chapter consists of analysis, evaluation, presentation and finding of available

data and information.

Chapter V- Summary, Conclusions and Recommendations

This chapter consists of the major findings, conclusions and recommendations based

on analysis and presentation.



CHAPTER - II

REVIEW OF LITERATURE

Introduction

This chapter is basically concerned with the review of literature relevant to the stock

price behavior. It covers the theories and the empirical evidences and previous study

on topic done by academicians, researchers and teachers of finance. In this chapter

various books, magazines, journals, research papers, unpublished thesis report etc are

reviewed, which shows the stock price behavior on NEPSE.

2.1 Conceptual Review

2.1.1 Common Stock

In financial markets, stock capital is raised by a corporation or a joint stock company

through the issuance and distribution of shares. A person or organization that holds at

least a partial share of stock is called a shareholder. “In the United Kingdom, South

Africa and Australia, the terms stock and share(s) are used the same way, but stock

can also refer to completely different financial instruments such as government bonds

or, less commonly, to all kinds of marketable securities”.(www.investorguide.com)

“The history of issuing shares dates back to the roman times. The first company to

issue shares of stock after the Middle Ages was the Dutch East India Company in

1606. The issue of stock was made to pool the finance for the building of ships.

Before adoption of the joint-stock corporation, an expensive venture such as the

building of a merchant ship could be undertaken only by governments or by very

wealthy individuals or families” (www.wikipedia.org).

“A security represents ownership in a corporation. Holders of common stock exercise

control by electing a board of directors and voting on corporate policy. Common

stockholders are on the bottom of the priority ladder for ownership structure. In the

event of liquidation, common shareholders have rights to a company's assets only

after bondholders; preferred shareholders and other debt holders have been paid in

full.



In the U.K., these are called "ordinary shares". If the company goes bankrupt, the

common stockholders will not receive their money until the creditors and preferred

shareholders have received their respective share of the leftover assets. This makes

common stock riskier than debt or preferred shares. The upside to common shares is

that they usually outperform bonds and preferred shares in the long run”

(http://www.investopedia.com).

“Common stock also referred to as common or ordinary shares are the most usual and

commonly held form of stock in a company. The holders of common stocks, called

shareholders or stockholders, are the legal owners of a company. The common stocks

are the permanent and vital source of capital since they do not have a maturity date.

The capital contributed by shareholders by purchasing common stocks, are entitled to

dividends. The Company's Board of Directors fixes the amount or rate of dividend.

The common stock is, therefore, known as the variable income security. Being the

owner of the company the stockholders bear the risk of ownership, they are entitled to

dividends after the claims of others have been satisfied. Similarly, when the company

is liquidated, the owners of common stock are the last in the priority. They can

exercise their claim on assets after the claims of other suppliers of capital have been

met” (Fisher & jordan, 1995:500).

2.1.2 Capital Market

Long term investment in any organization is made through permanent financing and is

represented primarily by long term debt, preference stock and common stock, but

excluding all short term credit. Capital market is the market place through which the

entrepreneurs collect the long-term capital by mobilizing individual and institutional

savings either directly or indirectly. Securities that mature in more than a year are

traded in the capital market. The capital market can be classified into primary and

secondary markets.

2.1.3 Primary Market

“A market that issues new securities on an exchange. Companies, governments and

other groups obtain financing through debt or equity based securities. Primary

markets are facilitated by underwriting groups, which consist of investment banks that

will set a beginning price range for a given security and then oversee its sale directly



to investors. Also known as "new issue market" (NIM). The primary markets are

where investors can get first crack at a new security issuance. The issuing company or

group receives cash proceeds from the sale, which is then used to fund operations or

expand the business. Exchanges have varying levels of requirements which must be

met before a security can be sold. Once the initial sale is complete, further trading is

said to conduct on the secondary market, which is where the bulk of exchange trading

occurs each day. Primary markets can see increased volatility over secondary markets

because it is difficult to accurately gauge investor demand for a new security until

several days of trading have occurred” (http://www.investopedia.com).

Primary market is the market where securities are sold to mobilize long term funds for

the establishment and operation of the businesses. It is also known as original sale of

securities. Primary market is also known as Initial Public Offerings (IPO) market

because initial public offering is made through this market. In the primary market,

securities can be sold either at par, discount or premium. However, Nepal Company

Act 2053 restricts the selling of securities at discount. In Nepal, primary issue of the

shares is conducted by investment bankers.

2.1.4 Secondary Market

Secondary market is the market place where securities once purchased through

primary market are traded. Secondary market comprises stock exchange and over the

counter market popularly known as OTC market. Stock exchange trades only the

listed securities whereas unlisted securities are traded in OTC market. Stock exchange

is therefore considered as an organized market whereas OTC is considered as an

unorganized market. Nepal does not have OTC market and NEPSE is the only

secondary market in Nepal. Secondary market provides liquidity and marketability to

the listed securities.

2.1.5 Over-the-Counter (OTC) Market

The second type of exchange is the virtual sort called an over-the-counter (OTC)

market, of which the Nasdaq is the most popular. These markets have no central

location or floor brokers whatsoever. Trading is done through a computer and

telecommunications network of dealers. It used to be that the largest companies were

listed only on the NYSE while all other second tier stocks traded on the other



exchanges. The tech boom of the late '90s changed all this; now the Nasdaq is home

to several big technology companies such as Microsoft, Cisco, Intel, Dell and Oracle.

This has resulted in the Nasdaq becoming a serious competitor to the NYSE.

On the Nasdaq brokerages act as market makers for various stocks. A market maker

provides continuous bid and ask prices within a prescribed percentage spread for

shares for which they are designated to make a market. They may match up buyers

and sellers directly but usually they will maintain an inventory of shares to meet

demands of investors. In most foreign stock markets, companies having a negative net

worth are normally de-listed from the stock market and sent to the OTC market.

Market analysts said operation of the OTC market would provide an alternative

opportunity for traders. One new investment instrument has entered the market, which

will help to advance and promote them.

In the case of Nepal, The Securities Board of Nepal (SEBON) recently gave the

approval to NEPSE to operate the OTC market in Nepal. In a statement, SEBON said

all 38 companies that have been delisted would be automatically listed in the OTC

market. Absence of an OTC market had been preventing investors in de-listed

companies from selling their shares. The stock market had submitted the OTC Market

regulations to SEBON three years ago for its approval.

2.1.6 Theories of Stock Price Behavior

There are two theories to explain the stock price behavior: conventional theory and

efficient market theory. Market efficiency is the basis for both the theories.

Conventional approach assumes that market is inefficient and it includes Fundamental

Analysis Theory and Technical Analysis Theory. Efficient Market Theory assumes

that the market is efficient and it includes weak form, semi-strong form and strong

form market efficiency. “Prior to the development of the efficient market theory,

investors were generally divided into two groups’ fundamentalists and technicians”

(Reily, 1986:347).



2.1.6.1 Conventional Approach

Conventional Approach assumes that the market is inefficient. There are two theories

to support this approach: Technical Analysis Theory and Fundamental Analysis

Theory.

Technical Analysis Theory

“Technical analysis theory is the study of past volume and price data of the stock to

predict future price movements. Technical analysis is a market oriented philosophy

and it depends on the force of supply and demand for shares as reflected in the market

rather than in the intrinsic value of the shares. Technical analysis assumes that at least

some of the shifts in the supply and demand occur gradually over time rather than

instantaneously. When shifting prices are detected, they are presumed to be the result

of gradual shifts in supply and demand rather than a series of instantaneous shift that

all coincidentally happen to be moving in the same direction” (Clark, 1997:538).

“Technical analysts believe in the history and that history repeats itself. Consequently

all their prediction and chart are based on history. Past figure and trends are used to

predict the future. This theory is also the study of the internal stock exchange

information. Technical analysis is based on the widely accepted premise that security

price are determined by supply of and demand for securities. The tools of technical

analysis are therefore designed to measures certain aspects of supply and demand.

Timing-predicting short-term price movements in either individual stock or a market

indicator are the objectives of technical analysis. The main assumptions of the

technical analysis theory are”: (Edwards and Magee, 1958: 86).

1. Market value is determined by the interaction of demand and supply.

2. Supply and demand are governed by numerous factors, both rational and

irrational.

3. Security prices tend to move in trends that persist for an appreciable length of

time, despite minor fluctuations in the market.

4. Changes in a trend are caused by shifts in demand and supply.

5. Shifts in supply and demand no matter why they occur can be detected sooner or

later in charts of market transactions.

6. Some chart patterns tend to repeat themselves.



In essence, technical analysts believe that past patterns of market action will recur in

the future and can therefore be used for predictive purpose.

“The technician believes the forces of supply and demand are reflected in patterns,

they predict together prices are moving higher or lower, and even by how much. In

the narrowest sense, the technician believes that price fluctuation reflect logical and

emotional force. They further believe that price movements whatever their cause,

once in force persist for some period of time and can be detected” (Fisher and Jordan,

1995: 510). On the basis of the technical theory, many have endeavored to forecast

the future of the stock market.

Various studies have shown that technical analysis is a useful tool in enabling

investors to understand the market as it is easier, faster and can be simultaneously

applied for more stocks. Technical analysis attempts to predict future stock price by

analyzing past stock prices. In general, tomorrow’s stock price is influenced by

today’s stock price. Technical analysts use different tools like Vulnerable Dow

Theory, Bar Charts, Contrary Opinion Theory, Confidence Index, Breadth of Market,

and Relative Strength Analysis to predict the future price of the stocks. With these

various tools, the technicians attempt to correctly predict changes in trend and take

advantage from it.

Fundamental Analysis Theory

“In the fundamental approach, the security analyst or prospective investor is primarily

interested in analyzing factors such as economic influences, industry factors as well as

pertinent company information such as product demand, earnings dividends and

management in order to calculate an intrinsic value for the firm’s securities. They

reach on an investment decision by comparing this value with the current market price

of the security. Fundamentalists are concerned with such matters as future earnings

and dividends. It is some times said fundamental analysis is designed to answer to

question “what?” (Sharpe, Jordan and Jeffery, 2000: 844).

Fundamental theory assumes that knowledge about the future of companies is not

perfect, some stocks are under-priced and others are over-priced. The investor task is

to study certain fundamental factors that may enable them to select undervalued



stocks for purchase and sell overvalued stock. These fundamentals are the historical

profitability of an industry, the leading companies in the industry, the economic

outlook for the profitability of the industry as a whole, and the outlook for general

economy. The potential investors then estimate the value of one company by

comparing the history and expected future of this company with competing firms.

Fundamental analysts work to find new information before other investor so they can

get into a position to earn profit from price changes they anticipated. “Fundamental

analysis uses different models like Top-Down versus Bottom-up Forecasting,

Probabilistic Forecasting, Econometric Models, and Financial Statement Analysis to

estimate the value of securities” (Sharpe, Jordan and Jeffery, 2000: 850-853). The

fundamental analyst reaches to an investment on the basis of the forecast of these

analytical tools.

Although fundamental analysis approach is used by many security analyst or

prospective investors to predict stocks value with a risk-return framework based upon

earning power and the economic environment, it is hard and time consuming to use.

2.1.6.2 Efficient Market Theory

“The efficient market theory states that it is not possible to consistently outperform

the market by using any information that the market already knows, except through

luck. In efficient market theory, information is defined as anything that may affect

prices that is unknowable in the present and thus appears randomly in the future”.

(www.wikipedia.org) Efficient market theory contends that in free and perfect

competitive market security prices fully reflect all available information and adjust

instantaneously every influx of all available new information.

“The main assumption of market efficiency are (1) all investors have costless access

to currently available information about the future (ii) all investors are good analysts

and (iii) all investors pay close attention to market price and adjust their holdings

appropriately” (Summer, 1975:341). In an efficient market, securities price will be a

good estimate of its investment value, where investment value is the present value of

securities future prospects, as estimated by well informed and capable analysts, and

can be thought of as the securities fair value. “The (perfectly) efficient market is one

in which every security’s price equals its investment value at all times. A market is



said to be efficient if it is impossible to make abnormal profits by using a particular

sets of information to formulate buying and selling decisions” (Sharpe, Jordan and

Jeffery, 2000:106). “In a perfectly efficient market, each securities sells for its fair

value at all times and any attempts to identify mis-priced securities is futile. In such a

market, a set of information is fully and immediately reflected in market price”

(Norby, 2000:3).

“In an efficient market, investors expect to make only normal profits and earn a

normal rate of return on their investments. In such a market, any new information is

immediately and fully reflected in price. New information is just that new, meaning a

surprise. In a perfectly efficient market, price changes are close to random” (Sharpe,

Jordan and Jeffery, 2000: 106). There are three common forms in which the efficient

market theory is commonly stated — weak form efficiency, semi-strong form

efficiency and strong form efficiency, each of which have different implications for

how markets work. These three hypotheses are not mutually exclusive they differ only

in the degree of market efficiency.

Weak-Form Efficiency

“In a weak-form efficient market current share prices are the best, unbiased, estimate

of the value of the security. Theoretical in nature, weak form efficiency advocates

assert that fundamental analysis can be used to identify stocks that are undervalued

and overvalued. Therefore, investors looking for profitable companies can earn profits

by researching financial statements” (www.wikipedia.org).

“Weak form market efficiency hypothesizes that today’s securities price fully reflects

information contained in historical security prices. It implies that no excess returns

can be earned by using investment strategies based on historical share prices or other

financial data” (Weston and Copeland, 1987:94).

Weak-form efficiency implies that technical analysis techniques will not be able to

consistently produce excess returns, though some forms of fundamental analysis may

still provide excess returns.



Semi-strong Form Efficiency

“The semi-strong form efficient market states that securities price fully reflect all

publicly available information” (Fransis, 1997:608). Thus, no investor could earn

excess return using publicly available resources such as corporate annual reports,

NEPSE price information or published investment advisory report.

“In semi-strong form efficient market, share prices adjust within an arbitrarily small

but finite amount of time and in an unbiased fashion to publicly available new

information, so that no excess returns can be earned by trading on that information. In

semi-strong form efficiency, the adjustments to previously unknown news must be of

a reasonable size and must be instantaneous. Moreover, if there is consistent upward

or downward adjustments after the initial change, it would suggest that investors had

interpreted the information in a biased fashion and hence in an inefficient manner.

Semi-strong form efficiency implies that fundamental analysis techniques will not be

able to reliably produce excess returns” (www.wikipedia.org).

Strong-Form Efficiency

“The most stringent form of market efficiency is the strong form which asserts that

prices fully reflect all information both public and non public” (Jones, 1943:429). “ In

such a market, no investors would be able to earn, over a reasonable period of time,

excess rate of return by using publicly available information. Moreover, the strong

form states that stock prices fully reflect all public and private information and no one

can earn excess returns. Moreover, if there are legal barriers to private information

becoming public, as with insider trading laws, strong-form efficiency is impossible,

except in the case where the laws are universally ignored” (www.wikipedia.org).

“There are criticisms to the strong form market efficiency theory. Economists,

mathematicians and market practitioners do not believe that man-made markets are

strong-form efficient when there are many reasons for inefficiency including the slow

diffusion of information, the relatively great power of market participants like the

financial institutions, and the existence of apparently sophisticated professional

investors. The way that markets react to surprising news is perhaps the most visible

flaw in the efficient market hypothesis”. (www.wikipedia.org).



2.2 Review of Journals and Articles

In this section, articles and journals related to Nepalese stock market and its behavior

is reviewed.

Paudel, (2002) conducted a research on “Investing in Shares of Commercial Banks in

Nepal: An Assessment of Return and Risk Elements”. This paper tried to determine

whether the shares of commercial banks in Nepal were correctly priced and to trace

their future price movements when striving towards equilibrium. For this, some

theoretical models were discussed to analyze return and risk characteristics of those

shares. The correlation coefficients between the returns on individual shares and the

return on market portfolio were analyzed with the objective of decomposing the total

risk into systematic and unsystematic components. The analysis of the individual

stock's beta coefficient helped determine the minimum rate of return required by the

investor to compensate for systematic risk. Statistical results suggested that the

analyzed shares here were not in equilibrium with most of the shares being less risky

than the market. While all the shares examined appear to be attractive to the potential

investors since they produce higher rates of return than that of the average stock, the

various shares had different degrees of risk with some shares being unable to generate

the minimum rate of return (i.e. the sum of risk free-rate plus a premium for

additional risk bearing).

