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Abstract
The study examines the determinants of lending behavior in Nepalese commercial 

banks. Loans and advances and credit to deposit ratio are selected as the dependent variables. 
The selected independent variables are volume of deposit, bank size, liquidity ratio, lending 
interest rate, inflation rate and cash reserve ratio. The study is based on secondary data of 
15 commercial banks in Nepal with 105 observations for the study period from 2015/16 to 
2021/22. The data were collected from Banking and Financial Statistics published by Nepal 
Rastra Bank, publications, website of Nepal Rastra Bank (NRB), Ministry of Finance and 
annual report of selected commercial banks. The correlation coefficients and regression 
models are estimated to test the significance and importance of different factors on the 
lending behavior of Nepalese commercial banks.

The study showed that volume of deposit has a positive impact on loans and advances. 
It means that increase in volume of deposit leads to increase in loans and advances. Likewise, 
bank size has a positive impact on loans and advances. It means that increase in bank assets 
size leads to increase in loans and advances. In addition, liquidity ratio has a negative impact 
on loans and advances. It shows that higher the liquidity ratio, lower would be the loans 
and advances. In contrast, lending interest rate has a positive impact on loans and advances 
and credit to deposit ratio. It indicates that increase in lending interest rate leads to increase 
in loans and advances and credit to deposit ratio. In addition, inflation rate has a positive 
relationship with loans and advances and credit to deposit ratio. It indicates that increase in 
inflation rate leads to increase in loans and advances and credit to deposit ratio. 

Keywords: loans and advances, credit to deposit ratio, volume of deposit, bank size, liquidity, 
lending interest rate, inflation rate, cash reserve ratio

1. Introduction

The availability of external funding, especially access to long-term 
credit and costs of credit, influences firms’ investments level in an economy. 
Economies that have a profitable banking sector are better able to withstand 
negative shocks and contribute to the stability of the financial system. One 
of the key terms essential to the survival of economic systems is the concept 
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of bank profitability. A stable and healthy banking sector contributes to 
economic prosperity. Lending is a major driver of economic activities of 
households, firms and governments, which stir economic growth and 
development of any nation. In lending, banks act as an intermediary between 
those who supply funds and those in need of money as loans (Al-Kilani 
and Kaddumi, 2015). Bank lending can be on short, medium or long-term 
basis. The major service rendered by the commercial bank to their customer 
includes lending to individual, firms and government to aid their economic 
activities for the development and growth of the national economy. Lending 
can be fund based and non-fund based. Bank soundness is the bank’s ability to 
carry out operational activities and be able to properly fulfill all obligations in 
accordance with existing regulations (Yuliawati and Dana, 2020).  

Bank lending is determined by macro-economic factors and bank-
specific factors, which include inflation, exchange rate, capital, economic 
growth, management efficiency and bank profitability (Kim et al., 2017). 
Commercial banks play essential roles in an economy primarily by providing 
required funds for economic activities. Commercial banks do grant loans and 
advances to individuals; business organizations as well as government in order 
to enable them embark on investment and development activities as a means 
of aiding their growth in particular and contributing toward the economic 
development of a country in general. Lending is affected by different factors, 
including interest rate, liquidity, inflation, exchange rate, capital, and economic 
growth (Akinlo and Oni, 2015). Hutabarat et al. (2022) examined the operating 
cost against operating income, net interest margin, capital adequacy ratio and 
loan to deposit ratio on bank profitability. The study concluded that operating 
cost against operating income, net interest margin, capital adequacy ratio and 
loan to deposit ratio have significant positive effect on ROA. Anggriani and 
Muniarty (2020) stressed that banks should lower the level of non-performing 
loan to increase return on assets suggesting a negative relationship between 
non-performing loan and profitability. Moreover, Setiawan and Nupus (2021) 
examined the effect of capital adequacy ratio and loan to deposit ratio on 
banking profitability. The study concluded that loan to deposit ratio (LDR) 
has a positive and significant influence on bank profitability.

Lending is not as simple as taking money and then just giving it back. 
Banks should consider many relevant factors that are likely to determine the 
borrower’s ability and willingness to repay. The main factors that they should 
consider are the risk associated with the borrower and the bank borrower 
relationship. An increase in demand for credit facilities will lead to high 
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interest rates and vice versa (Ewert et al., 2000). According to Estrella and 
Mishkin (1996), the bank lending channel is based on the special role that 
banks play within the financial system in solving problems of asymmetric 
information and other imperfections in credit markets. Often, banks serve as 
financial intermediaries that provide funds to certain borrowers who do not 
have access to credit markets. Imperfections are reflected in the size of external 
finance premium, which is the difference between the costs of the externally 
generated funds of a firm (through issuing equity or debt) and its internally 
generated funds (retained earnings). The surplus spending units to deficit 
spending units cannot be overemphasized with regards to its contributions 
to growth in developing countries. As bank lending is the major source of 
generating earnings and it involves remarkable amount of risk, banks should be 
careful in analyzing the various determinants of bank lending behaviour. The 
banks’ lending behaviors has shed more light in the economic development 
and sustainable environment of the developing countries (Alkhazaleh, 2017). 
Commercial banks have played a significant role as a financial pulling in 
mobilizing funds among the sectors such as private households, business firms, 
and the government. Investment activities, business expansion, and industrial 
development depend largely on the funds, without which a country’s economy 
will be stagnant and even worse the economy is going to be in catastrophe. 
Apparently, lending activity is the core business of commercial banks that 
contributes the largest income proportion to the banks (Latif et al., 2019).

