
A STUDY ON PORTFOLIO ANALYSIS ON INVESTMENT
OF NEPALESE COMMERCIAL BANKS

Submitted by:

HARI KRISHNA SHRESTHA
Shanker Dev Campus

Campus Roll No: 228/061
T.U. Regd. No: 7-1-999-156-99

A Thesis Submitted To:

Office of the Dean
Faculty of Management
Tribhuvan University

In partial fulfillment of the requirements for the
Degree of

Master of Business Studies (M.B.S.)
Kathmandu, Nepal

June, 2009



RECOMMENDATION

This is to certify that the thesis

Submitted by:
HARI KRISHNA SHRESTHA

Entitled:
Portfolio Analysis on Investment of Nepalese 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.

………………………………. ……………………………..
Dr. Kamal Das Manandhar Dr. Kamal Deep Dhakal

(Thesis Supervisor) (Campus Chief)

………………………….
Mr. Dhurba Subedi
(Thesis Supervisor)



VIVA-VOCE SHEET

We have conducted the viva-voce examination of the thesis presented
By

Hari Krishna Shrestha

Entitled:

Portfolio Analysis on Investment of Nepalese Commercial
Banks

And found the thesis to be the original work of the student and written according to
The prescribed format. We recommended the thesis to be accepted as partial

Fulfillment of the requirements for

Master’s Degree in Business Studies (M.B.S.)

Viva-Voce Committee

Head of Research Department: ………………………………….

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

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

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



DECLARATION

I here by declare the thesis entitled “Portfolio Analysis on Investment of Nepalese

Commercial Banks” submitted to Shanker Dev Campus, Faculty of Management,

Tribhuvan University, is my original work for partial fulfillment of the requirement for

the Master of Business Studies (M.B.S.) under the Supervision of Dr. Kamal Das

Manandhar(Asst. Dean of Management, T.U.) and Mr. Dhurba Subedi (Lecturer of

Shanker Dev Campus).

……………………………..

Hari Krishna Shrestha

Researcher

Shanker Dev Campus

Campus Roll No: 228/061

T.U. Registration No: 7-1-999-156-99

Date:



ACKNOWLEDGEMENT

It has been a great pleasure for me to complete the thesis entitled “Portfolio Analysis on

Investment of Nepalese Commercial Banks”. This thesis has been submitted t fulfill the

partial requirement for Master of Business Studies and is to be submitted to Tribhuvan

University. I would like to express my gratitude towards all the people who helped in

making this thesis possible.

I would like to express my sincere gratitude to my thesis advisor Dr. Kamal Das

Manandhar(Asst. Dean of Management, T.U.) and Mr. Dhurba Subedi (Lecturer of

Shanker Dev Campus) for their valuable suggestions and support at the time of thesis

writing. I would also like t thank all the staff of NRB, NEPSE and selected commercial

bank’s for providing valuable suggestions and necessary data. I am also grateful towards

the administration staffs and the librarians of Shanker Dev Campus for their support.

I would like to express my profound gratitude to my family and lots of thanks to my

friends for their continuous and encouraging support during this study without which this

study would not have been possible.

Finally, I would like to thank Shanker Dev Campus and Tribhuvan University for

providing me an opportunity of making this study happens. I sincerely hope that this

thesis will serve as a stepping-stone for those who are thinking of making further studies.

…………………………..