Pradhhan, (2003) conducted a research on “Effects of dividends on common stock

price : the Nepalese evidence”. The major purpose of this paper is to explain share

price, dividend and retained earnings relationships in the context of Nepal. It attempts

to ascertain the effect of dividend payment and retained earnings on market price of

share. It is not yet known in Nepal whether there is customary strong dividend or

retained earning effect on market price of share and if the Nepalese stock market has

started recognizing the impact of retained earnings. The findings indicate that share

value is affected by dividend payments. This finding is consistent with the existence

of net preference for current dividends as opposed to capital gains. There is an

indication that a somewhat higher investor valuation may be placed on dividends than

on retain earnings. To the extent that this conclusion is valid, it is possible that

management might be able, at least in some measure, to increase stock prices by

raising dividends. However, the opposite may be true in growth companies where



management might be able to increase share price by greater retention of earnings

which could not be revealed by this study. Thus it may be pointed out that dividend

payment is more important as compared to retained earnings in Nepal. If the company

retains more earnings, the market price of share may decline.

Joshi, (2006) conducted a research on “Day-of-the-Week Effect: Is it an Industry-

Specific Phenomenon?” In his study, the researcher had reexamined the day-of-the-

week effect in stock returns for Nepalese Stock market using broad index and

industrial indices by accounting for the beginning of the week difference for the

sample period 1995 to 2005. The study was particularly motivated by Joshi and K.C.

(2005) who reported the Thursday effect for broad stock market Nepal Stock

exchange (NEPSE) index and Brusa, Liu and Schulman (2003) who documented that

Monday effect exists not only in broad stock market but also in most of the industrial

indices for US stock market and thus is not an industry - specific phenomenon. The

results of his studies indicated that the day-of-the-week effect did not exist in broad

index but existed only in few of the industries and was thus the industry specific

phenomenon. This finding was inconsistent to that observed for stock market of US.

Moreover, disappearing phenomenon across industries was also observed in the

research.

Bhattarai and Joshi, (2006) conducted a research on “Stock Returns and

Economically Neutral Behavioral Variables Relationship in the Nepalese Stock

Market”. Their research was conducted to assess the relationship between

economically neutral behavioral variables and stock returns documented in Saunders

(1993), Hirshleifer and Shum way (2003), Cao and Wei (2004, 2005) and Kamstra,

Kramer and Levi (2003) by examining a stock market of a single small developing

country-Nepal, Nepal Stock Exchange (NEPSE), that have received little attention in

the literature. In particular the research was focused on three mood proxy variables,

all continuous: two were the weather variables (cloud cover and temperature) and

third one was a biorhythm variable (SAD). The results of their study showed that

there was a significant relationship (positive) between stock returns and economically

neutral behaviora variable represented by the cloud cover. This finding was

inconsistent to that reported by Saunders (1993) and Hirshleifer and Shumway (2003)

who observed significant negative relationship between stock returns and Cloud



cover. With respect to temperature and SAD variable the researcher did not observe

such significant relationship. The results were also inconsistent to the findings

documented in Cao and Wei (2004, 2005) and Kamstra et al (2003) who reported the

significantly negative relationship between stock returns and temperature and positive

and significant relationship between stock returns and SAD variable respectively. The

findings were however consistent for sub-period (the exception being first sample

period) and for one of the industrial index examined. The overall results lead to the

conclusion that Nepalese stock market is not efficient in the weak form of efficiency.

Baral and Shrestha, (2006) conducted a research on “Daily Stock Price Behavior of

Commercial Banks in Nepal”. This study examines the stock price behavior of listed

commercial banks by using the daily price movements of commercial banks sampled

randomly in the fiscal year 2005/06.Observations of daily stock prices of sampled

banks indicate that there is a large variation in their stock prices in the fiscal year

2005/06. They are not doing well in Nepalese stock market. Most of the serial

coefficients are significantly deviated from zero and statistically insignificant. It

signifies that the successive price changes are dependent. Therefore, the Nepalese

stock market is inefficient in pricing the shares. Runs test results also show that the

percentage of deviation between the observed and actual number of runs in the series

of price changes is significant. It is obvious that the successive price changes are not

random. Thus, RWH does not hold true in the context of Nepalese stock market.

2.3 Review of Thesis

Several researchers have conducted research on different aspects of share price

behavior. These researches had mainly tried to study the share price behavior with the

help of NEPSE index, volume of stock traded, impact of signaling factors on the

NEPSE, the relationship of dividends and stock price and the behavior of the closing

market price. Moreover, statistical tools like standard deviation, correlation

coefficient, simple regression analysis and t-test etc were mainly used to study the

stock price behavior, to examine the relationship of financial performances and stock

price, to analyze the risk involved in stock investment and to explore the signaling

effects in stock price. Moreover, there were very few researches which were primarily

focused on the share price behavior of the commercial banks and this gives an



important ground to conduct a research on the share price behavior of the commercial

banks.

Out of many theses, some of the relevant thesis on share price behavior which has

been reviewed are as:

Adhikari, (2004) studied the behavior of share in the market in his thesis entitled

“Share Price Behavior of Joint Venture Banks in Nepal”. The main objectives of the

research was to examine the price trend, risk and return analysis of joint venture

Banks, effects of dividend on the price of the stock and market price of stocks are

over or under priced.

The study concluded that the shares of publicly quoted joint venture commercial

banks were less risky as compared to the other average stocks traded in the stock-

exchange. In his study, he has taken seven joint venture commercial banks as a

sample for examining the relationship as well as for using different indicators. The

study concluded that good track record of the financial position; market penetration

and continuous declaration of dividends encouraged the potential investors to buy the

share of joint venture commercial banks. Therefore, the share of joint venture

commercial banks emerged as the blue chips in the Nepalese stock market. In the

securities market analysis it was found that all the banks under study were under

priced and the potentiality of each banks in gaining in the market remained prevalent.

Gautam, (2005) conducted a research on “A Study on the Behavior of Stock Market

Price in Nepalese Security Market”. The main objectives of the research was to

examine and study the price trend with the help of NEPSE index, volume of stock

traded, impact of signaling factors on NEPSE, to find the correlation coefficient and

regression analysis between the sampled companies and to analyze the closing market

price of the sampled companies.

The major findings of the study were as follows: The price trend of the sampled

companies was not in a predictable trend and the volume of the stock traded was in a

fluctuating trend during the study period. The relationship between EPS and DPS and

EPS and NWPS was positive. The regression analysis between the EPS and market



price showed that all sample companies had positive regression coefficient which

indicated that the price would increase at an average rate. The major signaling factors

such as closure of major industries, closure of multinational companies and political

demonstrations of four political parties played a major role in determining the NEPSE

index. Gautam recommended formulating “Investors Protection Act” to remove

difficulties such as transaction facilities in the stock market. She also stressed on the

need of adopting one window policy to provide all services while granting approval.

Sapkota, (2005) studied “Stock Price Behavior of the Listed Finance Companies in

Nepal”. His study specifically aimed to study and analyze stock price trend and

volume of stock traded in the secondary market, relationship between BVPS and

MVPS of the finance companies and to analyze the risk and return associated in the

common stock investment of the selected finance companies. He used financial and

statistical tools like standard deviation, correlation analysis, beta coefficient, t-test etc

to study the stock price behavior. In his study, he had taken ten finance companies as

a sample and the sample period covered FY 1998/99 to FY 2003/04 for examining the

relationship as well as for using different indicators. The major findings of the study

were as follows:

1. Among the various groups of industries commercial banks and manufacturing

and processing group were in a dominant position in terms of volume and traded

amount.

2. The beta coefficient which measured the risk of individual security in relative

terms suggested that none of the shares of sample finance companies were at

high risk. The shares of finance companies were less risky then those average

stocks traded in the stock exchange due to good track record of their financial

position, market penetration and continuous declaration of dividends.

3. The run test which measures the randomness of sample events suggested that the

changes in the market price of the common stocks of selected finance companies

were not random. In fact run in every finance company it was lower then

expected. This indicated that market over reacted to the available information.

4. The correlation coefficient and the regression analysis revealed that there was no

relation between the BVPS and the MVPS.



Sapkota in his research had concluded that compared to the position and performance

of the stock market in Nepal, it was not able to gain strong economic position as

expected due to market limitations like limited number of buyers and sellers, rigid

government policies and weak position of corporate sector etc. He recommended

formulating “Investors Protection Act” for removing stock market difficulties.

Moreover, he also recommended that NEPSE, the regulatory body, should impose

effective provisions to its members to control excessive price fluctuations and conduct

periodic research on stock issues and avail the findings to the public which would

help people make better investment decisions.

Baskota, (2007) conducted a research on “The Behaviour of Common Stocks in

Nepalese Capital Market”. The major objectives of this study is to analyze the

behaviour of stock price, investing behaviour of general public and relationship

between EPS and its respective variables . The study has analyzed two commercial

banks, two trading companies, one finance company, two manufacturing and

processing companies, two insurance companies and one hotel listed in the NEPSE

for FY 2000/01 to FY 2004/05. The study analyzed EPS, DPS, MPS and NWPS and

used correlation Analysis and Regression Analysis to analyze the data.

The major findings of the study were: MPS was affected either positively or

negatively by dividend as well as earnings of the organization. EPS, DPS and NWPS

individually did not have consistent relationship with the market price of the stock.

The pricing varied from one company to other but the EPS, DPS and NWPS jointly

had significant effect in the market price of share. Moreover, the research also

concluded that the Nepalese investors did not had adequate knowledge of capital

market and were not qualified enough to analyze the market scenario and forecast

share price. Commercial banking sector dominated the overall performance of

Nepalese stock market whereas Manufacturing, Trading and Hotel sectors showed

weak performance.

The research also concluded that companies performance, disclosure of financial

information, timely Annual General Meeting (AGM), political stability, national

economy, demand and supply situation, security situation of the country were the

major factors affecting the share price in NEPSE.



Dahal, (2007) conducted a research on “Determinants of Stock Price of Listed

Companies in NEPSE”. The major objectives of this study was to determine the major

financial indicators that has influenced the stock price, to study whether stock of the

company were overpriced, under-priced or equilibrium priced and to study investors

response regarding the change of stock price. The research used three banks, three

finance companies, three insurance companies and three manufacturing companies as

a sample of the study. Correlation and Regression analysis between different financial

indicators and Market Price of the stock was conducted as a part of research. The

major findings of this study were: Pricing behavior differed from companies to

companies. Although DPS, BVPS and EPS jointly had significant effect on the share

price, these financial indicators individually did not have consistent relationship with

MVPS which indicated that there might be other major factors influencing and

determining the share prices significantly.  Analysis of the pricing status of the

common stocks of the sample companies strongly concluded that none of the sample

companies were equilibrium  priced, some were overpriced whereas other were under-

priced. He also added that if stocks were under-priced the demand in stock market

heavily mounted up and insufficient supply of stocks caused price to rise. The

research also concluded that the NEPSE stock market was in an infant stage and there

was a gap between theory and practice of investment in Nepalese stock market due to

lack of proper study of stock market.

Baniya, (2008) conducted a research on “Share Price Behavior of Commercial Banks

and Effect of Macroeconomic Variables in Nepalese Stock Market”. The specific

objectives of the study were to study and analyses stock price trend and behavior of

the selected commercial banks, draw the main influencing factors of share price and

to examine the impacts of GDP, rate of interest and rate of inflation on NEPSE Index.

This study covered the period from FY 2001/02 to FY 2005/06. The researcher used

monthly closing price of five commercial banks for analysis. Similarly, to establish

the relationship between the NEPSE index and the macroeconomic variables GDP,

rate of interest and rate of inflation during the study period were taken. The research

used regression analysis to see the effect of macro-economic variables on the NEPSE.



The major findings of this study were as follows: The graphical analysis and volatility

test showed that stock price behavior of sample commercial banks was not even, some

showed fluctuating trend whereas other showed moderate trend. The results of run test

showed market price of selected commercial banks were not random which indicated

that market overreacted to the available information. There was no significant

relationship between GDP and NEPSE which indicated that higher annual NEPSE

index did not have positive relationship with GDP. Similarly there was no supporting

evidence to prove that the change in the market interest rate on deposit could have

affected the NEPSE Index. The degree of impact in stock price due to the change in

interest rate was conditional on corporate environment. If the corporate environment

was bright enough the fall in the market interest on deposit increased the security

price in the stock market and vice-versa. The trend of NEPSE index and the rate of

inflation was not supporting with each other which proved that there was no

significant relationship between NEPSE index and the rate of inflation. Finally, the

study concluded that NEPSE was not influenced by macro economic variables.

Research Gap

The review of past dissertations and studies shows that similar research on the share

price behavior has been conducted by different researchers in the past. The review

shows that most of the studies were focused on different listed companies and not

particularly on the commercial banks. Few researches which focused on the share

price behavior of the commercial banks have tried to analyze the banking share price

comparing it with its own financial indicators and with macroeconomic variables.

These studies have also not particularly tried to analyze the Banking Index, Sensitive

Index and the effects of signaling factors on the stock price. Moreover, the review

also statistical tools such as correlation coefficient and regression analysis have often

been used in most of these studies.

Keeping in view the above research gap, this research has analyzed the share price

behavior of the commercial banks in which commercial banks such as Nepal Standard

Chartered Bank, Nabil Bank Limited, Investment Bank Limited, Everest Bank

Limited, Bank of Kathmandu and Himalayan Band Ltd has been used as sample

banks. Unlike other researches the study has used statistical tools like multiple

regression analysis, run test and beta coefficient to analyze the share price behavior.



In additional effect of signaling factors on the share price has also been analyzed.

Moreover, compared to other past studies, this study has analyzed the share price

behavior from the FY 2003/04 until 2008/09. This research has also analyzed the

trend of Sensitive index and Banking SENSEX.

As this study has tried to fill the research gap of the past studies, this research on the

share price behavior of the commercial banks is highly relevant.



CHAPTER III

RESEARCH METHODOLOGY

3.1 Introduction

“Research Methodology refers to various sequential steps adopted by a researcher in

studying a problem with certain objectives in view”. The study is undertaken basically

to determine and analyze the stock price behavior of the selected listed commercial

banks in the NEPSE. This study will draw conclusion on the stock price behavior of

the NEPSE including commercial banks and recommend strategies for effective

investment opportunities. To accomplish this goal, following research methodology

has been used.

3.2 Research Design

The study will analyze the share price as well as the banking price movement in the

NEPSE. Moreover, the study will also examine the inter relationship of the Market

Price Share of the selected commercial banks with its various financial indicators and

the degree of risk involved in investment in the shares of these selected commercial

banks. The adopted method of research design is a case study method. To conduct the

study analytical descriptive research has been made from readily available data of the

stock market. Financial data from annual reports of the selected commercial banks has

also been used in the study.

3.3 Population and Sample

All companies listed with the Nepal Stock Exchange are considered to be the

population of the study and the commercial banks listed and conducting share

transactions in the NEPSE are taken as the sample of the study. At present there are

26 commercial banks listed with the NEPSE out of which following six commercial

banks are randomly selected for our analysis purpose.

1. Nepal Investment Bank Ltd. (NIBL)

2. Standard Chartered Bank Ltd (SCBL)

3. Nabil Bank Ltd. (NBL)

4. Everest Bank Ltd. (EBL)

5. Bank of Kathmandu (BOK)



6. Himalayan Bank Ltd (HBL)

As this study will try to explore the objectives set in the previous chapter, it is

expected that this study will help analyze the stock market scenario in NEPSE as well

as analyze individual commercial banks performance in relation to that of the similar

other businesses.  This study is also aimed at producing tested effect of historical

information on future price movements. Therefore, interested groups like the stock

analyst, financial analyst, stock-brokers, and managers of the different companies as

well as individuals can use the findings of this study.

3.4 Nature and Sources of Data

This study is based on secondary data only. The study has covered six years time-span

FY 2003/04 to FY 2008/09 and has included corporate securities only. Concerned

commercial banks, SEBON and NEPSE are the major sources of required data.

Required information and data are extracted from the annual reports and other

periodic reports of the concerned commercial banks, NEPSE and SEBON and also

downloaded from their official websites. In addition, some of the information and data

are also pulled from the reports of previous studies, magazines, journals and reports of

various government agencies like the Nepal Rastra Bank and the Ministry of Finance.