Sheriff and Amoako (2014) showed that fundamental macroeconomic 
indicators such as inflation and fiscal deficit have contributed to the high 
interest rate spread in Ghana. Similarly. Bawumia et al. (2005) revealed that 
factors including lending risk, public sector borrowing, low savings rates, 
inflation and exchange rates play critical roles in the systemic rise of interest 
rate spread in Ghana. The major threat to financial stability arises from an 
increased bank lending following credit growth and inflation pressures. 
Asamoah and Adu (2016) analyzed the determinants of the bank lending rate 
in Ghana using annual time series data from 1970 to 2013. The study showed 
a long-run equilibrium relationship between the average lending rate charged 
by commercial banks and its determining factors. In the long run, bank 
lending rates in Ghana are positively influenced by nominal exchange rates 
and Bank of Ghana’s monetary policy rate but negatively influenced by fiscal 
deficit, real GDP and inflation. The study also found positive dependence of 
the bank lending rate on exchange rates, and the monetary policy rate both 
in the short and long run. Mbao et al. (2014) examined the determinants of 
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bank lending rates in Zambia. The study found negative association between 
lending rates and profitability (return on assets). Moreover, ROA has negative 
significant impacts on lending interest rates (Al-Qudah, 2021). Similarly, 
net interest margin (NIM) has a negative impact on loan interest rates for 
working capital loans (Christianti, 2020). Moreover, Rawat (2014) found that 
there is a positive and significant impact of CRR on loans and advance. John 
and Nwachukwu (2017) examined the relation between cash reserve ratio and 
commercial bank credit in Nigeria. The study showed that the cash reserve 
requirement has a significant positive impact on the volume of loan advances 
over the years. Djiogap and Ngomsi (2012) suggested that banks whose assets 
size is large have the higher capacity of lending. Bank size has positive and 
statistically significant influences on commercial banks’ lending in Ethiopia 
(Malede, 2014). Moreover, Amidu (2014) assessed the determinants of bank 
lending in the context of Africa countries. The study claimed that bank size 
positively influences bank lending.

Marshal and Onyekachi (2014) found that there is a positive relationship 
between loan and advances and banks performance. Ozurumba (2016) found 
that loans and advances to total assets has a positive relationship with bank 
profitability. Similarly, Nwanna and Oguezue (2017) found that loan loss 
provision and loans and advances have positive and non-significant effect on 
profitability. In addition, Shanko et al. (2019) revealed that loan and advance 
has a statistically significant and positive relationship with banks’ profitability. 
Likewise, Afolabi et al. (2020) revealed a significant positive relationship 
between total loans and advances and returns on assets. Further, Goet (2021) 
revealed that there is positive correlation of bank earnings with loan and 
advances. Pandya (2015) found that there exists statistically significant and 
positive relationship between credit to deposit ratio and ROA. Similarly, 
Berger (1995) found a positive relationship between the ratios of credit to 
asset and returns on equity. Furthermore, Sharifi and Akhter (2016) found 
that credit to deposit ratio has positive impact on public sector bank’s financial 
performance. Likewise, Harun (2016) showed that loan to deposit ratio has a 
positive and significant effect on ROA. Additionally, Gnawali (2018) found 
that loan to deposit ratio has a positive relationship with the profitability of 
banks in Nepal. In addition, Rashid et al. (2020) found a statistically significant 
connection between ROA. Further, Al Zaidanin and Al Zaidanin (2021) 
indicated that the loan to deposit ratio has a considerable positive influence 
on financial performance.

In the context of Nepal, Bhattarai (2019) found that liquidity ratio, 
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interest rate spread, and exchange rate were significant in determining lending 
behavior of Nepalese commercial banks. Timsina (2016) found that the gross 
domestic product and liquidity ratio of banks have significant impact on bank 
lending behavior in Nepal. Khati (2020) examined the relationship between 
the liquidity and the profitability of commercial banks in Nepal. The study 
revealed that credit-deposit ratio has positive but insignificant relationship 
with return on assets and has negative and insignificant relationship with 
return on equity. Neupane (2020) investigated the key determinants of 
profitability of Nepalese commercial banks. The findings showed that bank 
size and credit-deposit ratio have significant effect on return on assets.

The above discussion shows that empirical evidences vary greatly across 
the studies concerning on the determinants of lending behavior of banks. 
Though there are above mentioned empirical evidences in the context of 
other countries and in Nepal, no such findings using more recent data exist in 
the context of Nepal. Therefore, in order to support one view or the other, this 
study has been conducted.

The major objective of the study is to examine the determinants of 
lending behavior in the context of Nepalese commercial banks. Specifically, 
it examines the relationship of volume of deposit, bank size, liquidity ratio, 
lending interest rate, inflation rate cash reserve ratio with loans and advances 
of Nepalese commercial banks.

The remainder of this study is organized as follows. Section two describes 
the sample, data and methodology. Section three presents the empirical results 
and the final sections draws the conclusion.

