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This report highlights how the growth rate of deposits in Bangladesh affects the stability of 

commercial banks. Currently, private commercial banks are playing a major role in the economic 

growth of Bangladesh, as they help in the transfer of money between the surplus and the scarce 

capital. The banking sector controls 17.80% of the market capitalization of the economy. 

Commercial banks, if well managed, can ensure the growth of the country. Operating efficiency is 

the term for how well private commercial banks can make the most money while spending the 

deposit. This study analyzes data from the 2015-2024 ten years of these banks to realize how the 

deposit growth rate impact on Bank stability. This study looks at how the Deposit Growth Rate 

(DGR) affects bank stability in Bangladesh's commercial banking industry. The vital role that 

deposit mobilization plays in guaranteeing liquidity, assisting lending activities, and upholding 

general financial stability in the banking system is what spurred the study. Understanding this 

relationship has become more crucial in light of recent variations in deposit growth brought on by 

inflation, interest rate changes, and economic concerns. In the First part , I address the primary 

objective and the study's scope, as well as the justification behind choosing this specific topic. 

Furthermore, I talk about the crucial nature of the study and the challenges I possessed during 

working on it. In my second part, I explain previous studies related to this topic , identifying gaps 

in the existing literature. In the third part, describe the sample size , observation ,the variables 

included, the shorts of data used and the use of software tools for analysis. Using Stata software, 

the analysis incorporates use of panel data econometric approaches such as linear regression, 

robust regression, fixed effects model, and FGLS.  Bank stability is measured using Z-score, where 

the key explanatory variables include deposit growth rate (DGR), non-performing loans (NPL), 

capital adequacy ratio (CAR), loan-to-deposit ratio (LDR), and bank size. In the last part of the 

study, I have completed a statistical analysis and explained the results. This report provides 

essential information for bank managers, legislators, and regulators who want to make the banking 

sector in Bangladesh more stable. Finally, I have suggested a deposit growth rate that will help 

banks remain stable and operate more efficiently. I will then present the conclusions of this analysis 

report. 

 

 



Page vi of 62 
 

 

 



Page vii of 62 
 

Table of Contents 
Chapter one .................................................................................................................................................. 1 

Introduction .............................................................................................................................................. 1 

1. Introduction ...................................................................................................................................... 2 

1.1 Background of the Study: .................................................................................................................... 3 

1.2 Statement of the Problem: ................................................................................................................. 3 

1.3 Research Problem: .............................................................................................................................. 4 

1.4 Significance of the study: .................................................................................................................... 4 

1.5 Research Objectives ............................................................................................................................ 5 

1.5.1 Specific Objectives: ...................................................................................................................... 5 

1.6 Scope of the Study: ............................................................................................................................. 5 

1.7 Limitation of the Study: ................................................................................................................ 6 

Chapter Two .................................................................................................................................................. 7 

Literature Review and Research Gap ............................................................................................................ 7 

2. Literature Review .............................................................................................................................. 8 

2.11 Research Gap: ................................................................................................................................. 12 

2.12 Hypothesis Development ................................................................................................................ 13 

Chapter Three ............................................................................................................................................. 14 

Research Methodology ............................................................................................................................... 14 

3. Research Methodology ....................................................................................................................... 15 

3.1 Research Type: .................................................................................................................................. 15 

3.2 Design of Research: ........................................................................................................................... 15 

3.3 Population and Sample: .................................................................................................................... 16 

3.4 Sampling Design: ............................................................................................................................... 16 

3.5 Sample and Sample Size:................................................................................................................... 16 

3.6 Data Source and Collection: .............................................................................................................. 16 

3.7 Method of Data Analysis and tools: .................................................................................................. 16 

3.8 Conceptual Framework: .................................................................................................................... 17 

3.10 Variables Identified ......................................................................................................................... 19 

Chapter Four ............................................................................................................................................... 21 

Data Analysis & Findings ............................................................................................................................. 21 

4.0 Data Analysis Empirical Result .......................................................................................................... 22 

4.1 Summery Statistics ............................................................................................................................ 22 