3.5 Method of Analysis

According to the needs and objectives of the study all data from the secondary sources

are compiled, processed and tabulated. To achieve the predetermined objectives of the

study following financial and statistical tools has been used.

3.5.1 Financial Tools

The tools which are used to measure financial performance of the organization from

long term as well as short term point of view is called financial tools. Following

financial tools has been used for the study:

3.5.1.1 Earnings Per Share (EPS)

Earning Per Share is the portion of the company’s profit allocated to each outstanding

share of common stock. EPS is generally considered to be the single most important



variable in determining a share's price. It is calculated by dividing the profit available

to the shareholders by the number of outstanding shares.

sharesequityexistingofNumber

Pr ofitNet
EPS 

3.5.1.2 Divided Per Share (DPS)

Dividend per Share is the amount of the dividend that the shareholders have (or will)

receive, over a year, for each share they own. It is calculated as the net profit

distributed to the shareholders divided by the number of outstanding shares.

sharesgoutstandinofNumber
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3.5.1.3 Dividend Payout Ratio (DPR)

The dividend payout ratio provides an idea of how well earnings support the dividend

payments. DPR is the percentage of earnings paid to shareholders in cash. In general,

the higher the payout ratio, the more mature the company. It is calculated by dividing

Dividend per Share by Earning per Share.

rShareEarningsPe
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3.5.1.4 Net Worth Per Share (NWPS)

Net worth per Share is a measurement of the net worth of the company for each share

of stock that has been issued. An increasing Net Worth per Share value is a positive

sign, as this signals the company has reduced its liabilities and vice-versa. It is

calculated as:

sharesgoutstandinofNumber

NetWorth
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3.5.1.5 Market Price Share (MPS)



Market price is just one of a number of ways of establishing the monetary value of a

good or a transaction. It is the prevailing or the actual price of the share paid in the

market transactions. For this study, year end closing price of NEPSE is taken as a

Market Price Per Share.

3.5.2 Statistical Tools

The mathematical tools which are used to collect, present, analyze and interpret

quantitative information in a clear and concise form is called statistical tools.

Statistical tools give a clear insight to the viewers and also help to interpret and

present the data more effectively. There are various statistical tools that can be used to

present and analyze data. In this study, the main statistical tools used are as follows.

3.5.2.1 Rate of Return

The rate of return measures the speed at which the investor’s wealth increases or

decreases. An investor’s single period rate of return during the investment period is

computed as,

Realized Rate of Return at a Time

1

1 )(






t

ttt
J P

PPD
R

Where,

Rj = Realized Rate of Return at a Time

Pt = Current Market Price of Share

Pt-1 = Market Price of Previous Year

Dt = Dividend in Cash

Expected Realized Rate of Return

JR = n

RJ

Where,

Rj = Expected Realized Rate of Return.

n = Number of Observations in Sample.

3.5.2.2 Standard Deviation

The standard deviation () is the other measure of investment risk. The smaller the

Standard deviation the lower will be the degree of risk of the stock. It is useful in

comparing sets of data which may have the same mean but a different range. It is



quantitative measure of total risk of assets. It provides more information about the risk

of asset. The standard deviation of a distribution is the square root of the variance of

returns around the mean. The following formula is applied to calculate the standard

deviation using historical returns.
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Where,

  Standard Deviation

X  Number in X-series

X  Mean

n  Number of Observations in a sample

Total risk (σ) can also be defined as the sum of systematic risk plus unsystematic risk.

Systematic risk has its source factors that affect all marketable assets and thus cannot

be diversified away. The sources of systematic risk are market-pervasive. The

measure of systematic risk permits an investor to evaluate an asset's required rate of

return relative to the systematic risk of the stock. Unsystematic (or company-specific

or unique) can be reduced through diversification. The relationships among total risk,

systematic risk and unsystematic risk are shown below.

Total Risk (σj) = Systematic risk + Unsystematic risk; with Systematic risk = (σj)(ρ

jM) and Unsystematic risk = σj(1-ρ jM)

In the equations ρ jM is the correlation coefficient between the returns of a given

stock (σ) and the return on market portfolio.

3.5.2.3 The Coefficient of Variation

The coefficient variation (CV) is the other useful measure of risk. It is the standard

Deviation divided by the expected return, which measures risk per unit of return. It

provides a more meaningful basis for comparison when the expected returns on two

alternatives are not the same. If investors believe that the rate of return should

increase as the risk increase, then the coefficient of variation provides a quick

summary of the relative trade-off between expected return and risk.
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Where,

CV  Coefficient of Variation

X  Mean

 = Standard Deviation

3.5.2.4 Beta Coefficient

Beta Coefficient is a measure of the volatility, or systematic risk, of a security or a

portfolio in comparison to the market as a whole. It measures how a variation in the

return on a particular share correlates with variations in the return on a market index.

Beta is calculated for individual companies using regression analysis. Beta is a

measure of risk and not to be confused with the attractiveness of the investment.

Stocks can be classified as aggressive or defensive or average depending on the value

of beta coefficients.

Beta coefficient (β) Stocks classification Degree of risk

Exactly 1 Average stock Equally risky as the market

Greater than 1 Aggressive stock More risky than the market

Less than 1 defensive stock Less risky than the market

Beta is calculated as follow:
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Where,

j  Beta Coefficient of Stock j.

(RjRm)  Co-variance of the Return on Stock J and Market

2
m  Variance of the Market

3.5.2.5 Correlation Coefficient

Correlation Coefficient indicates the strength and direction of a linear relationship

between two random variables. It is generally used to measure the degree to which

one variable is related to another. Correlation can either be negative or positive. If

both variables are changing in the same direction, then correlation is said to be



positive, but when the variation in the two variables takes in opposite direction, the

correlation is negative. A correlation greater than 0.8 is described as strong, whereas a

correlation less than 0.5 is described as weak. Simple correlation coefficient is

computed by,
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3.5.2.6 Coefficient of Determination

The Coefficient of Determinations is defined as the proportion of the variance in the

dependent variable that is explained by regression equation. It measures the

contribution of independent variables in predicting the dependent variable. It can

range in value from 0 to 1, with 1 indicating perfect fit.  It is more appropriate while

verifying the results than the correlation coefficient and is computed by square of the

correlation coefficient as shown below.

2min rationntofDeterCooefficie 

Where,

r = Coefficient of Correlation

3.5.2.7 Simple Regression Analysis

Regression is the statistical tool, which describes the nature of relationship between

two or more variables. It describes or estimates the value of the dependent variable on

the basis of one or more independent variables. Regression analysis attempts to

measure the degree of correlation between the dependent and independent variables,

thereby establishing the latter's predictive value. The simple regression equation of X

on Y can be calculated as follow.

bXaY 

We shall get the normal equation for estimating ‘a’ and ‘b’ as:

  XbnaY

   2XbXaXY

The coefficient ‘b’, is the slope of line of regression of Y on X and is also called as

coefficient of regression of Y on X. It demonstrates the increment in the value of the

dependent variable Y for a unit change in the value of independent variable X. In

other words, “b” represents the rate of change.  It is calculated as follows.
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Similarly, the value of Y-intercept ‘a’ can be computed as follow.
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Where,

Y = Value of Dependent Variable

X = Value of In-dependent Variable

a          = Y-intercept

b          = Slope of the Trend Line/ Coefficient of Regression

3.5.2.8 The Run Test

A run-test is a non-parametric test that checks randomness of hypothesis for a two-

valued data sequence. More precisely, it is used to test the hypothesis that the

elements of the sequence are mutually independent. The run test is used to decide if a

data set is from a random process. In this research, run test is applied to test whether

the MPS of the stocks of sample commercial banks is random. The value of Z is

calculated through the procedure mentioned below.

Step: 1

The median of each sample commercial banks under the sample period is calculated

by:
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Where,

Me = Median

N = Sample Size

Step: 2

The calculated median is then subtracted from consecutive price. In this way positive,

negative and zero signs are appeared.

Step: 3



Counting the number of each sign, the number of positive and zero signs is denoted

by n1 and the number of negative signs is denoted by n2. The number of fluctuations

in plus and minus is denoted by r. If either n1 or n2 is larger than 20, the sample is

called large sample.

Step: 4

Developing the Hypothesis:

Null Hypothesis (H0)                  : The MPS of the stocks of the sample commercial

banks is random.

Alternative Hypothesis (H1) : The MPS of the stocks of the sample commercial

banks is not random.

Step: 5

Computing the value of Z under the large sample,

)1()(

)2(2

1
2

21
2

21

212121

21

21



















nnnn

nnnnnn

nn

nn
r

Z

Where,

r = Number of runs

n1= Number of positive and zero sign

n2= Number of negative sign

Step: 6

Rejection region, according to the normal curve distribution, If the calculated value of

Z is ±1.96 then the probability occurs 0.025 and for two tailed probability, it would be

doubled 0.05 (i.e,2xp=2x0.025). Therefore, if the calculated value of Z in single

sample is greater than ±1.96 the two tailed probability associated with occurrence

under H0 would be less than at the 5% level of significance ( =0.05)

Step: 7

If the value of calculated Z is less than the tabulated value of Z (according to Normal

Curve Distribution) null hypothesis accepted and vice versa.

3.5.2.9 Testing of Hypothesis

A hypothesis test refers to the process of selecting and using a sample statistics to

draw inference about a population parameter based on the sample drawn from the



population.  It is an algorithm used to choose between the alternatives (for or against

the hypothesis) which minimize certain risks.

In testing the hypothesis, assumptions is made about the sample selection from the

population and tested whether the assumption or hypothesis is correct or incorrect and

than make a sound conclusion in the light of the sample observations. In testing the

hypothesis the first step is to set the hypothesis and present it in a standard way. The

two hypothesis in a statistical test are normally referred as Null Hypothesis (H0) and

Alternative Hypothesis (H1).

In this study, test of hypothesis is conducted for Run Test and Regression Analysis.

Creation of Hypothesis under Run Test

Null Hypothesis (H0) : The MPS of the stocks of the sample commercial

banks is random.

Alternative Hypothesis (H1) : The MPS of the stocks of the sample commercial

banks is not random.

Creation of Hypothesis under Regression Analysis

Null Hypothesis (H0) : MPS is independent of the respective variables. e.g.

EPS

Alternative Hypothesis (H1) : MPS is dependent of the respective variables. e.g.

EPS



CHAPTER IV

DATA PRESENTATION AND ANALYSIS

4.1 Introduction

This chapter deals with data presentation, analysis and interpretation based on the

research methodology explained in the previous chapter. The prime aim of this

chapter is to analyze and elucidate the collected data following the conversion of

unprocessed data to an understandable presentation. This chapter presents the analysis

and interpretation of the stock price behavior of the commercial banks using financial

as well as statistical tools.

4.2 Behavior of Market Index

Market index have always been of great importance in the world of security analysis

and portfolio management. Both individual and institutional investors use the market

index as a benchmark against which they evaluate the performance of their own or

institutional portfolio. Market indexes are used to determine the relationship between

historical price movement and economic variables and to determine the systematic

risk for individual securities and portfolios. Technical analysis usually uses current

market price movements to predict future movements in the stock market. Stock

market indexes are used to study the trend of growth pattern in the economy, to

analyze as well as to forecast business cycles and to correlate stock market indexes to

economic activities. Index is also a device designed to measure the change in a group

of related variables over a period of time. In this study, NEPSE Index, Banking Index,

NEPSE SENSEX, market capitalization, number of listed and transacted companies

and volume of stock traded is analyzed.

4.2.1 Annual Trend Analysis of NEPSE Index and Banking Index



In this study, index has been used as measuring tool to determine whether the

performance of stock market is remarkable or not. It focuses on the price of stocks

that is increasing or decreasing in the market due to the various changing variables.

Higher index implies the increase in market price of securities and the better

performance of companies and vice versa.

NEPSE follows the Standard and Poor's Index method for its calculation by taking the

market capitalization of all listed securities based on February 12, 1994 prices as 100

(Sebon, 1998).

The following table shows the annual trend analysis of the NEPSE Index and Banking

Index.

Table: 4.1

Annual Trend Analysis of NEPSE Index and Banking Index

Fiscal Year NEPSE Index % Change Banking

Index

% Change

2003/04 222.04 - 231.97 -

2004/05 286.67 29.11 304.64 31.33

2005/06 386.83 34.94 437.49 43.61

2006/07 683.95 76.81 789.21 80.39

2007/08 963.36 40.85 985.65 24.89

2008/09 749.10 (22.24) 780.87 (20.78)

(Source: Annual Reports of NEPSE)

The above table shows the movement of NEPSE Index and Banking Index during the

FY 03/04 to FY 08/09. The NEPSE Index shows an increasing trend except in FY

08/09 when it dropped from 963.36 in FY 07/08 to 749.10 in the FY 08/09.  It shows

that the market demonstrated a bullish trend till 07/08 but showed a bearish trend in

FY 08/09.

Similarly, the Banking Index also shows an increasing trend except in the FY 08/09

when it dropped from 985.65 in FY 07/08 to 780.87 in FY 08/09. The Banking Index



followed an increasing trend from FY 03/04 and reached up-to 985.65 in the FY

07/08. The Banking Index also showed a bearish trend in 08/09 but in overall showed

a bullish trend during the study period.

Both the NEPSE and Banking Index has grown in an increasing number during the

study period which shows satisfactory performance of the public limited companies

listed in the stock exchanges including the commercial banks. The growth rate of the

commercial banks is more than that of the NEPSE which indicates better performance

of the commercial banks in comparison to the other public limited companies listed in

the NEPSE. This trend also implies recovery economy in the country.

Figure:  4.1

Annual Trend Analysis of NEPSE Index and Banking Index

Annual Trend Analysis of NEPSE Index And
BANKING Index

0
200
400
600
800

1000
1200

20
03

/04

20
04

/05

20
05

/06

20
06

/07

20
07

/08

20
08

/09

Fiscal Years

In
de

x NEPSE Index
Banking Index

4.2.2 Monthly Trend Analysis of NEPSE Index and Banking Index

One of the techniques of analyzing the price trend is analyzing the monthly trend

analysis which is based on the monthly price index of the NEPSE. In this study,

monthly price index of the NEPSE and commercial banks during the FY 2008/09 is

taken for analysis.



Table: 4.2

Monthly Trend Analysis of NEPSE Index and Banking Index

Months NEPSE INDEX % Change Banking

Index

% Change

Jul/ Aug 08 1084.76 - 1143.62 -

Aug/Sep 08 976.01 (10.02) 999.13 (12.63)

Sep/Oct 08 933.97 (4.31) 986.45 (1.27)

Oct/ Nov 08 806.90 (13.61) 800.35 (18.86)

Nov/ Dec 08 734.85 (8.93) 713.19 (10.89)

Dec/ Jan 09 659.81 (10.21) 627.39 (12.03)

Jan/ Feb 09 663.52 (0.56) 637.98 1.69

Feb/ Mar 09 667.20 (0.55) 656.85 2.96

Mar/ Apr 09 661.27 (0.89) 662.71 0.89

Apr/ May 09 660.96 (0.47) 658.53 (0.63)

May/June 09 678.74 2.69 696.78 5.81

June/July 09 749.10 10.37 780.87 12.07

(Source: Monthly Reports of NEPSE)

The above table shows the movement of NEPSE Index and Banking Index during the

month Jul/Aug 08 to June/July 09. Both the NEPSE Index and Banking Index show a

fluctuating trend during the study period.  The NEPSE index declined from 1084.76

in the month Jul/Aug 08 to 660.96 in Apr/May 09, however it begins to increase from

May/June 09 and increased to 749.10 in last month of the FY 2008/09.

Similarly, the Banking Index decreased from 1143.62 in the month Jul/Aug 08 to

Dec/Jan 09, however it increases for three consecutive months and reached to

662.71in Mar/Apr 2009. The Index decreased in consecutive month and again

regained and increased to 780.87 in June/July 09.



The overall growth rate of NEPSE Index is (30.94) % whereas that of the Banking

Index is (31.72) % during the study period. It shows the NEPSE and Banking index

experienced considerable volatility and significant loses during the FY 2008/09. The

volatility of NEPSE and Banking Index can be explained by the changing political

scenario of the country. The consistent bearish trend in the first nine months can be

attributed to the increase in capital gain by the Maoist government and negative

aspect of government to see the capital market of the country. After the formation of

CPNUML coalition government some positive scenario can be seen in the capital

market of the country. NEPSE and BANKING index are moving together during the

year.