2. Methodological aspects

The study is based on the secondary data which were gathered from 15 
Nepalese commercial banks for the study period from 2015/16 to 2021/22, 
leading to a total of 105 observations. The study has employed convenience 
sampling method. The main source of data includes Banking and Financial 
statistics published by Nepal Rastra Bank, report published by Ministry of 
Finance and the annual report of respective banks. The study is based on 
descriptive as well as casual comparative research designs. Table 1 shows the 
list of commercial banks selected for the study along with the study period 
and number of observations.
Table 1

List of banks selected for the study along with the study period and number of 
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observations

S. N. Name of the banks Study period Observations
Public Banks
1 Nepal Bank Limited 2015/16 - 2021/22 7
2 Agricultural Development Bank Limited 2015/16- 2021/22 7
3 Rastriya Banijya Bank Limited 2015/16- 2021/22 7
Joint Venture Banks
4 Everest Bank Limited 2015/16 - 2021/22 7
5 Standard Chartered Bank Nepal Limited 2015/16 - 2021/22 7
6 Nepal SBI Bank limited 2015/16 - 2021/22 7
7 NMB Bank Limited 2015/16 - 2021/22 7
Private Banks
8 Siddhartha Bank Limited 2015/16 - 2021/22 7
9 Laxmi Bank Limited 2015/16 - 2021/22 7
10 Citizens Bank International Limited 2015/16 - 2021/22 7
11 NIC Asia Bank Limited 2015/16 - 2021/22 7
12 Prime Commercial Bank Limited 2015/16 - 2021/22 7
13 Sanima Bank Limited 2015/16 - 2021/22 7
14 Machhapuchchhre Bank Limited 2015/16 - 2021/22 7
15 Himalayan Bank Limited 2015/16 - 2021/22 7

Total number of observations 105
Thus, the study is based on the 105 observations.

The model

The model used in the study assumes that lending behavior of Nepalese 
commercial banks depends upon volume of deposit, bank size, liquidity ratio, 
lending interest rate, inflation rate, and cash reserve ratio. Therefore, the 
model takes the following forms:

LOAit = β0 + β1 VODit + β2 BSit+ β3 LRit+ β4 LIRit + β5 IRit + β6 CRRit + eit

CDit = β0 + β1 VODit + β2 BSit+ β3 LRit+ β4 LIRit + β5 IRit + β6 CRRit + eit

Where,

LOA = Loans and advances of banks, Rs in billion.

CD = Credit to deposit ratio as measured by the ratio of total loans to total 
deposits, in percentage

VOD = Volume of deposit of banks, Rs in billion.
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BS = Bank size as measured by total assets, Rs in billion. 

LR = Liquidity ratio as measured by the ratio of current assets to current 
liabilities, in times.

LIR = Lending interest rate, in percentage.

IR = Inflation rate as measured by the consumer index, in percentage.

CRR = Cash reserve requirement ratio, in percentage.

The following section describes the independent variables used in this 
study along with hypothesis formulation.

Volume of deposit	

Bank deposits is the amount of money placed into bank through savings 
accounts, current accounts and fixed deposits. Akinyomi (2014) revealed that 
volume of deposit has a significant and positive relationship with loan and 
advances. Furthermore, there is significant effect of the volume of deposits on 
bank lending (Alkhazaleh, 2017). Omosola et al. (2018) revealed that there is 
positive relationship between credit to the private sector and total deposits. 
Total deposit has both short run and long run impact on total credit to the 
private sector (Michael, 2020). Moreover, there is a positive and significant 
relationship between bank deposit and total bank lending for economic growth 
(Izuagie, 2022). Based on it, this study develops the following hypothesis.

H1: There is a positive relationship between volume of deposit and bank 
lending.

Bank size 

According to Alkhazaleh (2017), bank size has a positive and significant 
relationship with loan and advances. Similarly bank size has a positive and 
significant association with loans and advances (Latif et al., 2019). Regarding 
the impact of bank size on lending behavior, literatures in the area more in 
general tend to suggest that bank size positively influence commercial bank 
lending. In addition, Haseeb et al. (2019) found that bank size is a significant 
determinant of bank lending (net loans and unused commitments). Likewise, 
Diriba (2020) found that bank size has positive but statistically insignificant 
effect on lending behavior. Based on it, this study develops the following 
hypothesis.

H2: There is a positive and significant relationship between bank size and 
bank lending.
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Liquidity ratio 

The proportion of the balance with NRB and balance with bank and 
financial institutions and total assets has been used for the proxy of liquidity. 
The liquidity is the prominent factors for the lending behavior. Dang (2021) 
revealed that bank liquidity has a negative impact on lending behavior, 
supporting the importance of improving the buffer stock of liquid assets to 
develop core banking operations. According to Makanile and Pastory (2022), 
there is a statistically significant relationship between the liquidity and the 
lending of banks. Furthermore, bank stable liquidity position has a significant 
negative relationship with bank lending to private sector (Anees et al., 2023).  
Okisai et al. (2023) assessed liquidity ratio has a negative and negligible effect 
on economic development. In addition, Ozsuca (2022) revealed that bank 
liquidity impacts negatively on credit supply. There is a statistically significant 
adverse effect of both credit risk and liquidity on bank lending (Alkhazaleh, 
2017). Liquidity ratio has negative relationship with bank credit to private 
sector (Omosola et al., 2018). Based on it, this study develops the following 
hypothesis.

H3: There is a negative relationship between liquidity ratio and bank lending.

Lending interest rate

Lending interest rate is the ratio of total interest income to total loans 
and advances. According to Rafika et al. (2023), the interest rate has a negative 
and significant effect on LDR. Makanile and Pastory (2022) revealed that 
interest rate contributed insignificantly to the overall lending behavior of the 
banks. Similarly, Boungou (2021) found that interest has a negative impact 
on bank lending.  Araka et al.  (2021) revealed that interest rate regulation 
and loan lending policies have a significant negative effect on financial 
performance of commercial banks in Kenya. Bank borrower significantly 
affects lending interest rate (Forgha et al., 2018). Furthermore, there is a 
significant relationship between interest rate and agricultural output (Ita et 
al., 2020). Likewise, Al-Qudah (2021) found that interest rate had a negative 
significant impact on lending. Based on it, this study develops the following 
hypothesis.

