
RISK AND RETURN ANALYSIS ON COMMON STOCK
INVESTMENT OF COMMERCIAL BANKS

By:
AJAYA BASNET

Shanker Dev Campus
T.U. Registration No: 7-2-355-06-2000

Campus Roll No: 234/061

A Thesis Submitted to:
Office of the Dean

Faculty of Management
Tribhuvan University

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

Kathmandu, Nepal
December, 2009



RECOMMENDATION

This is to certify that the Thesis

Submitted by:

AJAYA BASNET

Entitled:

RISK AND RETURN ANALYSIS ON COMMON STOCK
INVESTMENT OF COMMERCIAL BANKS

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

Faculty of Management. This thesis is forwarded for examination.

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

Kishor Maharjan Prof. Bisheshwor Man Shrestha Prof. Dr. Kamal Deep Dhakal

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



VIVA-VOCE SHEET

We have conducted the viva –voce of the thesis presented

by

AJAYA BASNET

Entitled:

RISK AND RETURN ANALYSIS ON COMMON STOCK
INVESTMENT OF COMMERCIAL BANKS

And found the thesis to be the original work of the student and written
according to the prescribed format. We recommend the thesis to

be accepted as partial fulfillment of  the requirement for

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

Viva-Voce Committee

Head, Research Department …………………….………

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

Member (External Expert) …..………………………..



TRIBHUVAN UNIVERSITY

Faculty of Management

Shanker Dev Campus

DECLARATION

I hereby declare that the work reported in this thesis entitled “RISK AND RETURN

ANALYSIS ON COMMON STOCK INVESTMENT OF COMMERCIAL BANKS”

submitted to Office of the Dean, Faculty of Management, Tribhuvan University, is my

original work done in the form of partial fulfillment of the requirement for the Master

Degree in Business Studies (M.B.S.) under the supervision of Kishor Maharjan of

Shanker Dev Campus.

………………………………

AJAYA BASNET

Shanker Dev Campus

T.U. Registration No: 7-2-355-06-2000

Campus Roll No: 234/061



LIST OF FIGURES

No. Details Page No.

2.1 Total Risk, Systematic Risk and Unsystematic Risk 17

2.2 Security Market Line 20

2.3 Under Price and Over-Priced Stock during Temporary

Market Disequilibrium 21

4.1 Year End Market Price Movement of the Common Stock of NIBL 49

4.2 Year End Market Price Movement of the Common Stock of SCBNL 52

4.3 Year End Market Price Movement of the Common Stock of NABIL 54

4.4 Year End Price Movement of Common Stock of BOKL 56

4.5 Risk and Return of Selected Commercial Banks 58

4.6 Market Capitalization of Four Selected Commercial Banks 59

4.7 Annual Rate of Return of Banking Sector (On the Basis of Index) 61

4.8 Year End NEPSE Index of Overall 63



LIST OF TABLES

No. Details Page No

4.1 MPS and DPS of Common Stocks of NIBL 48

4.2 Statistical Analysis of NIBL 50

4.3 MPS & DPS of SCBNL 51

4.4 Statistical Analysis of Common Stock of SCBNL 52

4.5 MPS and DPS of NABIL 53

4.6 Statistical Analysis of Common Stock of NABIL 55

4.7 MPS and DPS of BOKL 56

4.8 Statistical Analysis of Common Stocks of BOKL 57

4.9 Expected Return, S.D. and Coefficient of Variation Of each Bank 58

4.10 Market Capitalization of four Commercial Banks

from July 2007-2008 59

4.11 Sector wise NEPSE index at the End Price of each year 60

4.12 Expected Return, Standard Deviation and Coefficient

of Variation of Commercial Banking Sectors 61

4.13 Statistical Analysis of Overall Market on the

Basis of NEPSE index 62

4.14 Calculation of Beta Coefficient of the Common Stock of NIBL 65

4.15 Beta Coefficient of Selected Four Commercial Banks 66

4.16 Calculation of Required Rate of Return (RRR), Expected Rate

of Return (ERR) and evaluation of each stock using CAPM 67

4.17 Average Return of four Commercial Banks 70

4.18 Statistical Analysis of Common Stock of Four Commercial Banks 71

4.19 Calculation of Covariance of Asset of A and asset B 72

4.20 Portfolio Return & Risk in each two Assets 74



4.21 Portfolio Return and Risk of Two Investments 74



TABLE OF CONTENTS

Acknowledgement
Table of Contents
List of Tables
List of Figures
Abbreviations

Page No.
CHAPTER – I: INTRODUCTION
1.1 General Background of the Study 1

1.2 Focus of the Study 5

1.3 Statement of the Problems 5

1.4 Objectives of the Study 6

1.5 Significance of the Study 7

1.6 Limitation of the Study 8

1.7 Organization of the Study 8

CHAPTER – II: REVIEW OF LITERATURE

2.1 Conceptual Framework 10

2.2 Reviews from Related Studies 21

2.2.1 Review from Journals 22

2.2.2 Review from Nepalese Studies 24

2.2.3 Review from Thesis 27

CHAPTER – III: RESEARCH METHODOLOGY

3.1 Research Design 37

3.2 Sources of Data 37

3.3 Population and Samples 38

3.4 Data Analysis Tools 39

3.4.1 Market Price of Stock (P) 39

3.4.2 Dividend (D) 39



3.4.3 Return on Common Stock (Rj) 40

3.4.4 Expected Rate of Return on Common Stock E (Rj) 41

3.4.5 Return on market 41

3.4.6 Expected Return on Market, E(Rm) 41

3.4.7 Standard Deviation (S.D) 42

3.4.8 Coefficient of Variation (C.V.) 42

3.4.9 Beta Coefficient () 43

3.4.10 Correlation Coefficient (Pij) 43

3.4.11 Portfolio Risk and Return 44

3.4.12 Risk Minimizing Portfolio 45

3.4.13 Partitioning of Total Risk 45

3.5 Method of Analysis and Presentation 45

CHAPTER – IV: DATA PRESENTATION AND ANALYSIS

4.1 Data Presentation and Analysis 47

4.1.1 Analysis of Individual Commercial Banks 48

4.1.1.1 Nepal Investment Bank Ltd. (NIBL) 48

4.1.1.2 Standard Chartered Bank Nepal Limited (SCBNL) 51

4.1.1.3 Nepal Arab Bank Ltd. (NABIL) 53

4.1.1.4 Bank of Kathmandu Limited (BOKL) 55

4.2 Comparative Analysis of Obtained Results 57

4.2.1 Inter Bank Comparisons 57

4.2.2 Comparison of Selected Commercial Banks on the Basis of

Market Capitalization 59

4.2.3 Inter Industry Comparison on the Basis of NEPSE Index 60

4.2.4 Market Risk and Return 62

4.2.5 Hypothesis – I 63

4.2.6 Market Sensitivity Analysis 65

4.2.7 Hypothesis II 68



4.3 Portfolio Analysis 69

4.4 Analysis of Average / Pooled Four Sample Commercial Banks 70

4.5 Portfolio Analysis among Four Selected Commercial Banks 71

4.6 Portfolio Analysis in each two Assets among Selected Assets 73

4.6.1 Comparison of Risk and Return of Portfolio Analysis of four

Assets and Average of Four Sample Commercial Banks 74

4.7 Major Findings 75

CHAPTER – V: SUMMARY, CONCLUSION AND RECOMMENDATIONS

5.1 Summary 77

5.2 Conclusion 78

5.3 Recommendations 81

BIBIOGRAPHY

APPENDICES