Page viii of 62 
 

4.2 Pairwise correlations Test: ................................................................................................................ 23 

4.3 Linear Regression .............................................................................................................................. 24 

4.4 Linear Regression VC (Robust test) ................................................................................................... 25 

4.5 Test of Multicollinearity: ................................................................................................................... 26 

4.6 Diagnostic test ................................................................................................................................... 27 

4.6.1 Test of Heterosdasticity ............................................................................................................. 27 

4.6.2 Test of Autocorrelation .............................................................................................................. 28 

4.7: Cross-sectional time-series FGLS regression .................................................................................... 29 

4.8 Hausman specification test: .............................................................................................................. 31 

4.9 Regression Result fixed Effect ........................................................................................................... 31 

Discussion and Findings from Data Analysis ........................................................................................... 32 

Chapter Five ................................................................................................................................................ 36 

Recommendation, Conclusion and Reference ............................................................................................ 36 

5.1 Recommendations: ........................................................................................................................... 36 

5.2 Conclusion: ........................................................................................................................................ 38 

5.3 Reference: ......................................................................................................................................... 39 

 

 



 

Page 1 of 62 
 

 

 

 

 

 

Chapter one 

 

 

Introduction 

 
 

 

 

 

 

 

 

 



 

Page 2 of 62 
 

1.0  Introduction 

Banking sector is one of the most important sectors of financial system of a country. It is 

extremely crucial in ensuring that people save money, credit and stimulate the economy. The 

Banks play a vital role in the industrial growth, the trade growth and employment of 

Bangladesh. The major source of money to banks is deposits. Banks rob the money of the 

individuals, companies and institutions and lend it and invest. Thus, the development of 

deposits is closely related to the bank operations and profitability. Constant and consistent 

increase in the deposit base ensures that there is adequate liquidity, a reduction in dependence 

on external borrowing and the increase in financial stability.  The increase in deposits can be 

stagnant, lumpish or unpredictable that can erode the liquidity, increase the risk of finance and 

decline the trust of the populace. The state contributes significantly to industry growth, trade 

and generation of jobs by leading to movement of money between the deficit sector and the 

deficit sector of the economy.  

The central bank primarily invests their funds in deposits which can be used to finance their 

remittances and other important activities. Consequently, liquidity needs to be kept, the 

pressure on the external supply of energy resources needs to be decreased, and the entire 

finance system needs to be improved all of which exert pressure on the deposit growth. Slow, 

declining or interrupted growth in the deposit collection can lead to an increase in the financial 

conditions, liquidity crisis and loss of consumer confidence in the banking system. The banking 

industry has in the past year witnessed a widespread variation in the increase of deposits.  To 

provide an example, high interest rates, a steep departure off alternatives, economic uncertainty 

brought about by volatility and changes in the saving activity will be the first to occur during 

this period and the growth of deposits (often below 9%-market) to 2025.  However, there was 

an improvement noticed in the mid-2025, with the growth of year-over-year deposit growth 

increasing to around 10 percent in August and September of that year, the highest in over a 

year, because of relatively attractive deposit rates compared to decreasing inflation, flight to 

quality to more stable banks, and stabilized macroeconomic indicators. 

Despite these developments, there is yet to be a systematic empirical research on the causes, 

patterns and effects of a deposit growth volatility in Bangladesh. The paper will fill this gap by 

discussing recent deposit mobilization trends, the key driving forces, and the effects on the 

stability and performance of the banking industry. This one is more comprehensible, more 

entertaining, utilizes more recent data to make it more topical and more articulately explains 

why it is necessary to conduct research. Comment on it in case you would like me to make 
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some more changes, e.g. add some specific statistics, shorten it or emphasize more on some of 

its details. The banking industry in Bangladesh has been subjected to the variability in the 

deposit growth in the past years in the wake of the inflation effect, alteration in interest rates, 

competition and economic uncertainty. Such fluctuations may have repercussions on the 

stability of the banks. Nevertheless, there are few empirical studies in Bangladesh which 

examine this problem systematically. This research paper tries to address this research gap. 