H4: There is a negative relationship between interest rate and bank lending.

Inflation rate 

Inflation in the economy has a significant effect on lending behavior of 
banks. Similarly, inflation rate positively influences the bank lending behaviour 
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(Tomak, 2013). Likewise, Al-Kilani and Kaddumi (2015) showed that there 
is a positive impact of inflation on banks loans and advances. According to 
Ekanayake and Azeez (2015), inflation rate positively with the prime lending 
rate. In addition, Awdeh (2017) found that inflation boost bank credit to the 
resident private sector. Alkhazaleh (2017) revealed that Inflation determining 
the level of lending. Based on it, this study develops the following hypothesis.

H5: There is a positive relationship between inflation rate and bank lending.

Cash reserve ratio

Reserve requirement is one of the most well-known and commonly 
used monetary instruments in the world. Gbuabor et al. (2019) found that 
cash reserve ratio has an insignificant negative impact on Credit to Small and 
Medium Scale Enterprises (SMEs) in both short run and long run in Nigeria. 
Similarly, cash reserve requirement, discount rate, and liquidity have a 
negative and significant effect to bank credit to the private sector (Dlamini and 
Mashau, 2023). In addition, Olarinde et al. (2015) revealed that cash reserve 
requirement has a significant negative influence on loan and advances. Based 
on it, this study develops the following hypothesis.

H6: There is a positive relationship between cash reserve ratio and bank 
lending. 

3. Results and discussion

Table 2 present the descriptive statistics of selected dependent and 
independent variables during the period of 2015/16 to 2021/22.
Table 2

Descriptive statistics
This table shows the descriptive statistics of dependent and independent variables of 15 
Nepalese commercial banks for the study period from 2015/16 to 2021/22. The dependent 
variables are LOA (Loans and advances of banks, Rs in billion) and CD (Credit to deposit 
ratio as measured by the ratio of total loans to total deposits, in percentage). The independent 
variables are VOD (Volume of deposit of banks, Rs in billion), BS (Bank size as measured by 
total assets, Rs in billion), LR (Liquidity ratio as measured by the ratio of current assets to 
current liabilities, in times), LIR (Lending interest rate, in percentage), IR (Inflation rate as 
measured by the consumer index, in percentage) and CRR (Cash reserve requirement ratio, 
in percentage).
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Variables Minimum Maximum Mean Std. Deviation
LOA 10.09 11.43 10.95 0.21
CD 58.46 96.69 85.07 7.68
VOD 8.55 11.46 10.91 0.53
BS 7.74 11.55 10.99 0.57
LR 0.01 1.21 0.08 0.14
LIR 6.56 15.37 10.53 1.77
IR 4.10 9.90 6.39 2.04
CRR 3.05 36.21 14.08 9.27

Source: SPSS output

Correlation analysis 

Having indicated the descriptive statistics, Pearson’s correlation 
coefficients are computed and the result are presented in Table 3.
Table 3

Pearson’s correlation coefficients matrix
This table shows the bivariate Pearson’s correlation coefficients of dependent and independent 
of 15 Nepalese commercial banks for the study period from 2015/16 to 2021/22. The 
dependent variables are LOA (Loans and advances of banks, Rs in billion) and CD (Credit 
to deposit ratio as measured by the ratio of total loans to total deposits, in percentage). The 
independent variables are VOD (Volume of deposit of banks, Rs in billion), BS (Bank size as 
measured by total assets, Rs in billion), LR (Liquidity ratio as measured by the ratio of current 
assets to current liabilities, in times), LIR (Lending interest rate, in percentage), IR (Inflation 
rate as measured by the consumer index, in percentage) and CRR (Cash reserve requirement 
ratio, in percentage).

Variables LOA CD VOD BS LR LIR IR CRR
LOA 1
CD 0.193* 1
VOD 0.351** -0.175 1
BS 0.442** -0.132 0.702** 1
LR -0.080 -0.365** -0.001 -0.001 1
LIR 0.173 0.330** -0.025 0.034 0.151 1
IR 0.367** 0.039 0.129 0.120 0.121 0.015 1
CRR 0.034 0.097 0.207* 0.096 0.038 0.143 -0.065 1

Note: The asterisk signs (**) and (*) indicate that the results are significant at one percent and 
five percent levels respectively.

The table shows that volume of deposit has a positive relationship 
with loans and advances. It means that increase in volume of deposit leads 
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to increase in loans and advances. Likewise, there is a positive relationship 
between bank size and loans and advances. It means that increase in bank 
assets size leads to increase in loans and advances. In addition, liquidity ratio 
has a negative relationship with loans and advances. It shows that higher the 
liquidity ratio, lower would be the loans and advances. However, there is a 
positive relationship between lending interest rate and loans and advances. It 
indicates that increase in lending interest rate leads to increase in loans and 
advances. In addition, inflation rate has a positive relationship with loans and 
advances. It indicates that increase in inflation rate leads to increase in loans 
and advances. Further, this study shows that there is a positive relationship 
between cash reserve ratio and loans and advances. It means that higher the 
cash reserve ratio, higher would be the loans and advances. 