Figure: 4.2
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4.2.3 Monthly Trend Analysis of NEPSE SENSEX and Banking SENSEX

Sensitive Index which is also called SENSEX is an overall NEPSE index of all “A”

class listed companies in the stock market. The SENSEX was introduced in the

NEPSE from 31 December 2007 and is prepared by using mid-July 2007 as a base

period. The SENSEX generally will reflect the true health of the stock market as only



efficient companies are included in it. There are currently 78 companies listed as “A”

class companies.

In this study, monthly NEPSE SENSEX and Banking SENSEX during the year

2008/09 is taken for analysis.

Table: 4.3

Monthly Trend Analysis of NEPSE SENSEX and Banking SENSEX

Months NEPSE

SENSEX

% Change Banking

SENSEX

% Change

Jul/ Aug 08 284.36 - 290.15 -

Aug/Sep 08 247.34 (13.02) 258.15 (11.03)

Sep/Oct 08 244.35 (1.21) 256.01 (0.83)

Oct/ Nov 08 196.92 (19.41) 210.31 (17.85)

Nov/ Dec 08 178.15 (9.53) 192.83 (8.31)

Dec/ Jan 09 156.52 (12.14) 173.11 (10.23

Jan/ Feb 09 158.51 1.27 171.95 (0.67

Feb/ Mar 09 163.67 3.25 176.90 2.88

Mar/ Apr 09 167.30 2.22 176.17 (0.41)

Apr/ May 09 166.56 (0.44) 174.13 (1.16)

May/June 09 178.75 7.32 182.32 4.7

June/July 09 200.16 11.98 198.77 9.02

(Source: Monthly Reports of NEPSE)

Above table shows the movement of NEPSE SENSEX and Banking SENSEX during

the month Jul/Aug 08 to Jun/July 09. Both the NEPSE SENSEX and Banking

SENSEX show a fluctuating trend during the study period.  The NEPSE SENSEX

decreases from 284.36 in the month Jul/Aug 08 to 156.52 in Dec/Jan , however it

increased for three consecutive months and dropped to 167.30 in Mar/Apr 2009.

Again it decreased in one consecutive month and The SENSEX again recovered and

increased to 200.16 in June/July 09.

Similarly, the Banking SENSEX decreased from 290.15 in the month Jul/Aug 08 to

171.95 in Jan/Feb 09; however it increased for next month and dropped to 176.9 in

Feb/Mar 09.The SENSEX again decreased in two consecutive months and dropped to



174.13 in Apr/May 09. The SENSEX again recovered and increased in two

consecutive months and reached to 198.77 June /July 09.

The overall growth rate of NEPSE SENSEX is (29.61) % whereas that of the Banking

SENSEX is (31.49)% during the study period.

The analysis of SENSEX shows that although the shares prices suffered considerably

during July 2009 to end of 2009, the demand for the share prices increased and

showed positive response after January until the end of the study period except

considerable loss in Apr/May 2009. The decrease of NEPSE SENSEX is slightly less

than the decrease of BANKING SENSEX.  It shows that the performance of the “A”

class companies including “A” class commercial banks listed in the NEPSE is slightly

lower than that of other companies listed in the NEPSE.

Figure: 4.3

Monthly Trend Analysis of NEPSE SENSEX and Banking SENSEX
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4.2.4 Number of Listed Companies, Transacted Companies and Volume of Stock

Traded

In every stock exchange, the size of the security market is determined by the number

of companies listed in the stock exchange and those companies which are actively

transacting in the securities market. In Nepal, Securities Exchange Act-2006 prohibits

securities trading without listing to Nepal Stock Exchange Ltd.

In this study, annual changes in the number of listed companies, transacted companies

and volume of stock traded in NEPSE is analyzed.

Table: 4.4

Number of Listed Companies, Transacted Companies and Volume of Stock Traded

Year No. of

Listed

Companies

%

Change

No. of

Transacted

Companies

%

Change

Volume of

Stock

Traded

(000’)

%

Change

2003/04 114 - 92 - 6468.18 -

2004/05 125 9.65 102 10.87 18433.55 184.99

2005/06 135 8.00 110 7.84 12221.93 (33.70)

2006/07 135 0 116 5.45 18147.25 48.48

2007/08 142 5.18 136 17.24 28599.77 0.58

2008/09 159 11.97 170 25.0 30547.16 6.81

(Source: Annual Reports of NEPSE)

Above table shows the number of listed companies, transacted companies and volume

of stock traded in the NEPSE from FY 03/04 to FY 08/09. The table shows the

increasing trend of the number of listed companies and transacted companies in the

NEPSE. The number of listed companies was 114 in FY 03/04 and it increased to 159

in the FY 08/09. During the same period number of transacted companies increased

from 92 in FY 03/04 to 170 in FY 08/09.

The overall growth rate of listed companies during the study period is 39.47%

whereas it is 84.78 % for the transacted companies. This indicates that the increasing

number of companies is attracted towards trading in the security market. The growth



rate of the transacted companies is greater than that of the listed companies. This

indicates that the increasing number of companies are transacting in the NEPSE

compared to that of the listed companies.

Similarly, the volume of stock traded shows a fluctuating trend over the study period.

The volume of stock traded decreased from 18433550 in FY 04/05 to 12221930 in FY

05/06. The volume again regained and continues to increase till the study period and

reached to 30547.16 in FY 08/09. The overall growth rate of the volume of stock

traded is 372.27 % during the study period which indicates strong growth in the

NEPSE market.

The above analysis shows that although the number of listed companies, transacted

companies and volume of stock traded has increased immensely during the study

period, the fluctuating trend of these indicators shows that there is a lack of

confidence among the investors or fear and uncertainty in the investment environment

in the economy. Nevertheless, there are positive signs of improvement which is

indicated by a strong growth rate.

Figure: 4.4
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4.2.5 Market Capitalization of NEPSE

Market capitalization simply refers to the market price of listed securities. It is derived

by multiplying the number of listed securities of all companies by the closing market

price of corresponding securities and summing them up. Thus, market capitalization

indicates the present value of the investments.

The table below shows the market capitalization of NEPSE.

Table: 4.5

Market Capitalization of NEPSE

Year Market Capitalization (in millions) % Change

2003/04 41424.77 -

2004/05 61365.89 48.14

2005/06 96736.74 57.64

2006/07 186301.28 92.59

2007/08 366247.56 96.59

2008/09 512939.07 40.05

(Source: Annual Reports of NEPSE)

Above table shows the market capitalization of NEPSE during the study period (i.e.

FY 03/04 to FY 08/09) based on closing market price of listed securities. The market

capitalization shows an increasing trend during the study period. The market



capitalization was worth 41424.77 millions in FY 03/04 and it increased to 512939.07

millions in FY 08/09. Annual growth rate of the market capitalization is positive and

is in increasing trend in all the observed FYs. The overall growth rate of the market

capitalization during the study period is 1138.24 %.

The increase in the number of public limited companies and the end of the 13 year

long armed conflict during the  study period might have positive results on investing

decisions of the investors which resulted in a positive increase in the value of market

capitalization during the study period. The satisfactory growth rate of the value of

market capitalization shows that the Nepali capital market is recovering and that the

investors are motivated to invest in the public companies. It also indicates an increase

in the contribution of the public companies in the overall economy.

Figure: 4.6
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4.3 Analysis of Financial Indicators

Analysis of the financial indicators is conducted to identify the financial strength and

weakness of a firm. In this study, detailed analysis of financial indicators like the

Market Price Per Share, Earnings Per Share and Dividend Per Share of the sample

commercial banks is conducted according to the objectives of the study. Moreover,



statistical tools such as, mean, standard deviation and coefficient of variation is used

to interpret financial indicators.

4.3.1 Analysis of MPS of the Sample Commercial Banks

Market Price Per Share is the value of stock, which can be obtained by a firm from the

sale of a share in the market. It is the prevailing or the actual price of the share paid in

a market transaction. The capital market determines MPS and for this study year-end

closing price of NEPSE is taken as Market Price Per Share. The following table

shows the MPS of the sample commercial banks as indicated in the NEPSE Index.

Table: 4.6

Market Price of the Shares of the Sample Commercial Banks (Rs.)

Year NIBL SCBL NBL EBL BOK HBL Average

2003/04 940 1745 1000 680 295 840 916.66

2004/05 800 2345 1505 870 430 920 1145

2005/06 1260 3775 2240 1379 850 1100 1767.33

2006/07 1729 5900 5050 2430 1375 1740 3037.33

2007/08 2450 6830 5275 3132 2350 1980 3669.50

2008/09 1388 6010 4899 2455 1825 1760 3056.17

Total 8567 26605 19969 10946 7125 8340 13591.99

Mean 1427.83 4434.17 3328.17 1824.33 1187.5 1390 2265.33

SD 547.33 1932.29 1786.56 903.06 739.05 450 1059.72

CV 38.33 43.58 53.68 49.50 62.23 32.37 46.62

(Source: Annual Reports of the Sample Commercial Banks)

The above Table shows the comparative MPS of the six commercial banks with their

mean, standard deviation and coefficient of variation covering the period from FY

03/04 to FY 08/09. The average MPS of all the commercial banks under study is Rs

2265.33 out of which only SCBL and NBL have MPS greater than the average MPS.

The MPS of all the commercial banks is increasing till 2007/08 except the NIBL in

04/05. The downturn in MPS of the commercial banks under study can be observed.



The total risk in an investment is measured by Standard Deviation (SD), higher the

SD higher the risk and vice-versa. The above table shows that the average SD of all

the commercial banks under study is 1059.72 with SCBL having highest SD i.e.

1932.29 and HBL the lowest i.e. 450. NBL and SCBL have SD greater than the

average SD whereas the SD of HBL, NIBL, EBL and BOK is less than the average. It

can be interpreted that investing in NBL and SCBL is riskier than investing in HBL,

NIBL, EBL and BOK with regards to Market Price per Share.

Coefficient of Variation (CV) measures the risk per unit of return. Higher CV

indicates high price fluctuation and less CV indicates less movement of the prices.

The above table shows the comparative CV of the MPS of the commercial banks

under study. The average CV of the MPS of the commercial banks under study is

46.62 which indicate that the shares of commercial banks have average risk. The CV

of HBL, NIBL and SCBL is less than the average whereas the CV of NBL, BOK and

EBL is more than the average. It can be interpreted that the shares of HBL, NIBL and

SCBL has less fluctuation in their share prices in comparison to the shares of NBL,

BOK and EBL.

Figure: 4.7 (A)
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Figure: 4.7 (B)
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4.3.2 Analysis of EPS of the Sample Commercial Banks

Earning per Share is one of the most important financial indicators which measure the

earning capacity of the firm. It measures the profitableness of the shareholders, i.e.

investment on a per share basis. EPS is generally considered to be the single most

important variable in determining a share's price. Higher EPS indicates that the

company is earning adequately on its share. The below table show the EPS of the

sample commercial banks.



Table: 4.7

Earning Per Share of the Sample Commercial Banks (Rs.)

Year NIBL SCBL NBL EBL BOK HBL Average

2003/04 51.70 143.55 92.61 45.58 27.50 49.05 68.33

2004/05 39.50 143.14 105.49 54.22 30.10 47.91 70.06

2005/06 59.35 175.84 129.21 62.78 43.67 59.24 88.35

2006/07 62.57 167.37 137.08 78.40 43.50 60.66 91.60

2007/08 57.87 131.92 108.31 91.82 59.94 62.74 85.43

2008/09 37.42 109.99 106.76 99.99 54.68 61.90 78.46

Total 308.41 871.81 679.46 432.79 259.39 341.5 482.23

Mean 51.4 145.3 113.24 72.14 43.23 56.92 80.37

SD 9.72 21.81 15.14 19.65 11.76 6.07 14.02

CV 18.91 15 13.37 27.24 27.21 10.671 18.73

(Source: Annual Reports of the Sample Commercial Banks)

The above Table show the comparative EPS of the six commercial banks with their

mean, standard deviation and coefficient of variation covering FY 03/04 to FY 08/09.

The average EPS of all the commercial banks under study is 80.37 out of which only

SCBL and NBL has EPS greater than the average EPS. The EPS of HBL, NIBL, BOK

and EBL although less than average, EBL has satisfactory EPS. The EPS of the SCBL

is the highest whereas that of BOK is the lowest among the commercial banks under

study during the research period. From the above analysis, we can interpret that the

earning capacity of the SCBL is the most satisfactory and that of the HBL, NIBL and

EBL is satisfactory among the commercial banks under study. It further indicates that

most of the banks under study is earning adequately on its share which is an indicator

for a positive demand of the stock of those bank at the secondary market.

The above table  also shows that the average SD of all the commercial banks under

study is 14.02 with SCBL having highest SD i.e. 21.81 and HBL the lowest i.e. 6.07.

NBL and EBL have SD greater than the average SD whereas HBL, BOK and NIBL

have SD less than average. This shows that investing in SCBL, NBL and EBL on the

basis of EPS is riskier than investing in BOK, HBL and NIBL.



The above table shows the comparative CV of the EPS of the commercial banks under

study. The average CV of the commercial banks under study is 18.73 % which can be

interpreted that on average there is less fluctuation of the EPS of the commercial

banks. The CV of NIBL, EBL and BOK is more than average CV whereas the CV of

the HBL, SCBL and NBL is less than the average. The EBL has the highest CV i.e.

27.24% whereas the HBL has 10.67 %. It can be interpreted that the HBL is the most

appreciable bank because the earnings is less fluctuating and EBL and BOK are the

least appreciable banks because the earnings per share is more fluctuating.

Figure: 4.8 (A)
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Figure: 4.8 (B)
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4.3.3 Analysis of DPS of the Sample Commercial Banks

Dividend Per Share is another important financial indicator which measures the

dividend distributed to each equity shareholders. DPS shows how much the

shareholders were actually paid by way of dividends.

Table: 4.8

Dividend Per Share of the Sample Commercial Banks (Rs.)

Year NIBL SCBL NBL EBL BOK HBL Average

2003/04 15 110 65 20 10 0 36.66

2004/05 12.5 120 70 0 15 11.58 38.18

2005/06 20 130 85 25 18 30 51.33

2006/07 5 80 100 10 20 15 38.33

2007/08 7.5 80 60 20 2.11 25 32.44

2008/09 20 50 35 30 7.37 12 25.73

Total 80 570 415 105 72.48 93.58 222.67

Mean 13.33 95 69.17 17.5 12.08 15.6 37.12

SD 5.71 27.54 20.29 9.89 6.22 9.73 13.23

CV 42.86 28.99 29.34 56.54 51.49 62.37 45.27

(Source: Annual Reports of the Sample Commercial Banks)



The above shows comparative DPS of the six commercial banks under study with

their mean, standard deviation and coefficient of variation covering the period from

FY 03/04 to FY 08/09. The average DPS of all the commercial banks under study is

37.12 of which SCBL has the highest DPS i.e. 95 followed by NBL i.e. 69.17 whereas

BOK has the least DPS i.e. 12.08. All the other remaining banks have DPS less than

the average DPS of the commercial banks. It shows that only shareholders of the

SCBL and NBL were paid high enough for their every unit of shares. The

shareholders of the other commercial banks i.e. NIBL, EBL, BOK and HBL is not as

high as that of the SCBL and NBL but the dividend paid on the shares is much higher

than the average interest rate prevailing in the market. This indicates that the shares of

these banks can be considered as satisfactory for investment.

The average SD of all the DPS of the commercial banks under study is 13.23 with

SCBL having highest SD i.e.27.54 and NIBL the lowest i.e. 5.71. NBL and SCBL

have SD greater than the average whereas HBL, BOK and EBL have SD less than

average. From the above analysis it can be interpreted that based on dividend paid on

each share the investment on the shares of NBL and SCBL is riskier than investment

on shares of HBL, NIBL, EBL and BOK.