1.1 Background of the Study: 

The financial system of Bangladesh has developed and improved remarkably ever since 

attaining full independence. The emergence of privately owned commercial banks, foreign 

banks and Islamic banks has made the process of collecting deposits by the banks to be 

complicated. In order to increase the stability of this financial sector the Bangladesh bank has 

come up with some rules such as Basel III, capital adequacy rules and risk management 

recommendations. Even with these measures, some of the banks have problems of liquidity, 

high levels of bad loans and bad governance. The deposits development plays a pivotal role in 

solving such problems. With many deposits, banks are able to counter shocks, embrace risks, 

and remain profitable. Hence it is important to learn how to correlate expansion in deposit and 

stability so that it can be important to expand banking in a sustainable manner. 

1.2 Statement of the Problem: 

The trend of deposit development does not align with most of the commercial banks in 

Bangladesh. Some of these banks are experiencing a rapid deposit growth and others have 

reached their level or even declined. The causes of these differences can be the management 

quality, innovation of services, customer trust, and network of branches, and economic 

conditions. Reduction in deposits growth may force the banks to borrow at high costs that may 

make the operations risky. On the other hand, the deposit growth left uncontrolled and the risk 

not controlled adequately may give rise to the aggressive lending which in the future will lead 

to loan defaults. Although this issue is critical, there are limited studies on how the growth of 

deposits impacts the stability of banks in Bangladesh. In the paper, this correlation will be 

explored on the basis of the empirical data. 
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1.3 Research Problem: 

Despite the theoretical links between deposit growth and bank stability, there is limited 

empirical evidence especially in developing countries that clearly quantifies this relationship.  

Research Questions  

✓ Does the deposit growth rate significantly influence bank stability? 

✓ What is the nature (positive or negative) and strength of this relationship? 

✓ Do other factors (e.g., bank size, capital adequacy, economic conditions) mediate this 

relationship? 

 

1.4 Significance of the study: 

The stability of banks in Bangladesh is greatly influenced by the rate of deposit growth and 

this paper will attempt to delve further on this relationship. The economic growth of a country 

and inflation control would not be possible without a stable banking system and therefore this 

research would be vital in the understanding of the impacts of deposit growth on bank stability. 

This study could be used to resolve this question by analyzing the correlation between the 

increase in deposits and the stability of a bank to find out whether an increase in deposits poses 

new risks to banks or can make them more stable.  

This plays a crucial role in ensuring stability within the financial system and can guide bank 

managers in their lending, risk management, and use of deposits. Future corporate research 

studies can also make reference to the findings of this research and give important information 

to depositors, investors, regulators and policy makers. Further, the research can be used to 

contribute to the knowledge gap with regards to the impacts of deposit growth on the stability 

of a bank and eventually lead to the facilitation of financial stability and generally the well 

being of the banking system in Bangladesh. This research can contribute to the economic 

growth and development in the country and its implications might be far-reaching and impact 

the banking regulations and supervision. On the whole, the present research can contribute to 

our knowledge of the banking system and its role in the economic growth and stability 

significantly. This study will enable the stakeholders to make informed decisions by 

illuminating on the relationship between deposit growth and bank stability, which in turn will 

allow the banking system to be more stable and resilient in Bangladesh. 
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1.5 Research Objectives 

Broad Objective: 

A research on how the rate of deposit growth affects the stability of the private commercial 

banks in Bangladesh. 

This study has some other extra objectives as follows: 

❖ To test the correlation between deposit growth rate and bank stability. 

❖ To examine how the increase in deposits can improve or decrease financial stability 

measures. 

❖ To determine the relationship between the risk factors and deposits behavior in banks. 

❖ To determine the importance of deposit expansion on the performance and stability 

of the bank. 

❖ To conduct diagnostic tests in order to determine the validity and reliability of the 

regression model. 

❖ To choose the best model with model specification tests. 

❖ To verify and examine the dataset with accuracy and consistency. 