Similarly, the result also shows that volume of deposit has a negative 
relationship with CD ratio. It means that increase in volume of deposit leads 
to decrease in CD ratio. Likewise, there is a negative relationship between 
bank size and CD ratio. It means that increase in bank size leads to decrease 
in CD ratio. Similarly, liquidity ratio has a negative relationship with CD ratio. 
It means higher the liquidity ratio; higher would be the CD ratio. In contrast, 
lending interest rate has a positive relationship with CD ratio. It shows that 
higher the lending interest rate, higher would be the CD ratio. In addition, 
there is a positive relationship between inflation rate and CD ratio. It indicates 
that increase in inflation rate leads to increase in CD ratio. Further, this study 
shows that there is a positive relationship between cash reserve ratio and CD 
ratio. It indicates that increase in cash reserve ratio leads to increase in CD 
ratio. 

Regression analysis

Having indicated the Pearson’s correlation coefficients, the regression 
analysis has been carried out and the results are presented in Table. More 
specifically, it shows the regression results of volume of deposit, bank size, 
liquidity ratio, lending interest rate, inflation rate and cash reserve ratio with 
loans and advances of Nepalese commercial banks.
Table 4 

Estimated regression results of volume of deposit, bank size, liquidity ratio, 
lending interest rate, inflation rate and cash reserve ratio with loans and 
advances
The results are based on panel data of 15 commercial banks with 105 observations for the 
period of 2015/16-2021/22 by using the linear regression model and the model is LOAit = β0 
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+ β1 VODit + β2 BSit+ β3 LRit+ β4 LIRit + β5 IRit + β6 CRRit + eit where, the dependent 
variable is LOA (Loans and advances of banks, Rs in billion). The independent variables are 
VOD (Volume of deposit of banks, Rs in billion), BS (Bank size as measured by total assets, Rs 
in billion), LR (Liquidity ratio as measured by the ratio of current assets to current liabilities, 
in times), LIR (Lending interest rate, in percentage), IR (Inflation rate as measured by the 
consumer index, in percentage) and CRR (Cash reserve requirement ratio, in percentage).

Model Intercepts
Regression coefficients of Adj. 

R_bar2 SEE F-value
VOD BS LR LIR IR CRR

1 9.402
(23.063)**

0.142
(3.807)** 0.115 0.204 14.494

2 9.133
(25.033)**

0.165
(4.990)** 0.187 0.195 24.959

3 10.963
(446.131)**

-0.116
(0.811) 0.003 0.212 0.655

4 10.732
(85.409)**

0.021
(1.786) 0.021 0.211 3.184

5 10.706
(165.680)**

0.039
(4.004)** 0.126 0.203 16.022

6 10.942
(284.829)**

0.001
(0.348) 0.009 0.217 0.122

7 9.010
(21.874)**

0.033
(0.650)

0.144
(3.089)** 0.183 0.192 12.614

8 9.021
(21.860)**

0.033
(0.658)

0.144
(3.071)**

-0.110
(0.847) 0.180 0.191 8.624

9 8.819
(18.934)

0.039
(0.780)

0.138
(2.972)**

-0.076
(0.584)

0.019
(1.743) 0.197 0.190 7.367

10 8.798
(21.985)**

0.028
(0.588

0.131
(3.004)**

-0.021
(-0.169)

0.019
(1.861)

0.033
(3.708)** 0.287 0.187 9.382

11 8.786
(21.603)**

0.030
(0.612)

0.131
(2.965)**

0.020
(-0.158)

0.019
(1.858)

0.033
(3.658)**

0.001
(0.191) 0.280 0.189 7.754

Notes:

i.	 Figures in parenthesis are t-values.

ii.	 The asterisk signs (**) and (*) indicate that the results are significant at one percent 
and five percent level respectively.

iii.	 Loans and advances are the dependent variable.

Table 4 shows that the beta coefficients for volume of deposit are positive 
with loans and advances. It indicates that volume of deposit has a positive impact 
on loans and advances. This finding is similar to the findings of Akinyomi 
(2014). Similarly, the beta coefficients for bank size are positive with loans 
and advances. It indicates that bank size has a positive impact on loans and 
advances. This finding is inconsistent with the findings of Alkhazaleh (2017). 
Similarly, the beta coefficients for liquidity ratio are negative with loans and 
advances. It indicates that liquidity ratio has a negative impact on loans and 
advances. This finding contradicts with the findings of Omosola et al. (2018). 
Likewise, the beta coefficients for lending interest rate are positive with loans 
and advances. It indicates that lending interest rate has a positive impact on 
loans and advances. This finding is consistent with the findings of Rafika et 
al. (2023). Similarly, the beta coefficients for inflation rate are positive with 
loans and advances. It indicates that inflation rate has a positive impact on 
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loans and advances. This finding is similar to the findings of Ekanayake and 
Azeez (2015). 

Table 5 shows the regression results of volume of deposit, bank size, 
liquidity ratio, lending interest rate, inflation rate, cash reserve ratio with 
credit to deposit ratio of Nepalese commercial banks
Table 5

Estimated regression results of volume of deposit, bank size, liquidity ratio, 
lending interest rate, inflation rate, cash reserve ratio with credit to deposit 
ratio
The results are based on panel data of 15 commercial banks with 105 observations for the 
period of 2015/16-2021/22 by using the linear regression model and the model is CDit = β0 
+ β1 VODit + β2 BSit+ β3 LRit+ β4 LIRit + β5 IRit + β6 CRRit + eit where, the dependent 
variable is CD (Credit to deposit ratio as measured by the ratio of total loans to total 
deposits, in percentage). The independent variables are VOD (Volume of deposit of banks, 
Rs in billion), BS (Bank size as measured by total assets, Rs in billion), LR (Liquidity ratio as 
measured by the ratio of current assets to current liabilities, in times), LIR (Lending interest 
rate, in percentage), IR (Inflation rate as measured by the consumer index, in percentage) and 
CRR (Cash reserve requirement ratio, in percentage).