The above table shows the comparative CV of DPS of the commercial banks under

study. The average CV of the commercial banks under study is 45.27 % which can be

interpreted that on average there is less fluctuation of the DPS of the commercial

banks under study. The CV of HBL is highest i.e. 62.37 % whereas that of SCBL is

lowest i.e. 28.99 %.  On average, based on the CV SCBL is the most appreciable bank

because it is the only bank which has low CV i.e. 28.99 even though it has paid a high

DPS in all FYs during the study. In addition, NBL can also be considered as a

satisfactory bank although the fluctuation in its DPS is 29.34%. All the other

commercial banks under study i.e. NIBL, EBL, BOK and HBL are less satisfactory

because the DPS is very fluctuating.

Figure: 4.9 (A)
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Figure: 4.9 (B)
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4.4 Statistical Analysis

This chapter incorporates some statistical tools, which are used to analyze the data to

achieve the objectives of the study. In this study, statistical tools such as correlation

coefficient analysis, regression analysis, beta-coefficient, t-test, run-test and test of

hypothesis is conducted.

4.4.1 Simple Regression Analysis



Regression Analysis is a statistical technique for analyzing the relationship between

two or more variables, and which is used to predict the value of one variable from the

other or others.

In this study, regression equation of MPS on EPS, MPS on NWPS and MPS on DPS

is conducted to analyze the relationship between MPS with different financial

indicators.

For the analytical explanation of the regression analysis the formula described in

research methodology chapter is used.

4.4.1.1 Regression Equation of MPS on EPS by using the Method of t-test

In this study, regression equation of MPS on EPS is analyzed using the method of t-

test. For this study, following hypothesis is created under Regression Analysis:

Null Hypothesis (H0) : MPS is independent of the EPS.

Alternative Hypothesis (H1) : MPS is dependent of the EPS.

The table below tabulates the Regression Analysis and its findings.

Table: 4.9

Regression Equation of MPS on EPS by using the Method of t-test

SN Commercial

Bank

Regression

Coefficient

r2 Calculated

Value of

t-test

Tabulate

d Value

of t-test

Decision

Constant

(a)

Slope

(b)

1 NIBL 38.27 0.0092 0.2679 1.2099 2.776 H0 is accepted



2 SCBL 158.42 (0.0029) 0.0687 0.5429 2.776 H0 is accepted

3 NBL 101.76 0.0034 0.1656 0.8911 2.776 H0 is accepted

4 EBL 35.31 0.0202 0.8605 4.9670 2.776 H1 is accepted

5 BOK 24.89 0.0154 0.9412 8.002 2.776 H1 is accepted

6 HBL 16.56 0.0120 0.7798 3.7638 2.776 H1 is accepted

(Refer Annex-II for detailed calculation)

Above table shows the regression equation between MPS and EPS of the sample

commercial banks by using the method of t-test. The above table clearly shows that

the Regression Coefficient (b) of all the commercial banks except SCBL under study

is positive which proves that the MPS is a function of EPS. This also indicates that

there exists positive relationship between MPS and EPS. The Regression Coefficient

(b) is highest for EBL i.e. 0.0202 whereas it is lowest for SCBL i.e. (0.0029). It

indicates that one unit increase in EPS will lead to (0.0029) units decrease in MPS of

the SCBL whereas one unit increase in EPS of the EBL will lead to 0.0202 units

increase in MPS holding all the other variables constant.

The Coefficient of Determination (r2) for EBL, BOK and HBL is 0.8605, 0.9412 and

0.7798 which show a strong relationship between MPS and EPS. This indicates that

86.05, 94.12 % and 77.98 % variability in MPS of EBL, BOK and HBL respectively

can be explained by EPS whereas the remaining 13.95, 5.88% and 22.02% variability

in MPS of the respective banks is due to other unexplained factors. The Coefficient of

Determination (r2) of NIBL and NBL is 0.2679 and 0.1656 which is moderately

strong and it indicates that variability in MPS for these banks is moderately explained

by EPS. The calculated value and tabulated value under t-test at 5% level of

significance is presented in the above table. The table shows that in case of EBL,

BOK and HBL, MPS and EPS is significantly correlated whereas in case of NIBL,

SCBL, and NBL it is not significantly correlated. This demonstrates that the MPS of

most of the commercial banks is influenced or determined by EPS which proves to be

a healthy financial indicator for investment.

4.4.1.2 Regression Equation of MPS on NWPS by using the Method of t-test



In this study, regression equation of MPS on NWPS is analyzed using the method of

t-test. For this study, following hypothesis is created under regression analysis:

Null Hypothesis (H0) : MPS is independent of the NWPS.

Alternative Hypothesis (H1) : MPS is dependent of the NWPS.

The below table tabulates the regression analysis and its findings.

Table: 4.10

Regression Equation of MPS on NWPS by using the Method of t-test

SN Commercial

Bank

Regression

Coefficient

Calculated

Value of

t-test

Tabulate

d Value

of t-test

Decision

Constant

(a)

Slope

(b)

r2

1 NIBL 213.55 0.0030 0.0032 0.1126 2.776 H0 is accepted

2 SCBL 428.95 (0.0016) 0.0029 0.1072 2.776 H0 is accepted

3 NBL 319.81 0.0098 0.2097 1.03 2.776 H0 is accepted

4 EBL 147.02 0.0599 0.9268 7.116 2.776 H1 is accepted

5 BOK 214.25 (0.0041) 0.0204 0.2888 2.776 H0 is accepted

6 HBL 225.54 0.0157 0.3786 1.56 2.776 H0 is accepted

(Refer Annex- II for detailed calculation)

Above table shows regression equation between MPS and NWPS of the sample

commercial banks by using the method of t-test. The above table clearly shows that

the Regression Coefficient (b) of all the commercial banks except NIBL and BOK is

positive. This indicates that there exists positive relationship between MPS and

NWPS for most commercial banks except SCBL and BOK. The Regression

Coefficient (b) is highest for EBL i.e. 0.0599 which indicates that one unit increase in

NWPS for EBL will lead to 0.0599 units increase in MPS holding all the other

variables constant.  In case of SCBL and BOK, the value of Regression Coefficient is

negative i.e. (0.0016) and (0.0041) respectively which indicates that there exists

negative relationship between MPS and NWPS. It shows that if NWPS increases by

one unit than MPS will decrease by 0.0016 and 0.0041 units respectively. Most of the

banks have positive NWPS it means we can conclude that MPS has positive

relationship with NWPS.



The Coefficient of Determination (r2) is strong for EBL which is 0.9268. This

indicates that 92.68% variability in MPS for the EBL can be explained by NWPS

whereas the remaining 7.32 % variability in MPS of the bank is due to the effect of

other unexplained factors. Similarly, the Coefficient of Determination (r2) for HBL,

BOK and NBL is 0.3786, 0.0204 and 0.2097. This indicates that the Co-efficient of

Determination (r2) is moderately strong. Similarly, the coefficient of determination (r2)

for NIBL and SCBL is 0.0032 and 0.0029. This indicates that there is weak

relationship between them.

The calculated value and tabulated value under t-test at 5% level of significance is

presented in the above table. The table shows that in case EBL, MPS and NWPS is

significantly correlated whereas in case of NIBL, SCBL, NBL BOK and HBL, MPS

and NWPS is not significantly correlated. This indicates that MPS for most of the

commercial banks is not affected by increase or decrease in NWPS which is not a

positive financial indicator in the stock market.

4.4.1.3 Regression Equation of Market Price on DPS by using the Method of t-

test

In this study, regression equation of MPS on DPS is analyzed using the method of t-

test. For this study, following hypothesis is created under Regression Analysis:

Null Hypothesis (H0) : MPS is independent of the DPS.

Alternative Hypothesis (H1) : MPS is dependent of the DPS.

The below table tabulates the Regression Analysis and its findings.

Table: 4.11

Regression Equation of MPS on DPS by using the Method of t-test

SN Commercial

Bank

Regression

Coefficient

r2 Calculated

Value of

t-test

Tabulate

d Value

of t-test

Decision

Constant

(a)

Slope

(b)

1 NIBL 5.27 (0.0056) 0.2925 1.2859 2.776 H0 is accepted

2 SCBL 143.39 (0.0109) 0.5864 2.38 2.776 H0 is accepted

3 NBL 73.94 (0.0014) 0.0159 0.2546 2.776 H0 is accepted



4 EBL 11.12 0.0035 0.1018 0.6734 2.776 H0 is accepted

5 BOK 17.68 (0.0047) 0.3141 1.3536 2.776 H0 is accepted

6 HBL 3.82 0.0085 0.1535 0.8517 2.776 H0 is accepted

(Refer Annex-II for detailed calculation)

Above table shows the regression equation between MPS and DPS of the sampled

commercial banks by using the method of t-test. The above table clearly shows that

the Regression Coefficient (b) of all the commercial banks except EBL and HBL is

negative. This indicates that there exists negative relationship between MPS and EPS

for most commercial banks except EBL and HBL. From this analysis we can conclude

that most of the investors are not attracted by cash dividend.

The Coefficient of Determination (r2) is moderate for NIBL, SCBL and BOK which is

0.2925, 0.5864 and 0.3141 respectively. This indicates that 29.25%, 58.64 and

31.41% variability in MPS for the NIBL, SCBL and BOK respectively can be

explained by DPS whereas the remaining 70.75 %, 41.36 and 68.59% variability in

MPS of the respective banks is due to the effect of other unexplained factors.

Similarly, the Coefficient of Determination (r2) for NBL, EBL and HBL is 0.0159,

0.1018 and 0.1535 respectively. This indicates that Coefficient of Determination (r2)

is weak for NBL, EBL and HBL.

The calculated value and tabulated value under t-test at 5% level of significance is

presented in the above table. The table shows that the entire sample commercial

BANKS’ MPS and DPS is not significantly correlated. This indicates that MPS for

most of the commercial banks is not affected by increase or decrease in DPS which is

not a positive financial indicator in the stock market.

4.4.2 Risk and Return Analysis of Individual Commercial Banks

Risk and Return analysis is considered to be one of the best methods of analyzing the

behaviour of prices of the shares in the market. Risk measures the degree of volatility

in the market price movements of individual Shares. The higher the magnitude of

fluctuations, higher will be the degree of risk. Though it is difficult to measure risk,

some statistical tools like standard deviation, coefficient of variation and beta



coefficient are used to measure the risk involved in individual security. For the study

year-end closing price of the shares and dividend announcement is taken. Expected

Return, Standard Deviation and Coefficient of Variation are calculated by using the

formula described in research methodology chapter.

The calculated value of expected realized return standard deviation and co-efficient of

variation of each finance company are presented in the table.

Table: 4.12

Expected Return, Standard Deviation and CV of the Commercial Banks

SN Commercial Banks Expected Return

( jR )

Standard

Deviation (j)

CVj

1 NIBL 0.1673 0.3842 2.2965

2 SCBL 0.3441 0.2842 0.8259

3 NBL 0.4822 0.4817 0.9989

4 EBL 0.3506 0.3356 0.9572

5 BOK 0.5317 0.4116 0.7741

6 HBL 0.1960 0.2284 1.1652

(Refer Annex-III for detailed calculation)

The above table shows the expected return, standard deviation and coefficient of

variation. It shows that the expected return is highest for BOK and lowest for NIBL

among the sample commercial banks. It indicates that the investors who seek profit

maximization will invest in stocks of BOK bank.

The above table also shows standard deviation of the stocks of the sample commercial

banks. The SD is highest for NBL and lowest for HBL. Based on SD, the Stock of

NBL is most risky whereas that of HBL is least risky to invest. Standard deviation is a

strong statistical device to measure the total risk involved in an investment which

consists of both market risk and diversifiable risk. It also explains the volatility of the

expected rate of return.

The coefficient of variation measures the risk per unit of return. The CV is highest for

NIBL and lowest for BOK. It can be interpreted that the NIBL is the least appreciable

bank because it is most risky due to high CV whereas BOK is most appreciable bank

because it is least risky due to low CV.

4.4.3 Market Sensitivity Analysis



Beta Coefficient measures the market sensitivity or systematic risk of an investment.

Analysis of market sensitivity gives a very useful insight in the analysis and the

selection procedures of the common stock in the secondary market. The Beta

Coefficient of an individual stock provides the clear picture about the tendency of

movement of price of the stock with regards to the market. It measures the stock

volatility relative to that of the average stock. An average stock is that which tends to

move up or down with the general market as measured by some index.

Any stock or portfolio with a higher beta is more volatile than the market, and any

with a lower beta can be expected to rise and fall more slowly than the market. A

conservative investor whose main concern is preservation of capital should focus on

stocks with low betas, whereas one willing to take high risks in an effort to earn high

rewards should look for high-beta stocks.

In this study, NEPSE Index is used to measure the movement of the stocks of listed

commercial banks in regards to that in the general market.

The following table analyses the degree of risk of each stock of commercial banks in

relation to the entire NEPSE Index.

Table: 4.13

Beta Coefficient of the Sample Commercial Banks

SN Commercial Bank Beta Coefficient Rank

1 NIBL 0.9098 4

2 SCBL 0.6888 5

3 NBL 1.2371 1

4 EBL 0.9808 2

5 BOK 0.9667 3

6 HBL 0.6778 6

(Refer Annex-III for detailed calculation)

Above table demonstrate the Beta Coefficient of the commercial banks under study

during the study period i.e. FY 03/04 to FY 08/09. In this study, only NBL have Beta

Coefficient greater than one which indicates that the stock price of NBL is more



volatile in comparison to the similar average stock in the market. NBL has the highest

beta coefficient. NBL whose beta is 1.2371 is 23.71 % more volatile. The stocks of

NBL is more aggressive stocks in comparison to other stocks in the market and tend

to rise and fall faster than other stocks in the NEPSE.

The table also shows that the remaining commercial banks under study has beta less

than 1. NIBL, EBL and BOK has beta-coefficient 0.9098, 0.9808 and 0.9667

respectively which is greater than 0.5 and almost equals to one, it indicates that these

stocks’ price is as volatile as market whereas SCBL and HBL has beta 0.6888

and0.6778 which is greater than 0.5 and less than 1.  SCBL and HBL are less volatile

stocks as compared to other similar stocks in the market. It can be interpreted that the

share price of SCBL and HBL is expected to fall or rise more slowly than the overall

NEPSE.

A conservative investor whose main concern is preservation of capital will invest in

stocks of SCBL and HBL whereas one willing to take high risks in an effort to earn

high rewards will invest in stocks of NBL.

4.4.4 Run Test

Run Test is a non-parametric test that checks randomness of hypothesis for a two-

valued data sequence. Run Test is used for testing the randomness of sequence of

sample events on the basis of the order of sample events. This technique is based on

the order of sequence in which the individual scores or observation originally were

obtained. In this research, Run Test is applied to test whether the MPS of the stocks of

the sample commercial banks is random. Run and Z value is calculated by using the

formula described in research methodology chapter.

For conducting Run Test for the study following hypothesis is developed.

Null Hypothesis (H0)              : The MPS of the stocks of the sample commercial

banks is random.

Alternative Hypothesis (H1) : The MPS of the stocks of the sample

commercial banks is not random.

The below table is constructed for tabulating the findings and result.

Table: 4.14



Result of Run Test of the MPS of the Sample Commercial Banks

Commercial

Banks

Sample

Size
r N1 N2

Cal.

Value

(/Z/)

Tab.

Value

(Ztab)

Decision

NIBL 34 6 17 17 4.179 1.96 MPS is not random

SCBL 34 4 17 17 4.876 1.96 MPS is not random

NBL 34 4 17 17 4.876 1.96 MPS is not random

EBL 34 4 17 17 4.876 1.96 MPS is not random

BOK 34 4 17 17 4.876 1.96 MPS is not random

HBL 34 6 18 16 4.174 1.96 MPS is not random

(Refer Annex-IV for detailed calculation)

Above table shows the Run Test of the MPS of the sample commercial banks. The

Run Test has been conducted for 34 observations from the sample commercial banks.

The table shows that the run (r) of all the banks is four except NIBL and HBL which

is six. Since the run of most of the banks is less which indicates that the fluctuation of

MPS is less for most of the banks. Compared to most banks, the fluctuation of the

NIBL and HBL is slightly higher than other banks under study.

The table also shows the Z-value of MPS. For large samples the Z statistics gives the

probability of difference between the actual and expected number of runs. The

tabulated value of Z is ± 1.96 at 5 % level of significance. If the Z value is greater

than or equal to ± 1.96, the null hypothesis is rejected at 5% level of significance.