Hari Krishna Shrestha

Researcher

Shanker Dev Campus

Campus Roll No: 228/061

T.U. Registration No: 7-1-999-156-99



Table of Contents

Page

CHAPTER – 1

INTRODUCTION 1-10

1.1 Background of the Study 1

1.2 Statement of Problem 5

1.3 Objectives of the Study 7

1.4 Significance of the Study 8

1.5 Limitations of the Study 9

1.6 Organization of the Study 9

CHAPTER - 2

REVIEW OF LITERATURE 11-54

2.1 Conceptual Review 11

2.1.1 Objective of Portfolio Investment 14

2.1.2 Assumption of Portfolio Investment 15

2.1.3 Factor affecting Investment Portfolio Decision 15

2.1.4 Features of a sound lending and Investment policy 16

2.1.5 Portfolio Management Policies 17

2.1.6 Portfolio Return 18

2.1.7 Portfolio Risk 19

2.1.8 Source of Risk 20

2.1.9 Portfolio Diversification 22

2.1.10 Method of Diversification 22

2.1.11 Terminology used in Portfolio Investment 24

2.1.12 Portfolio Performance Measure 29

2.2 Review of Popular Models of Portfolio 31

2.2.1 Markowitz's Portfolio Selection Model 31

2.2.2 Capital Asset Pricing Model 34



2.2.3 Arbitrage Pricing Theory Model 37

2.3 Review from Articles 39

2.4 Review from Journal 41

2.5 Review of Previous Thesis 42

2.6 Research Gap 54

CHAPTER – 3

RESEARCH METHODOLOGY 55-63

3.1 Introduction 55

3.2 Research Design 55

3.3 Population and Sample 55

3.4 Sources of Data 56

3.5 Data Collection and Processing Techniques 56

3.6 Data Analysis Tools 57

3.6.1 Financial Tools 57

3.6.2 Statistical Tool 62

CHAPTER - 4

DATA PRESENTATION AND ANALYSIS 64-106

4.1 Investment Operations of Commercial Banks 64

4.2 Analysis of Market Sensitivity 71

4.3 Investment Portfolio Risk and Return Analysis of CBs 75

4.4 Test of Investment Portfolio Performance 89

4.5 Analysis of Ratios 91

4.6 Trend Analysis 98

4.6.1 Trend Analysis of Total Investment and

Total Deposit 99

4.6.2 Trend Analysis of Investment on Various Assets 101

4.7 Tabulation of Major Findings of the Study 104

4.7.1 Findings from Investment Operation 104

4.7.2 Findings from Risk and Return 104



4.7.3 Findings from Ratio Analysis 105

4.7.4 Findings from Portfolio Performance Test 105

4.7.5 Findings from Trend Analysis 106

CHAPTER – 5

SUMMARY, CONCLUSION AND RECOMMENDATION 107-112

5.1 Summary of the Study 107

5.2 Conclusion of the Study 108

5.3 Recommendation 111

BIBLIOGRAPHY

ANNEXURE



List of Tables

Table No. Pages

4.1 Structure of Investment on the Government Securities

held by Commercial Banks 65

4.2 Percentage Share of Investment on Government Securities

of Each Bank 65

4.3 Structure of Investment on Shares and Debentures

held by Commercial Banks 67

4.4 Percentage Share of Investment in Share and Debenture

of each Bank 68

4.5 Structure of Investment on Loans and Advances

held by Commercial Banks 69

4.6 Percentage Share of Investment on Loan and Advance of

each Bank 70

4.7 Calculation of Risk and Return on Government Securities

Of Nepalese Commercial Banks 77

4.8 Calculation of Risk and Return on Loan and Advances

Of Nepalese Commercial Banks 79

4.9 Estimate of Market Parameter 83

4.10 Calculation of Capital Yield and Dividend Yield

on Shares and Debentures of CBs 84



4.11 Calculation of Weight of Investment on Various Assets 86

4.12 Correlation Coefficient and Covariance between

Various Assets 87

4.13 Performance of Various Investment Assets 90

4.14 Investment to Total Deposit Ratio (%) 92

4.15 Loan and Advance to Total Deposit Ratio 93

4.16 Return on Total Assets (%) 94

4.17 Investment on Share and Debenture to

Total outside Investment Ratio (%) 96

4.18 Investment on Government Securities to

Total outside Investment (%) 97

4.19 Trend value (Ye=a+bx) of Total Investment and

Total Deposit of CBs 99

4.20 Trend Value (Yc = a + bx) of Investment on Govt. Securities,

Loans & Advances and Share & Debentures of the CBs 101

4.21 Major Findings from Investment Operation of Different

Commercial Banks 104

4.22 Major Findings from Risk and Return Analysis 104

4.23 Findings from Ratio Analysis 105

4.24 Finding from Portfolio Performance Test 105

4.25 Findings from Trend Analysis 106



List of Figures

Figure No. Pages

4.1 Percentage Share Coverage of Investment on Government

Securities held by CBs 66

4.2 Percentage Coverage of Share and Debenture hold by

Commercial Banks 68

4.3 Percentage Coverage of Loan and Advance of each Bank 70

4.4 Investment and Interest Return on Government Securities 77

4.5 Investment and Interest Return on Loan and Advance 80

4.6 Capital Yield and Dividend Yield on Shares and

Debentures 84

4.7 Performance of Various Investment Assets 90

4.8 Trend and Actual Value of Total Investment of CBs 100

4.9 Trend and Actual Value of Total Deposit of CBs 100

4.10 Trend and Actual Value of Investment on Government

Securities of CBs 102

4.11 Trend and Actual Value of Investment on Loan and Advance 102

4.12 Trend and Actual Value of Investment on Share and

Debenture of CBs 103



LIST OF ABBREVIATION

A.D. = Anno Domini

APT = Arbitrage Pricing Theory

B.S. = Bikram Sambat

BOK = Bank of Kathmandu Limited

CAPM = Capital Assets Pricing Model

CBs = Commercial Banks

Cov. = Covariance

CV = Coefficient of Variation

EBL = Everest Bank Limited

Ed. = Edition

FY = Fiscal Year

GDP = Gross Domestic Product

Govt. = Government

HBL = Himalayan Bank Limited

i.e. = That is

IMF = International Money Fund

Ltd. = Limited

MBS = Master of Business Studies

NEPSE = Nepal Stock Exchange



NPAT = Nepal Profit After Tax

NABIL = Nabil Bank Limited

NIBL = Nepal Investment Bank Limited

NRB = Nepal Rastra Bank

P.E. = Probable Error

PP = Pages

Pvt. = Private

S.D. = Standard Deviation

SEBO = Securities Board

TOI = Total Outside Investment

TU = Tribhuvan University