Model Intercepts
Regression coefficients of Adj. 

R_bar2 SEE F-value
VOD BS LR LIR IR CRR

1 9.402
(23.063)**

0.142
(3.807)** 0.115 0.204 14.494

2 9.133
(25.033)**

0.165
(4.990)** 0.187 0.195 24.959

3 10.963
(446.131)**

-0.116
(0.811) 0.003 0.212 0.655

4 10.732
(85.409)**

0.021
(1.786) 0.021 0.211 3.184

5 10.706
(165.680)**

0.039
(4.004)** 0.126 0.203 16.022

6 10.942
(284.829)**

0.001
(0.348) 0.009 0.217 0.122

7 9.010
(21.874)**

0.033
(0.650)

0.144
(3.089)** 0.183 0.192 12.614

8 9.021
(21.860)**

0.033
(0.658)

0.144
(3.071)**

-0.110
(0.847) 0.180 0.191 8.624

9 8.819
(18.934)

0.039
(0.780)

0.138
(2.972)**

-0.076
(0.584)

0.019
(1.743) 0.197 0.190 7.367

10 8.798
(21.985)**

0.028
(0.588)

0.131
(3.004)**

-0.021
(-0.169)

0.019
(1.861)

0.033
(3.708)** 0.287 0.187 9.382

11 8.786
(21.603)**

0.030
(0.612)

0.131
(2.965)**

0.020
(-0.158)

0.019
(1.858)

0.033
(3.658)**

0.001
(0.191) 0.280 0.189 7.754

Notes:

i.	 Figures in parenthesis are t-values.
ii.	 The asterisk signs (**) and (*) indicate that the results are significant at one per-

cent and five percent level respectively.
iii.	 CD ratio is the dependent variable.

Table 5 shows that the beta coefficients for volume of deposit are negative 
with CD ratio. It indicates that volume of deposit has a negative impact on CD 
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ratio. This finding is similar to the findings of Izuagie (2022).  Similarly, the 
beta coefficients for bank size are negative with CD ratio. It indicates that 
bank size has a negative impact on CD ratio. This finding is similar to the 
findings of Haseeb et al. (2019). Likewise, the beta coefficients for liquidity 
ratio are negative with CD ratio. It indicates that liquidity ratio has a negative 
impact on CD ratio. This finding is consistent with the findings of Makanile 
and Pastory (2022). Moreover, the beta coefficients for lending interest rate 
are positive with CD ratio. It indicates that lending interest rate has a positive 
impact on CD ratio. This finding is similar to the findings of Awdeh (2017). 
Similarly, the beta coefficients for inflation rate are positive with CD ratio. 
Likewise, the beta coefficients for cash reserve ratio are positive with CD ratio. 
It indicates that cash reserve ratio has a positive impact on CD ratio. This 
finding is inconsistent with the findings of Gbuabor et al. (2019).

4. Summary and conclusion

Banking institutions are companies that specialize in financial intermediation, 
which involves distributing excess liquidity among various economic 
participants. Bank lending is the primary source of revenue for banks, and 
it looks to be the riskiest component of banking due to the variety of hazards 
involved.  

This study attempts to analyze the determinants of lending behavior of Nepalese 
commercial banks. The study is based on secondary data of 15 commercial 
banks with 105 observations for the period from 2015/16 to 2021/22.

The study showed that volume of deposit, bank size, lending interest rate, 
inflation rate and cash reserve ratio have positive impact on loans and 
advances. However, liquidity ratio has a negative impact on loans and advances. 
Similarly, the study showed that volume of deposit, bank size and liquidity 
have a negative impact on CD ratio of Nepalese commercial banks. However, 
lending interest rate, inflation rate and cash reserve ratio have positive impact 
on CD ratio. Finally, the study concluded that bank size followed by inflation 
rate are the most influencing factors that explain the changes in the lending 
behavior in terms of loans and advances. Likewise, the study also concluded 
that the most dominant factor that explains the lending behavior in term of 
CD ratio is liquidity ratio followed by lending interest rate in the context of 
Nepalese commercial banks.

References
Afolabi, T. S., T. M. Obamuyi, and T. Egbetunde, 2020. Credit risk and financial 



36  |NEPALESE JOURNAL OF FINANCE		          VOLUME 11, NUMBER 4, OCTOBER 2024

performance: Evidence from microfinance banks in Nigeria.  Journal of 
Economics and Finance 11(1), 8-15.

Akinlo, A. E., and I. O. Oni, 2015. Determinants of bank credit growth in Nigeria 
1980-2010. European Journal of Sustainable Development 4(1), 23-23.

Akinyomi, O. J., 2014. Effect of deposit volume on bank’s lending behavior in the 
Nigerian post-consolidation era. International Journal of Innovation and 
Scientific Research 4(1), 21-25.

Al Zaidanin, J. S., and O. J. Al Zaidanin, 2021. The impact of credit risk management 
on the financial performance of United Arab Emirates commercial 
banks.  International Journal of Research in Business and Social Science 
10(3), 303-319.

Alkhazaleh, A. M. K., 2017. Factors may drive the commercial banks’ lending: 
Evidence from Jordan. Banks and Bank Systems 12(2), 31-38.