The Z value of most of the banks under study at 5% level of significance is 4.876 and

it is 4.179 for NIBL and 4.174 for HBL.  The calculated value is greater than the

tabulated value for all the commercial banks under study which shows that the Null

Hypothesis is rejected and Alternative Hypothesis is accepted. This means that the

observed number of run is less than the expected number of runs at observed

significance level i.e. 5% level of significance. This also signifies that change in the

MPS of the commercial banks under study is not random and that the market over

reacts to the available information.

4.4.5 Signaling Factors

NEPSE stock market is not perfect.  Lack of investment knowledge in investors, lack

of proper government policies, manipulated activities of the stock brokers, high

margin lending in stocks, frequent demonstrations and instable political situations has



directly affected the stock market. Moreover, in some cases other national and

international signaling factors might me the price determining factor of the Nepalese

stock market.

For analyzing the effects of signaling factor, statistical tools such as paired t-test is

generally used. In this study also, impact of signaling effects on the NEPSE Index and

the Banking Index is analyzed with the help of paired t-test. Following formula is

used for the study.
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t = Paired t-test

N = Number of observations

d = Mean of difference

4.4.5.1 Impact of Signaling Factors on the NEPSE Index

For analyzing the impact of signaling factors on NEPSE Index during the period of

FY 2005 to FY 2008, three major events in the political history of Nepal is selected.

The major political events are:

i. Janaandolan II or the April Movement (April 2006)

ii. Signing of the Comprehensive Peace Agreement-CPA (November 2006)

iii. Constituent Assembly Election (2008)

After identifying the major events, Hypothesis between major event and NEPSE

Index is created to find out the results. Following Hypothesis is created for analysis.

Null Hypothesis



i. There is no significant difference in NEPSE Index before and after

Janaandolan II.

ii. There is no significant difference in NEPSE Index before and after the

signing the CPA.

iii. There is no significant difference in NEPSE Index before and after the CA

election.

Alterative Hypothesis

i. There is significant difference in NEPSE Index before and after

Janaandolan II.

ii. There is significant difference in NEPSE Index before and after the

signing of the CPA.

iii. There is significant difference in NEPSE Index before and after the CA

election.

Table: 4.15

Results of Paired t-test of NEPSE Index

Event Tab Value (5% at

9 degree of

freedom)

Cal. Value Decision

Jana-andolan II 2.262 7.966 H1 is accepted

Signing of CPA 2.262 8.92 H1 is accepted

After CA election 2.262 10.78 H1 is accepted

(Refer Annex-V for detailed calculation)

The above table shows the results of the paired t-test of NEPSE Index at 9 degree of

freedom and 5% level of significance. The tabulated value at 9 degree of freedom and

5% level of significance is 2.26. The calculated value is 7.966, 8.92 and 10.78 for

Jana-andolan II, signing of CPA and CA elections respectively. The calculated value

is greater than the tabulated value in all the three incidents which means that the

alternative hypothesis is accepted for all the three incidents. This shows that the end



of Jana-andolan II, signing of the CPA and CA election has affected the overall

performance of the NEPSE Index. The end of Jana-andolan II and signing of the CPA

and CA election brought hope and confidence in the investors which in turn had a

positive effect on the overall performance of the NEPSE and contributed to its bullish

trend.

4.4.5.2 Impact of Signaling Factors on Banking Index

For analyzing the impact of signaling factors on Banking Index during the period of

FY 2005 to FY 2008, three major events in the political history of Nepal is selected.

The major political events are:

i. Janaandolan II or the April Movement (April 2006)

ii. Signing of the Comprehensive Peace Agreement (November 2006)

iii. Constituent Assembly Election (2008)

After identifying the major events, Hypothesis between major event and Banking

Index is created to find out the results. Following Hypothesis is created for analysis.

Null Hypothesis

i. There is no significant difference in Banking Index before and after

Janaandolan II.

ii. There is no significant difference in Banking Index before and after the

signing of the CPA.

iii. There is no significant difference in Banking Index before and after the

CA election.

Alternative Hypothesis

i. There is significant difference in Banking Index before and after

Janaandolan II.



ii. There is significant difference in Banking Index before and after the

signing of the CPA

iii. There is significant difference in Banking Index before and after the CA

election.

Table: 4.16

Result of Paired t-test of Banking Index

Event Tab Value (5% at

9 degree of

freedom)

Cal. Value Remarks

Janaandolan II 2.262 9.16 H1is accepted

Signing of CPA 2.262 7.52 H1is accepted

After CA election 2.262 8.86 H1is accepted

(Refer Annex-V for detailed calculation)

The above table shows the results of the paired t-test of Banking Index at 9 degree of

freedom and 5% level of significance. The tabulated value at 9 degree of freedom and

5% level of significance is 2.26. The calculated value is 9.16, 7.52 and 8.86 for Jana-

andolan II, signing of the CPA and CA elections respectively. The calculated value is

greater than the tabulated value in all the three incidents which means that the

alternative hypothesis is accepted for all the three incidents. This shows that the end

of Jana-andolan II, signing of the CPA and CA election has affected the overall

performance of the Banking Index. The end of Jana-andolan II and signing of the

CPA and CA election brought hope and confidence in the investors which in turn had

a positive effect on the overall performance of the Banking Index and contributed to

more investors investing in banking stocks.

In general, it can be concluded that the signaling factors like the major political

changes has direct effect on the overall performance of the NEPSE including the

Banking Index.



4.5 Findings of the study

Based on the data analysis and its interpretation the major findings of the study are

summarized as follows:

Behavior of Market Index

1. There are altogether 159 companies listed in NEPSE and the listing rate is in

increasing trend.

2. Both the NEPSE index and Banking index is in an increasing trend which

signifies satisfactory performance of the public limited companies listed in the

NEPSE. The growth rate of the commercial banks is more than that of the

NEPSE which indicates better performance of the commercial banks in

comparison to the other public limited companies listed in the NEPSE.

Although the percentage of the public limited companies in the overall

economy is very less, it still shows that the Nepali economy is demonstrating

better performance.

3. The monthly trend analysis of NEPSE index and Banking index during the FY

2008/09 demonstrated a fluctuating trend. The volatility of NEPSE and

Banking index might be due to the change in the change political situation of

the country and it might have directly influenced the investing decision of the

investors.

4. The NEPSE SENSEX and Banking SENSEX demonstrated a fluctuating trend

during the FY 2008/09. The NEPSE sensex and BANKING sensex both are

decreasing in first few months and recovered in later months.

5. The market capitalization is in an increasing trend, annual growth rate of

market capitalization is positive and high. The increase in the number of

public limited companies and the political stability in the country at the study



period might have positive results on the investment decisions of the investors

which resulted in a positive increase in the value of market capitalization. The

satisfactory growth rate of the value of market capitalization shows that the

Nepali capital market is recovering and that the investors are motivated to

invest in public companies. Moreover, the contribution of the public

companies in the overall economy is also increasing.

Analysis of Financial Indicators

6. The MPS of the SCBL is highest whereas that of BOK is the lowest among the

commercial banks under study i.e.  SCBL is the most appreciable bank with its

shares in high demand. The MPS is less fluctuating for HBL, NIBL and SCBL

however it is riskier to invest in NBL, EBL and BOK than in other

commercial banks under study.

7. The EPS of the commercial banks under study is positive i.e. most of the

commercial banks under study are earning adequately on its share which is an

indicator for a positive demand of the stock of those banks. The EPS is less

fluctuating for the HBL and is most fluctuating for EBL and BOK. However,

based on EPS investing in NIBL, SCBL, EBL and BOK is riskier than

investing in HBL and NBL. EPS of the SCBL and NBL is higher than other

banks under study; it shows that SCBL and NBL are financially strong. EPS of

other sample commercial banks is satisfactory, so other sample banks too are

financially strong.

8. The DPS of most of the commercial banks under study is positive however,

SCBL and NBL are the only banks which is paying regular and high

dividends. Other banks under study are also paying dividends but the payment

is not regular and is lower. The DPS is less fluctuating for SCBL and NBL

whereas it is more fluctuating for NIBL, EBL, BOK and HBL.

Simple Regression Analysis



9. The Regression Coefficient between MPS and EPS of all the commercial

banks except SCBL under study is positive. The test of hypothesis shows

significant correlation between MPS and EPS in case of EBL, BOK and HBL

whereas in case of NBL, SCBL, and NIBL it is not significantly correlated i.e.

the MPS of most of the commercial banks is influenced or determined by EPS.

10. The Regression Coefficient between MPS and NWPS of all the commercial

banks except SCBL and BOK is positive. The test of hypothesis shows

significant correlation between MPS and NWPS for SCBL, EBL whereas in

case of all other commercial banks under study, it is not significantly

correlated. This indicates that MPS for most of the commercial banks is not

affected by increase or decrease in NWPS.

11. The Regression Coefficient between MPS and DPS of all the commercial

banks except EBL and HBL is negative. The test of hypothesis shows

insignificant correlation for all commercial banks under study this indicates

that MPS for most of the commercial banks is not affected by increase or

decrease in DPS.

Risk and Return Analysis

12. The risk and return analysis shows that the expected return for the BOK is

highest and it is lowest for NIBL among the sample commercial banks. The

investors who seek profit maximization will invest in stocks of BOK and

NIBL bank. Based on the total risk, stock of NBL is most risky whereas that

of HBL is least risky with regards to the Market Price per Share. Based on risk

per unit of return, stock of NIBL is the most risky and that of BOK is least

risky with regards to the Market Price Per Share.

Market Sensitivity Analysis

13. The beta-coefficient of NBL is greater than one whereas it is less than one for

HBL, BOK, SCBL, EBL and NIBL. The stock of the NBL is more volatile in

comparison to the similar average stock in the market whereas the stocks of

HBL, BOK, SCBL, EBL and NIBL are less volatile in comparison to the



similar average stock in the market. A conservative investor whose main

concern is preservation of capital will invest in stocks of HBL, BOK, SCBL,

EBL and NIBL whereas one willing to take high risks in an effort to earn high

rewards will invest in stocks of NBL.

Analysis of Run-test

14. The run-test shows that the calculated value is greater than the tabulated value

for all the commercial banks under study i.e. Null Hypothesis is rejected and

Alternative Hypothesis is accepted. This indicates that the change in the MPS

of the commercial banks under study is not random and that the market over

reacts to the available information.

Analysis of Signaling Factors

15. The calculated value is greater than the tabulated value in all the three

signaling incidents for both the NEPSE Index and Banking Index i.e.

alternative hypothesis is accepted for all the three incidents. It shows that the

end of Jana-andolan II, signing of the CPA and successfully completion of the

CA election has affected the overall performance of the NEPSE Index and

Banking Index. The end of Jana-andolan II and signing of the CPA and

successful of the CA election brought hope and confidence in the investors

which in turn had a positive effect on the overall performance of the NEPSE

and contributed to its bullish trend, whereas the lack of political satiability in

the country and after formation of the Maoist lead government decreased the

confidence of the investors which in turn had a negative effect on the NEPSE.

It contributed to the bearish trend in NEPSE index.



CHAPTER V

SUMMARY, CONCLUSION AND RECOMMENDATIONS

This chapter consists the summary and conclusion of whole study and

recommendations made from the analysis made over the previous chapters.

5.1 Summary of the study

The study deals about the share price behaviour of listed commercial banks in Nepal.

The Nepalese capital market is in the developing phase. It is passing from too many

ups and down. Different new technologies are adopted and uses. Automated trading

system and trading through Wan are recently used technologies. Central depository

system is upcoming technologies in Nepalese market. Different political philosophies

and rules and regulations governed by the government used to affect the Nepalese

capita market time and again.

To achieve the goal of the study the whole study is divided into five chapters. First

chapter is the introduction, where introduction of the study, statement of the problem,

objective of the study, importance of the study and limitations of the study are

analyzed. The main objective of the study is to predict the price trend of the

commercial banks. Other objectives are: to study the financial position of commercial

banks, degree of risk involved in investment in common stock of commercial banks

and to examine the impact of signaling factors on the stock price of the commercial

banks.

Similarly, second chapter is the review of literature. Different studies related to the

price behaviour are reviewed. Previous theses made over this chapter are reviewed.

Their objective and analysis were reviewed to know what others have done over this



topic. Different theories of stock price behaviour are explained. Different journals and

articles are reviewed to know the conclusions made by the experts.

Third chapter is the research design. Different tools used to complete the study are

discussed in this chapter. Different methods and strategies adopted to complete the

research are discussed in this topics. This study solely depends on the secondary data.

Different financial and statistical tools are used to come in the conclusion. Financial

tools like analysis of price trend, analysis of EPS, DPS and NWPS are used.

Statistical tools like correlation analysis, hypothesis and regression analysis are used

to find the relation of MPS with EPS, DPS and NWPS.

Fourth chapter is the presentation and analysis of data. The output of whole study is

the result of this chapter. Trend of NEPSE index, BANKING index, NEPSE sensex,

BANKING sensex, volume of stock traded are analyzed to find the price behaviour.

Correlation, coefficient of determination, t- test is used to find the relationship of

MPS with different variables like EPS, DPS and NWPS. Beta coefficient is calculated

and analyzed to find the riskiness of securities as compared to market. The effects of

signaling factor is analyzed to conclude whether the signaling factors affects the price

of stock or not. Run test is used to find the randomness of the price trend of securities.

from this analysis it can be said that Nepalese capita market is not efficient enough to

predict the financial position of the company rather it is driven by the signaling

factors. Cash dividend, NWPS and EPS of the share of commercial banks does not

seem to affect their share price.

Last chapter is summary, conclusion and recommendation. This chapter covers the

summary of the whole study, conclusion of the study and the recommendation made

on the basis of the findings of the study.

5.2 Conclusions

Securities market plays a pivotal role in mobilizing savings and channeling them in

productive purposes. There has been some positive development in regulation of the

share market. In 2007, the Government of Nepal issued some regulations governing

Stock Broker, Dealer and Market Maker. These Regulations paved the way for

opening a new stock exchange, increase the number of stock brokers and reduce the



brokerage commission. In addition, NEPSE has also initiated some improvements. It

has started a process to induct 27 additional stock brokers and an automated trading

system is already in place. The SEBON has recently allowed the NEPSE to function

as a profitable agency. This shows that there have been some positive developments

in the capital market through policy and legal changes.

The study on the share price behavior of the commercial banks in Nepal reveals that

the Nepalese share market is following a bullish trend till 07/08 and bearish in 08/09

this trend is quite encouraging. The overall growth and performance of the security

market is satisfactory though it is fluctuating during the FY 07/08 and 08/09. The

NEPSE index increased by 237.37% and the Banking Index increased 236.63%

during the study period because of a tremendous increase in the share prices of

commercial banks, financial institutions, Hydropower companies and development

banks. The restoration of peace, improvement in the financial performance of the

listed companies and, most importantly, the directive that the Central Bank gave to

banks and financial  institutions on March 2007 to double their paid-up capital also

contributed to a remarkable increase in share prices and subsequently the stock market

indices.

Most of the 159 listed companies which are listed in the NEPSE and performing well

are the commercial banks. Therefore, the shares of commercial banks in Nepal are

heavily traded and these shares play a key role in the determination of NEPSE Index.

The EPS and DPS of most of the commercial banks under study are positive,

however, for most of the commercial banks these indicators are fluctuating. It

indicates that except for few well established commercial banks the EPS and DPS is

not regular and that the financial position is not consistent throughout the study

period.

There is no significant relationship between the Market Price of the shares and

important financial indicators like the EPS, NWPS and DPS when taken individually.

However, there was a significant relationship between Market Price and other

financial indicators like EPS, DPS and NWPS when analyzed together. This shows

that the overall NEPSE Index and Banking Index movement is not determined by

each financial indicator.



The risk and return analysis shows that the risk per unit of return is high for most of

the commercial banks under study. It shows that the risk is high for these banks in

comparison to the return. Analysis of the beta-coefficient of the shares of the

commercial banks shows that the stocks of NBL is more volatile and aggressive

whereas the HBL, BOK, SCBL, EBL and NIBL is less volatile i.e. it is less

aggressive. A conservative investor wishing to preserve capital will invest in stocks of

HBL, BOK, SCBL, EBL and NIBL whereas one willing to take high risks in an effort

to earn high rewards will invest in stocks of NBL.

The run-test shows that the Market price of the shares of the commercial banks under

study is not random and that the market over reacts to the available information. This

shows that the NEPSE do not provide true picture of the financial condition of the

commercial banks. It also signifies that the share price of the commercial banks is

fluctuated by intangible considerations and speculations rather than by the true net

worth of those banks. Moreover, Insiders trading practice can also be blamed for the

over reaction of the NEPSE.

Relative to the overall economy, the size of securities market is very small. Moreover,

the relationship between the stock market activity and the economic growth is very

weak. The weak relationship between the share prices and the economy is because of

the excessive speculation in determining share prices and that the share prices have

little correspondence with the real performance of the economy.

The study also shows that the general public is investing in the shares without

analyzing the financial situation of the companies in which they are investing. The

investors in Nepal are not so educated about the stock exchange more importantly

about the indicators that are to be looked into while investing on a particular stock.

Investment decision in most cases is guided by a peer’s expectation/decision to invest

rather than the analysis of the performance of the stock. Moreover, some investors

also depend on the broker’s advice for investing in stocks. However, even the brokers

in most cases do not have real education and knowledge about the market which

means that the brokers themselves don’t have correct analysis and advice on the

stocks.

5.3 Recommendations



Capital markets are a vital part of the financial development and economic

development of a country. They provide an alternative vehicle for financial resource

mobilization. In the developing country like Nepal, there is a strong need of financial

resources for the overall development of the country. The development of stock

market is one of the ways of mobilizing the needed financial resources. However, it is

important that the financial sector is seen to be stable and a credible place to invest in.

the stock exchange must provide the necessary avenues to assist in funding Nepal‘s

economic growth.

On the basis of analysis and findings of the study, following strategies have been

recommended to overcome weakness, inefficiency and to improve the overall stock

market in Nepal.

1.  It is recommended to the commercial banks to publish their financial statements

timely to ensure their strength position. Group A banks are publishing their

financial statements timely. Other banks too should publish their financial

statements timely to stabilize their fluctuating market price.

2.  Concrete and favorable rules should be implemented by Nepal government and

Nepal Rastra bank to maintain the decreasing banking index. Some doubtful and

strict decision on margin lending and floatation of promoter share is the cause of

decrease in banking index which are to be corrected timely to increase the banking

index and to increase the volume of stock traded. Stable government and political

stability in the country may be the good solution to an existing problem.

3.  Awareness programs to the investors about company’s EPS, DPS and NWPS

should be formulated by the concerned agencies like Sebon, NRB, and Nepal

stock exchange to establish the relation between MPS and these variables.

Importance of EPS and NWPS of the company should be known by the investors.

Investors seem unaware about the cash dividend of the banks. Awareness

programs change the attitude of the investors.

4.  Most of the stocks of sample commercial banks are undervalued, so stock market

investors are recommended to buy those securities.



5. Signaling factors affect the price of the stock of commercial banks, so regulated

bodies are recommended to timely disclose the accurate and reliable information

to the market.

6. The role of the stock exchange is to facilitate the marketability and liquidity of

securities through market intermediaries. To fulfill this role, the Nepal Stock

Exchange needs to make the securities market competitive, modern, efficient and

reliable. Recently, the NEPSE has made some improvements by introducing

automated trading system, implementation of Wide Area Network, and imposing

circuit breakers. However, the NEPSE should further modernize it so that it can

keep a track of even minor developments in the market which will in-turn help it

to regulate the market effectively. Another way of modernizing itself could be

making trading paperless. Paperless trading will discourage speculation and make

the market more efficient.

7.   Insiders trading and speculation has been one of the important features of NEPSE.

It is important that the brokers, individual companies and other market players

understand that the insiders trading approach might be beneficial to few

individuals in a short run, however, it will not be beneficial to the overall

economic growth and capital market in the long run. The market intermediaries

including the brokers should follow the market ethics and trade rationally.

Moreover, the government should implement regulations to check insider trading

and to develop good corporate governance.

8.  To promote a healthy and competitive share market and to check monopoly and

undue speculation it is important to have adequate market intermediaries in the

stock exchange. Although the NEPSE is in the process of increasing the stock

brokers to 50, it is important that the NEPSE conduct a proper research to ensure

that there are enough brokers and market intermediaries for a competitive

functioning of the stock market.

9.  The government should ensure that there is a favorable legal environment for

developing healthy and competitive stock market. The market should be operated



on a carrot and stick concept. The government should bring policies that provide

fiscal incentives and that helps minimizes the costs of companies to go public.

However, the regulators should be given stronger and on-going powers to

implement legislations. The legal environment should be such that the regulation

of markets and the financial sector is an ongoing exercise, not just a reaction to a

problem.

10. The shares of commercial banks in Nepal are heavily traded in the stock market

and these shares play a key role in the determination of NEPSE index. To avoid

such situation, the government should provide proper financial and legal

incentives to the manufacturing and other businesses which plan to go public and

listed with the stock exchange.

11. Informed investors are the pillars of the stock market. To prevent the possibility of

price manipulation and to reduce the chances of fraud and malpractices, individual

companies as well as SEBON and NEPSE should develop a mechanism which

will facilitate dissemination of accurate and reliable market related information to

the investors. Moreover, these organizations should conduct regular promotional

programs at the different levels to encourage investors to invest in the stocks.

12. At present, the service of the stock market is limited to Kathmandu only. The

issuance of some legislation in 2007 governing stock market opened a door for the

establishment of another stock exchange. SEBON should conduct a study on the

feasibility and need for an establishment of regional stock exchanges. Regional

stock exchanges might help ensure accessibility of the stock market to the general

public. It helps to increase the volume of stock traded.

13. The government, SEBON and NEPSE should conduct a thorough research on the

functioning of the NEPSE and introduce appropriate measures for reforming the

weaknesses. The government and public companies should encourage researchers

to conduct timely research on the functioning of the overall stock market by

providing proper incentives.
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APPENDICES

Appendix - I

Summary of Financial Indicators of the Commercial Banks under Study

A. Value of MPS, EPS, NWPS and DPS of the Sample Commercial Banks

(Source: Annual Reports of The Sample commercial BANKS)

S.N. Description 03/04 04/05 05/06 06/07 07/08 08/09
1. NIBL

MPS 940 800 1260 1729 2450 1388
EPS 51.7 39.5 59.35 62.57 57.87 37.42
NWPS 247.0 201 240 234 223 162
DPS 15 12.5 20 5 7.5 20

2. SCBL
MPS 1745 2345 3775 5900 6830 6010
EPS 143.55 143.14 175.84 167.37 131.92 109.99
NWPS 399.25 422.38 468.22 512.12 401.52 327.53
DPS 110 120 130 80 80 50

3. NBL
MPS 1000 1505 2240 5050 5275 4899
EPS 92.61 105.49 129.21 137.08 108.31 106.76
NWPS 301 337 381 418 354 324
DPS 65 70 85 100 60 35

4. EBL
MPS 680 870 1379 2430 3132 2455
EPS 45.58 54.22 62.78 78.42 91.82 99.99
NWPS 171.52 219.87 217.67 292.75 321.77 313.64
DPS 20 0 25 10 20 30

5. BOK
MPS 295 430 850 1375 2350 1825
EPS 27.50 30.10 43.67 43.50 59.94 54.68
NWPS 218.38 213.60 230.67 164.68 222.51 206.25
DPS 10 15 18 20 2.11 7.37

6. HBL
MPS 840 920 1100 1740 1980 1760
EPS 49.05 47.91 59.24 60.66 62.74 61.90
NWPS 246.93 239.59 228.72 264.74 247.95 256.52
DPS 0 11.58 30 15 25 12



Appendix - II

Simple Regression Analysis between MPS and
Various Financial Indicators

A. Simple Regression Analysis between MPS and EPS

1. Nepal Investment Bank Ltd.
Year MPS (X) EPS (Y) X2 Y2 XY
03/04 940 51.70 883600 2672.89 48598.00
04/05 800 39.50 640000 1560.25 31600.00
05/06 1260 59.35 1587600 3522.42 74781.00
06/07 1729 62.57 2989441 3915.01 108183.53
07/08 2450 57.87 6002500 3348.94 141781.50
08/09 1388 37.42 1926544 1400.26 51938.96
N=6  X

8567
 Y

308.41
 2X

14029685
 2Y

16419.76
 XY

456882.99

2. Standard Chartered Bank Ltd.
Year MPS (X) EPS (Y) X2 Y2 XY
03/0

4
1745 143.55 3045025 20606.60 250494.80

04/0
5

2345 143.14 5499025 20489.06 335663.30

05/0
6

3775 175.84 14250625 30919.71 663796.00

06/0
7

5900 167.37 34810000 28012.72 987483.00

07/0
8

6830 131.92 46648900 17402.89 901013.60

08/0
9

6010 109.99 36120100 12097.80 661039.90

N=6  X 26605  Y 871.81  2X

140373675
 2Y

129528.78
 XY

3799490.60

3. Nabil Bank Ltd.
Year MPS (X) EPS (Y) X2 Y2 XY
03/0

4
1000 92.61 1000000 8576.612 92610

04/0
5

1505 105.49 2265025 11128.14 158762.50

05/0
6

2240 129.21 5017600 16695.22 289430.40

06/0
7

5050 137.08 25502500 18790.93 692254.00

07/0
8

5275 108.31 27825625 11731.06 571335.25

08/0 4899 106.76 24000201 11397.69 523017.24



9
N=6  X 19969  Y

679.46
 2X 85610951  2Y

78319.65
 XY

2327409.39

4. Everest Bank Ltd.
Year MPS (X) EPS (Y) X2 Y2 XY
03/0

4
680 45.58 462400 2077.536 30994.4

04/0
5

870 54.22 756900 2939.808 47171.4

05/0
6

1379 62.78 1901641 3941.328 86573.62

06/0
7

2430 78.40 5904900 6146.56 190512

07/0
8

3132 91.82 9809424 8430.91 287580.24

08/0
9

2455 99.99 6027025 9998.00 245475.45

N=6  X

10946
 Y

432.79
 2X

24862290
 2Y

33534.142
 XY

888307.11

5. Bank of Kathmandu
Year MPS (X) EPS (Y) X2 Y2 XY
03/0

4
295 27.5 87025 756.25 8112.5

04/0
5

430 30.1 184900 906.01 12943

05/0
6

850 43.67 722500 1907.069 37119.5

06/0
7

1375 43.5 1890625 1892.25 59812.5

07/0
8

2350 59.94 5522500 3592.80 140859

08/0
9

1825 54.68 3330625 2989.90 99791

N=6  X 7125  Y 259.39  2X

11738175
 2Y

12044.279
 XY

358637.5

6. Himalayan Bank Ltd.
Year MPS (X) EPS (Y) X2 Y2 XY



03/0
4

840 49.05 705600 2405.903 41202

04/0
5

920 47.91 846400 2295.368 44077.2

05/0
6

1100 59.24 1210000 3509.378 65164

06/0
7

1740 60.66 3027600 3679.636 105548.40

07/0
8

1980 62.74 3920400 3936.308 124225.20

08/0
9

1760 61.90 3097600 3831.61 108944

N=6  X 8340  Y 341.5  2X

12807600
 2Y

19658.203
 XY

489160.8



B. Simple Regression Analysis between MPS and NWPS

1. Nepal Investment Bank Ltd.
Year MPS (X) NWPS (Y) X2 Y2 XY
03/0

4
940 246.89 883600 60954.67 232076.6

04/0
5

800 200.8 640000 40320.64 160640

05/0
6

1260 239.67 1587600 57441.71 301984.2

06/0
7

1729 234.37 2989441 54929.3 405225.7

07/0
8

2450 223 6002500 49729 546350

08/0
9

1388 162 1926544 26244 224856

N=6  X 8567  Y 1306.73  2X

14029685
 2Y

289619.32
 XY

1871132.5

2. Standard Chartered Bank Ltd.
Year MPS (X) NWPS (Y) X2 Y2 XY
03/04 1745 399.25 3045025 159400.6 696691.3
04/05 2345 422.38 5499025 178404.9 990481.1
05/06 3775 468.22 14250625 219230 1767531
06/07 5900 512.12 34810000 262266.9 3021508
07/08 6830 401.52 46648900 161218.31 2742381.60
08/09 6010 327.53 36120100 107275.90 1968455.30
N=6  X 26605  Y 2531.02  2X

140373675
 2Y

1087796.61
 XY

11187048.3

3. Nabil Bank Ltd.
Year MPS (X) NWPS (Y) X2 Y2 XY
03/04 1000 301 1000000 90601 301000
04/05 1505 337 2265025 113569 507185
05/06 2240 381 5017600 145161 853440
06/07 5050 418 25502500 174724 2110900
07/08 5275 354 27825625 125316 1867350
08/09 4899 324 24000201 104976 1587276

N=6  X 19969  Y 2115  2X 85610951  2Y 754347  XY 7227151

4. Everest Bank Ltd.
Year MPS (X) NWPS (Y) X2 Y2 XY
03/0

4
680 171.52 462400 29419.11 116633.6

04/0
5

870 219.87 756900 48342.82 191286.9



05/0
6

1379 217.67 1901641 47380.23 300166.9

06/0
7

2430 292.75 5904900 85702.56 711382.5

07/0
8

3132 321.77 9809424 103535.93 1007783.64

08/0
9

2455 313.64 6027025 98370.05 769986.20

N=6  X 10946  Y 1537.22  2X

24862290
 2Y

412750.7
 XY

3097239.74



5. Bank of Kathmandu
Year MPS (X) NWPS (Y) X2 Y2 XY
03/04 295 218.38 87025 47689.82 64422.1
04/05 430 213.6 184900 45624.96 91848
05/06 850 230.67 722500 53208.65 196069.5
06/07 1375 164.68 1890625 27119.50 226435
07/08 2350 222.51 5522500 49510.70 522898.50
08/09 1825 206.25 3330625 42539.06 376406.25
N=6  X 7125  Y 1256.09  2X

11738175
 2Y

265692.69
 XY

1478079.35

6. Himalayan Bank Ltd.
Year MPS (X) NWPS (Y) X2 Y2 XY
03/0

4
840 246.93 705600 60974.42 207421.2

04/0
5

920 239.59 846400 57403.37 220422.8

05/0
6

1100 228.72 1210000 52312.84 251592

06/0
7

1740 264.74 3027600 70087.27 460647.6

07/0
8

1980 247.95 3920400 61479.20 490941

08/0
9

1760 256.52 3097600 65802.51 451475.20

N=6  X 8340  Y 1484.45  2X

12807600
 2Y

368059.61
 XY

2082499.8



C. Simple Regression Analysis between MPS and DPS

1. Nepal Investment Bank Ltd.
Year MPS (X) DPS (Y) X2 Y2 XY
03/04 940 15 883600 225 14100
04/05 800 12.5 640000 156.25 10000
05/06 1260 20 1587600 400 25200
06/07 1729 5 2989441 25 8645
07/08 2450 7.5 6002500 56.25 18375
08/09 1388 20 1926544 400 27760
N=6  X 8567  Y 80  2X 14029685  2Y 1262.5  XY 104080

2. Standard Chartered Bank Ltd.
Year MPS (X) DPS (Y) X2 Y2 XY
03/04 1745 110 3045025 12100 191950
04/05 2345 120 5499025 14400 281400
05/06 3775 130 14250625 16900 490750
06/07 5900 80 34810000 6400 472000
07/08 6830 80 46648900 6400 546400
08/09 6010 50 36120100 2500 300500
N=6  X 26605  Y 570  2X 140373675  2Y 58700  XY 2283000

3. Nabil Bank Ltd.
Year MPS (X) DPS (Y) X2 Y2 XY
03/04 1000 65 1000000 4225 65000
04/05 1505 70 2265025 4900 105350
05/06 2240 85 5017600 7225 190400
06/07 5050 100 25502500 10000 505000
07/08 5275 60 27825625 3600 316500
08/09 4899 35 24000201 1225 171465
N=6  X 19969  Y 415  2X 85610951  2Y 31175  XY 1353715

4. Everest Bank Ltd.
Year MPS (X) DPS (Y) X2 Y2 XY
03/04 680 20 462400 400 13600
04/05 870 0 756900 0 0
05/06 1379 25 1901641 625 34475
06/07 2430 10 5904900 100 24300
07/08 3132 20 9809424 400 62640
08/09 2455 30 6027025 900 73650
N=6  X 10946  Y 105  2X 24862290  2Y 2425  XY 208665