Al-Kilani, Q. A., and T. A. Kaddumi, 2015. Cyclicality of lending behavior by banking 
sector for the period (2000-2013): Evidence from Jordan. International Journal 
of Economics and Finance 7(4), 57-65 

Al-Qudah, A., 2021. The determinants of lending interest rates of Jordanian listed 
commercial banks. Accounting 7(4), 719-726.

Amidu, M., 2014. What influences banks’ lending in Sub-Saharan Africa? Journal of 
Emerging Market Finance 13(1), 1-42.

Anees, Z., K. Iftikhar, and S. Z. A. Rizvi, 2023. Impact of Basel accord on bank lending. 
Pakistan Journal of Social Research 5(1), 381-391.

Anggriani, R., and P. M. Muniarty, 2020. The effect of non-performing loans (NPL) 
and capital adequacy ratio (CAR) on profitability (ROA) at PT. Bank Central 
Asia (BCA), TBK. Ilomata International Journal of Management 1(3), 121-
126.

Araka, H., S. Otieno, and V. Mogwambo, 2021. Effect of interest rate regulation on 
the relationship between loan lending policies and financial performance of 
commercial banks in Kenya. Research Journal of Finance and Accounting 
12(4), 2222-2247.

Asamoah, L. A., and G. Adu, 2016. An empirical analysis of the determinants of 
interest rates in Ghana. Journal of African Business 17(3), 377-396.

Awdeh, A., 2017. The determinants of credit growth in Lebanon.  International 
Business Research 10(2), 9-19.

Berger, A. N., 1995. The relationship between capital and earnings in banking. 
Journal of Money, Credit	 and Banking 27(2), 432-456



37NEPALESE JOURNAL OF FINANCE		       VOLUME 11, NUMBER 4, OCTOBER 2024|

Bhattarai, B. P., 2019. Determinants of commercial banks’ lending behavior in 
Nepal. International Journal of Accounting and Finance Review 4(1), 51-60.

Boungou, W., 2021. Empirical evidence of the lending channel of monetary policy 
under negative interest rates. The Quarterly Review of Economics and Finance 
81(7), 309-318.

Christianti, A., 2020. High lending rates in Indonesia: Inflation rates and bank 
inefficiencies. SAR Journal-Science and Research 3(3), 95-100.

Dang, V. D., 2021. Bank liquidity and lending behavior: Evidence from the Vietnamese 
banking system. International Journal of Business and Society 22(1), 240-256.

Diriba, G., 2020. Empirical Investigation on determinants of lending behavior. 
Research Journal of Finance and Accounting 11(19), 25-40.

Djiogap, F., and A. Ngomsi, 2012. Determinants of bank long-term lending behavior in 
the central African economic and monetary community. Review of Economics 
and Finance 2(4), 107-114.

Dlamini, S. N., and D. P. Mashau, 2023. A study of Central Bank Lending system in 
Kingdom of Eswatini. Cogent Economics and Finance 11(1), 1-20. 

Ekanayake, E. M. N. N., and A. A. Azeez, 2015. Determinants of non-performing 
loans in licensed commercial banks: Evidence from Sri Lanka. Asian Economic 
and Financial Review 5(6), 868-882.

Estrella, A., and F. S. Mishkin, 1996. The yield curve as a predictor of US 
recessions. Current Issues in Economics and Finance 2(7), 1-6.

Ewert, S. D., and T. Dau, 2000. Characterizing frequency selectivity for envelope 
fluctuations. The Journal of the Acoustical Society of America 108(3), 1181-
1196.

Forgha, N. G., T. Serge, and N. A. Aquilas, 2018.  Effects of lending relationship on the 
interest rates of commercial banks in Cameroon. Asian Journal of Economic 
Modelling 6(2), 208-219.

Gbuabor, J. E., A.Orji, C. E. Ugwu, and O. I. Anthony-Orji, 2019. Cash reserve 
requirement and credit to SMES in Nigeria. Journal of Asian Business Strategy 
9(1), 10-28.

Gnawali, A., 2018. Non-performing asset and its effects on profitability of Nepalese 
commercial banks. International Journal of Research in Business Studies and 
Management 5(9), 39-47.

Goet, J., 2021. Effect of determinants of lending behavior on loan and advances in 
joint venture commercial banks in Nepal. The Journal of Economic Concerns 
12(1), 92-97.



38  |NEPALESE JOURNAL OF FINANCE		          VOLUME 11, NUMBER 4, OCTOBER 2024

Harun, U., 2016. Pengaruh Ratio-ratio Keuangan Car, Ldr, Nim, Bopo, Npl Terhadap 
Roa. Jurnal Riset Bisnis dan Manajemen 4(1), 67-82.

Haseeb, M., G. Zandi, J. R. Widokarti, U. Ahmed, and T. Chankoson, 2019. Factors 
affecting lending behavior. Journal of Security and Sustainability Issues 9(1), 
162-185.

Hutabarat, M. I., E. Firmansyah, and A. Siregar, 2022. Operating cost against operating 
income, net interest margin, capital adequacy ratio and loan to deposit ratio on 
profitability. Enrichment: Journal of Management 12(5), 3549-3555.

Ita, A. J., H. O. Owui, O. M. Dunsin, and R. I. Ita, 2020. Commercial banks’ lending 
and the growth of agricultural sector in Nigeria.  Liard International Journal 
of Banking and Finance Research 6(3), 2672-4979.

Izuagie, A., 2022. The impact of bank deposit on bank lending for economic growth 
in Nigeria. International Journal of Management Science and Business 
Analysis 24(7), 211-222.

John, J. O., and R. T. Nwachukwu, 2017. Monetary policy and credit delivery in 
commercial banks: Evidence from Nigeria. International Journal of Social 
Sciences and Management Research 3(7), 19-47.

Khati, P., 2020. Impact of liquidity on profitability of Nepalese commercial banks. 
IOSR Journal of Economics and Finance 11(4), 26-33.

Kim, S., A. Covington, and E. G. Pamer, 2017. The intestinal microbiota: antibiotics, 
colonization resistance, and enteric pathogens.  Immunological Reviews 
279(1), 90-105.

Latif, A., M. A. M. Isa, R.  Z. Zaharum, F. Nasrul, and M. K. A. Noh, 2019. Internal 
factors influencing commercial bank’s lending behavior in Malaysia. Advanced 
International Journal of Banking, Accounting and Finance 1(1), 48-58.

Makanile, D., and P. Dickson, 2022. Determinants of lending behavior of commercial 
banks in Tanzania. International Journal of Research in Business and Social 
Science 11(2), 2147-2158,

Malede, M., 2014. Determinants of commercial banks’ lending: Evidence from 
Ethiopian commercial banks. European Journal of Business and Management 
6(20), 109-117.

Marshal, I., and O. Onyekachi, 2014. Credit risk and performance of selected deposit 
money banks in Nigeria: An empirical investigation.  European Journal of 
Humanities and Social Sciences 31(1), 1684-1694.

Michael, E. I., 2020. An assessment of macroeconomic determinants of bank lending 
in Nigeria. African Journal of Economics 1(1), 1-20.



39NEPALESE JOURNAL OF FINANCE		       VOLUME 11, NUMBER 4, OCTOBER 2024|

Neupane, B. P., 2020. Profitability determines of Nepalese commercial banks. Press 
Academia Procedia 12(1), 1-15.

Nwanna, I. O., and F. C. Oguezue, 2017. Effect of credit management on profitability 
of deposit money	banks in Nigeria. International Journal of Banking and 
Finance Research 3(2), 137-160.

Okisai, E., S. K. Ernest, and S. R. Kiplangat, 2023. The effect of lending rates on 
economic growth in Kenya. International Journal of Humanities Social 
Science and Management 3(1), 64-75.

Olarinde, M. O., Y. I. Usman, A. Buba, and M. Abdu, 2015.  Empirical analysis of 
the impact of monetary policy on bank lending in Nigeria. Indian Journal of 
Economics and Financial Issues 3(2), 157-182.

Omosola, A. A., J. Yakubu, and T. O. Obiezue, 2018. Determinants of bank lending 
behaviour in Nigeria: An Empirical Investigation. Editorial Committee 56(4), 
27-55.

Ozsuca, E. A., 2022. Revisiting the bank lending channel in Turkey under the 
unconventional monetary policy framework.  Business and Management 
Studies: An International Journal 10(3), 1011-1021.

Ozurumba, B. A., 2016. Impact of non-performing loans on the performance of 
selected commercial banks in Nigeria.  Research Journal of Finance and 
Accounting 7(16), 95-109.

Pandya, B., 2015. Impact of priority sector advances on bank profitability: Evidence 
from scheduled commercial banks of India. BVIMSR’s Journal of Management 
Research 7(2), 75-81.

Rafika, M., C. H. Limbong, E. Fitria, N. J. Harahap, and Y. Melia, 2023. Analysis of 
the factors influencing credit distribution. Journal of Humanities and Social 
Sciences Innovation 3(1), 42-46.

Rashid, M., S. A. M. Zobair, M. Chowdhury, A. Iqbal, and A. Islam, 2020. Corporate 
governance and banks’ productivity: Evidence from the banking industry in 
Bangladesh. Business Research 13(2), 615-637. 

Rawat, R., 2014. Impact of CRR and SLR and investment on loans and advances of 
SBI bank limited. Journal of Economics and Finance 4(5), 40-44.

Setiawan, Y., and M.  Nupus, 2021. The effect of capital adequacy ratio and loan to 
deposit ratio on banking profitability. International Journal of Business and 
Management 1(1), 79-89.

Shanko, T., M. A. Timbula, and T. Mengesha, 2019. Factors affecting profitability: 
An Empirical study on Ethiopian Banking Industry. International Journal of 
Commerce and Finance 5(2), 87-96.



40  |NEPALESE JOURNAL OF FINANCE		          VOLUME 11, NUMBER 4, OCTOBER 2024

Sharifi, O., and J. Akhter, 2016. Performance of banking through credit deposit 
ratio in public sector banks in India. International Journal of Research in 
Management and Technology 6(4), 14-18.

Sheriff, I., and G. Amoako, 2014. Macroeconomic determinants of interest rate spread 
in Ghana: Evidence from ARDL modelling approach. Journal of Finance and 
Bank Management 2(2), 115-132.

Timsina, N., 2016. Determinants of bank lending in Nepal. NRB Economic Review 
20(1), 22-42.

Tomak, S., 2013. Determinants of commercial banks’ lending behavior: Evidence 
from Turkey. Asian Journal of Empirical Research 3(8), 933-943.

Yuliawati, K. A., and I. M. Dana, 2020. Assessment of the bank’s financial health level 
at pt. bank central Asia, TBK. Based on risk approach. American Journal of 
Humanities and Social Sciences Research 4(2), 175-182.