5. Bank of Kathmandu
Year MPS (X) DPS (Y) X2 Y2 XY
03/04 295 10 87025 100 2950
04/05 430 15 184900 225 6450
05/06 850 18 722500 324 15300
06/07 1375 20 1890625 400 27500
07/08 2350 2.11 5522500 4.45 4958.50
08/09 1825 7.37 3330625 54.32 13450.25
N=6  X 7125  Y 72.48  2X 11738175  2Y 1107.77  XY 70608.75

6.  Himalayan Bank Ltd.
Year MPS (X) DPS (Y) X2 Y2 XY
03/04 840 0 705600 0 0
04/05 920 11.58 846400 134.0964 10653.6
05/06 1100 30 1210000 900 33000
06/07 1740 15 3027600 225 26100
07/08 1980 25 3920400 625 49500
08/09 1760 12 3097600 144 21120
N=6  X 8340  Y

93.58
 2X

12807600
 2Y

2028.0964
 XY

140373.6



Calculation of Correlation Coefficient, Coefficient of Determination, Regression

Analysis and t-test between MPS and EPS of Nepal Investment Bank Limited

A. Coefficient of Correlation

2222 )()(

))((

YYNXXN

YXXYN
r






= 0.5176

B. Coefficient of Determination

r2 =0 .2679

C. Calculation of Regression Constant (a) and Regression Coefficient (b)

Here,

Independent Variable (EPS) =Y
Dependent Variable (MPS) =X
Regression Equation of Y on X is

Y= a+bX

Where,
a = Regression Constant
b = Regression Coefficient (Slope of the regression line)

According to the principle of the least squares, two normal equations for estimating
(a) and (b) is:

  XbnaY …………………………………………. (I)

   2XbXaXY ……………………………………… (II)

Solving these two normal equations we get,

 
  






22 )( XXn

YXXYn
b = 0.0092



Substituting the value of (b) on equation I

  XbnaY

308.41=6a+0.0092X8567
a= 38.27

D.To Find the Calculated Value for t-test

21

2

r

nr
t




 =1.2099

E. Tabulated Value of t at 5% level of significance= 2.776

[Note: Similar procedure has been applied to calculate the parameters of Simple
Regression Analysis and t-test of the other Commercial Banks under Study]



Appendix- III

Rate of Return, Standard Deviation, Coefficient of Variation and Beta
Coefficient of Market Index and Commercial Banks

A. Rate of Return and Standard Deviation of the Market Index

Year Market Index Realized Rate of
Return
(Rm)

( mm RR  ) 2)( mm RR 

03/04 222.04 - - -
04/05 286.67 0.2911 -0.0278 0.0007728
05/06 386.83 0.3494 0.0305 0.0009303
06/07 683.95 0.7681 0.4492 0.20178064
07/08 963.36 0.4085 0.0896 0.00802816
08/09 749.10 -0.2224 -0.5413 0.29300569

 (Rm)=1.5947  2)( mm RR  =0.50451759

Calculation of Realized Rate of Return, Expected Rate of Return and Standard
Deviation of the Market

A. Calculation of Realized Rate of Return

1

1)






t

tt
m MI

MIMI
R = 0.2911

B. Calculation of Expected Rate of Return

)( mR =
n

Rm = 0.3189

C. Calculation of Standard Deviation

n

RR mm
m

2)( 
 = 0.3176

2
m 0.1009



B. Rate of Return, Standard Deviation, Coefficient of Variation and Beta
Coefficient of Commercial Banks

1. Nepal Investment Bank Limited
Year Market

Price
Cash

Dividend
Realized

Rate
( jj RR  ) ( 2)jj RR  ( mm RR  ) ( jj RR  )( mm RR  )

03/0
4

940 15 - - - - -

04/0
5

800 12.5 -0.1356 -0.3029 0.0917 -0.0278 0.0084

05/0
6

1260 20 0.6000 0.4327 0.1872 0.0305 0.0132

06/0
7

1729 5 0.3762 0.2089 0.0436 0.4492 0.0938

07/0
8

2450 7.5 0.4213 0.2540 0.0645 0.0896 0.0228

08/0
9

1388 20 -0.4253 -0.5926 0.3512 -0.5413 0.3208

0.8366  ( 2)jj RR 
=0.7382

 ( jj RR  )

( mm RR  )=0.4590

2. Standard Chartered Bank Limited
Year Market

Price
Cash

Dividend
Realized

Rate
( jj RR  ) ( 2)jj RR  ( mm RR  ) ( jj RR  )( mm RR  )

03/04 1745 110 - - - - -
04/05 2345 120 0.4126 0.0685 0.0047 -0.0278 -0.0019
05/06 3775 130 0.6652 0.3211 0.1031 0.0305 0.0098
06/07 5900 80 0.5841 0.2400 0.0576 0.4492 0.1078
07/08 6830 80 0.1712 -0.1729 0.0299 0.0896 -0.0155
08/09 6010 50 -0.1127 -0.4568 0.2087 -0.5413 0.2473

1.7204  ( 2)jj RR  =

0.404
 ( jj RR  )

( mm RR  )=0.3475

3. Nabil Bank Limited
Year Market

Price
Cash

Dividend
Realized

Rate
( jj RR  ) ( 2)jj RR  ( mm RR  ) ( jj RR  )( mm RR  )

03/04 1000 65 - - - - -
04/05 1505 70 0.5750 0.0928 0.0086 -0.0278 -0.0026
05/06 2240 85 0.5449 0.0627 0.0039 0.0305 0.0019
06/07 5050 100 1.2991 0.8169 0.6673 0.4492 0.3670
07/08 5275 60 0.0564 -0.4258 0.1813 0.0896 -0.0382
08/09 4899 35 -0.0646 -0.5468 0.2990 -0.5413 0.2960

2.4108  ( 2)jj RR 
=1.1601

 ( jj RR  )

( mm RR  )=0.6241



4. Everest Bank Limited
Year Market

Price
Cash

Dividend
Realized

Rate
( jj RR  ) ( 2)jj RR  ( mm RR  ) ( jj RR  )( mm RR  )

03/04 680 20 - - - - -
04/05 870 0 0.2794 -0.0712 0.0051 -0.0278 0.0019
05/06 1379 25 0.6138 0.2632 0.0693 0.0305 0.0080
06/07 2430 10 0.7694 0.4188 0.1745 0.4492 0.1881
07/08 3132 20 0.2971 -0.0535 0.0029 0.0896 -0.0048
08/09 2455 30 -0.2066 -0.5572 0.3105 -0.5413 0.3016

1.7531  ( 2)jj RR 
=0.5623

 ( jj RR  )

( mm RR  )=0.4948

5. Bank of Kathmandu Limited
Year Market

Price
Cash

Dividend
Realized

Rate
( jj RR  ) ( 2)jj RR  ( mm RR  ) ( jj RR  )( mm RR  )

03/04 295 10 - - - - 0.0006
04/05 430 15 0.5085 -0.0232 0.0005 -0.0278 0.0148
05/06 850 18 1.0186 0.4869 0.2371 0.0305 0.0492
06/07 1375 20 0.6412 0.1095 0.0119 0.4492 0.0160
07/08 2350 2.11 0.7106 0.1789 0.0320 0.0896 0.4071
08/09 1825 7.37 -0.2203 -0.7520 0.5655 -0.5413

2.6586  ( 2)jj RR 
=0.8470

 ( jj RR  )

( mm RR  )=0.4877

6. Himalayan Bank Limited
Year Market

Price
Cash

Dividend
Realized

Rate
( jj RR  ) ( 2)jj RR  ( mm RR  ) ( jj RR  )( mm RR  )

03/04 840 0 - - - - -
04/05 920 11.58 0.1090 -.0.0870 0.0076 -0.0278 0.0024
05/06 1100 30 0.2283 0.0323 0.0010 0.0305 0.00098
06/07 1740 15 0.5955 0.3995 0.1596 0.4492 0.1795
07/08 1980 25 0.1523 -0.0437 0.0019 0.0896 -0.0039
08/09 1760 12 -0.1051 -0.3011 0.0907 -0.5413 0.1630

0.98  ( 2)jj RR 
=0.2608

 ( jj RR  )

( mm RR  )=0.34198



Calculation of Realized Rate of Return, Expected Rate of Return, Standard
Deviation, Coefficient of Variation , Co-variance and Beta-Coefficient for NIBL

A. Calculation of Realized Rate of Return

1

1 )(






t

ttt
J P

PPD
R

[04/05= -0.1356, 05/06= 0.6, 06/07=0.3762, 07/08=0.4213, 08/09=-0.4253]

B. Calculation of Expected Rate of Return

)( jR =
n

R j =0.1673

C. Calculation of Standard Deviation

n

RR jj
j

2)( 
 =0.3842

D. Calculation of Coefficient of Variation

j

j
j

R
CV


 =2.29

E. Calculation of Co Variance

n

RRRR
RRCov mmJJ

mJ
 


))((

)( =0.0918

F. Calculation of Beta Coefficient

2

)(

m

mJ
J

RRCov


  =0.9098

[Note: Similar procedure has been applied to calculate Realized Return, Expected Return, SD,
C.V. and Beta Coefficient of the other Commercial Banks under Study
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Appendix - ΙV
Run Test of the Sample Commercial Banks under Study

A. Summary of Monthly -Wise Market Price Per Share of the Sample
Commercial Banks

1. Market Price of NIBL 2. Market Price of SCBL 3. Market Price of NBL

Month 2005 2006 2007 2008 2005 2006 2007 2008 2005 2006 2007 2008

Jan --- 930 1245 1627 --- 2902 4500 6100 --- 1832 3320 4134

Feb --- 976 1095 1355 --- 3101 4215 4850 --- 2065 3090 3810

Mar --- 951 1100 1525 --- 3145 4220 5200 --- 2008 3150 4300

Apr --- 1261 1170 1804 --- 3700 4500 5500 --- 2280 3500 4340

May --- 1175 1475 --- --- 3600 4850 --- --- 2100 3790 ---

Jun --- 1260 1729 --- --- 3775 5900 --- --- 2240 5050 ---

Jul 850 1275 1980 --- 2400 3740 6200 --- 1634 2250 5010 ---

Aug 790 1270 2425 --- 2405 3625 7010 --- 1561 2140 6000 ---

Sep 795 1456 2675 --- 2370 4000 7938 --- 1620 2295 4263 ---

Oct 829 1120 2440 --- 2411 4355 8700 --- 1625 2870 4335 ---

Nov 788 1280 2600 --- 2575 4650 5260 --- 1625 3350 5425 ---

Dec 800 1270 1750 --- 2685 4600 6745 --- 1742 3400 4600 ---



2

4. Market Price of EBL 5. Market Price of BOK 6. Market Price of HBL

2005 2006 2007 2008 2005 2006 2007 2008 2005 2006 2007 2008

--- 930 1800 2280 --- 616 1055 1688 --- 402 651 1160

--- 1080 1675 2012 --- 707 920 1502 --- 450 595 932

--- 1111 1700 1960 --- 673 935 1675 --- 455 591 938

--- 1355 1750 2548 --- 870 950 1930 --- 630 620 1065

--- 1333 2030 --- --- 810 1110 --- --- 600 729 ---

--- 1379 2430 --- --- 850 1375 --- --- 612 950 ---

980 1325 2290 --- 443 830 1250 --- 385 600 590 ---

870 1290 2675 --- 469 818 1444 --- 370 585 985 ---

972 1290 2830 --- 475 837 1570 --- 358 575 1080 ---

860 1580 2774 --- 511 1120 1706 --- 369 635 1290 ---

886 1945 2690 --- 527 1113 2185 --- 365 796 1600 ---

885 1900 2500 --- 546 1100 2050 --- 406 810 1345 ---
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Calculation of Number of Runs and Z Value of Nepal Investment Bank Limited

A. Calculation of Median

2

)1( thN
Median


 =

2

134 
=17.5th Place

Median=
2

12701261
=1265.5

B. Calculation of Number of Runs

Number of Positive Runs (N1) =17

Number of Negative Runs (N2) =17

Number of Runs (r) =6

C. Calculation of Z Value

)1()(

)2(2

1
2

21
2

21

212121

21

21



















nnnn

nnnnnn

nn

nn
r

Z = -4.179

D. Tabulated Value of  Z

Tabulated Value of Z at 5% level of significance and 9 degree of freedom Ztab= 1.96

[Note: Similar procedure has been applied to calculate the parameters of Run test
and Z value of the other Commercial Banks under Study]
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Appendix - V

Effect of Signaling Factors on the NEPSE Index and Banking Index

A. NEPSE and Banking Index before and after the End of Janaandolan II
(25 April 2006)

NEPSE INDEX Banking Index
Before After d d2 Before After d d2

281.15 361.58 80.43 6468.985 298.63 410.17 111.54 12441.17
296.78 371.74 74.96 5619.002 322.47 423.04 100.57 10114.32
290.56 375.14 84.58 7153.776 311.05 422.81 111.76 12490.3
296.98 378.76 81.78 6687.968 316.67 424.28 107.61 11579.91
307.22 382.24 75.02 5628 333.16 426.39 93.23 8691.833
300.54 394.25 93.71 8781.564 325.48 443.78 118.3 13994.89
302.78 408.38 105.6 11151.36 328.31 463.22 134.91 18200.71
309.04 486.19 177.15 31382.12 334.90 562.00 227.1 51574.41
341.05 514.42 173.37 30057.16 380.62 582.02 201.4 40561.96
337.52 513.34 175.82 30912.67 374.90 566.88 191.98 36856.32

 d 11

22.42
 2d 1

43842.6
 d 13

98.4
 2d 2

16505.8

B. NEPSE and Banking Index before and after Comprehensive Peace
Agreement (21 November 2007)

NEPSE INDEX Banking Index
Before After d d2 Before After d d2

309.04 486.19 177.15 31382.12 334.90 562.00 227.1 51574.41
341.05 514.42 173.37 30057.16 380.62 582.02 201.4 40561.96
337.52 513.34 175.82 30912.67 374.90 566.88 191.98 36856.32
361.58 511.81 150.23 22569.05 410.17 544.01 133.84 17913.15
371.74 480.99 109.25 11935.56 423.04 501.00 77.96 6077.762
375.14 513.69 138.55 19196.1 422.81 555.20 132.39 17527.11
378.76 541.38 162.62 26445.26 424.28 591.03 166.75 27805.56
382.24 591.65 209.41 43852.55 426.39 653.41 227.02 51538.08
394.25 678.97 284.72 81065.48 443.78 759.67 315.89 99786.49
408.38 739.53 331.15 109660.3 463.22 824.91 361.69 130819.7

 d 19

12.27
 2d 4

07076.3
 d 20

36.02
 2d 4

80460.5
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C. NEPSE and Banking Index before and after the CA Election

Postponement (June 2007)

NEPSE INDEX Banking Index
Before After d d2 Before After d d2

382.24 591.65 209.41 43852.55 426.39 653.41 227.02 51538.08
394.25 678.97 284.72 81065.48 394.25 759.67 365.42 133531.8
408.38 739.53 331.15 109660.3 463.22 824.91 361.69 130819.7
486.19 885.50 399.31 159448.5 562.00 995.52 433.52 187939.6
514.42 878.86 364.44 132816.5 582.02 951.46 369.44 136485.9
513.34 897.29 383.95 147417.6 566.88 952.23 385.35 148494.6
511.81 984.53 472.72 223464.2 544.01 979.70 435.69 189825.8
480.99 803.69 322.7 104135.3 501.00 785.90 284.9 81168.01
513.69 756.76 243.07 59083.02 555.20 739.29 184.09 33889.13
541.38 709.40 168.02 28230.72 591.03 690.48 99.45 9890.303

 d 31

79.49

 2d 1

089174

 d 31

46.57

 2d 1

103583

Calculation of t-value for Analyzing Signaling Effects of Jana-andolan II on

NEPSE Index

A. Calculation of Unbiased Estimate of Population Variance

 


 ]
)(

[
1

1
2

22

n

d
d

n
S = 1984.44

B. Calculation of Test Statistics

n

S

d
t

2
 = 7.966

C. Tabulated value of t at 5% level of significance at 9 degree of freedom = 2.262

[Note: Similar procedure has been applied to calculate t-value of the other signaling

factors of both the NEPSE and Banking Index]