1.5.1 Specific Objectives:  

To assess the correlation between deposit growth rates and specific bank stability metrics. To 

evaluate the effects among various bank categories (e.g., commercial versus Islamic banks). 

To assess the impact of control variables, including bank size and macroeconomic condition. 

1.6 Scope of the Study: 

As the report is entitled as “Impact of deposit growth rate on bank stability”, So, it will mostly 

focus on deposit growth rate using selected commercial banks in Bangladesh. the banks 

included in this analysis are Eastern Bank, city bank, Dutch Bangla bank PLC, BRAC Bank 

PLC, Islamic Bank PLC, NRBC Bank PLC, Dhaka Bank PLC, IFIFC Bank PLC, Bank Asia 

PLC, And Jamuna Bank PLC. The study examines patterns in deposit growth and bank stability 

over time over a given time frame (e.g., 2015–2024). 

Factors Taken Into Account: Along with control factors including NPL, Bank Size, LDR, 

ROA, and CAR, it looks at Deposit Growth Rate (DGR) as the primary independent variable 

and Bank Stability (Z-score) as the dependent variable. 
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Source of Data: The study makes use of secondary data gathered from the chosen institutions' 

financial statements and annual reports. 

Methodological Range: The study is limited to quantitative methods, using software such as 

Excel or Stata to do regression analysis to ascertain the relationship between deposit growth 

and bank stability. Each of the above areas would be critically analyzed in order to determine 

impact of deposit growth rate on bank stability of commercial Bank. 

 

1.7  Limitation of the Study:  

Nevertheless, despite the tremendous efforts, there are a few limitations of this study. To begin 

with, the three months of practical training limited the scope of the study and did not enable a 

deeper examination and a more profound study of the variables of the study. Secondly, the 

study has made use of all the secondary data of ten well-chosen commercial banks. The use of 

secondary sources like annual reports and published financial statements could cast doubt on 

the accuracy, consistency, and completeness of the data. Additionally, secondary data limits 

the possibilities of the banking industry to separate the information about the existing and real 

events and internal processes. Along with the previously stated limitations, my sample size was 

10 banks with 100 observations per bank, so it was not possible for me to complete an 

observational study on all of the banks in one sitting. Additionally, there were frequent changes 

to the banks’ policies issued by Bangladesh Bank, so it was difficult for me to get current 

information and strategies. Even with the above limitations, every effort was made to ensure 

that the report would be accurate and will have value for others. 
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2.0  Literature Review 

2.1 Financial Inclusion: 

The relationship between deposit growth rates and bank stability is one of the most important 

aspects of modern banking. Since deposits constitute the bulk of banks' primary funding 

source, their growth patterns play a critical role in determining the organization's long-term 

viability and well-being. Banks are able to make more money, lend more money, and 

strengthen their capital positions when deposits increase at sustainable rates. These factors all 

contribute to the stability of the economy as a whole. To determine how changes in deposits 

impact the bank's risk and performance, bank management, regulators, and investors must 

comprehend these intricate relationships. 

2.2 Determinants of Bank Deposits and Deposit Growth 

Many researchers analyze macroeconomic environment and more bank-specific factors to 

identify elements that trigger the increase of the bank deposits. Yakubu and Abokor (2020) 

have pointed out several macroeconomic factors to determine the growth of bank deposits in 

Turkey. They considered such issues as the overall money supply, inflation levels, the level of 

economic growth and the stability and health of the banks. Their study revealed that deposits 

are likely to increase with an increase in the amount of money in circulation. This implies that 

as there is increased money circulating, individuals will be motivated to deposit it in banks. 

However, when deposits went on an expansion spurt only two factors were significant, that is, 

more branches by banks, and the money. Likewise, Kamugisha (2022) also found that the 

overall economic conditions and individual factors in the banks in Rwanda influence growth 

in deposits. The government spending and the growth rate of GDP were higher than average in 

the short term, and the bank size, and external financing were also positively correlated with 

the level of deposits. They would look at the money in circulation, price growth rate, economy 

growth, bank performance and stability. What they found was that as the amount of money in 

circulation increases, the amount of deposits normally increase. It would seem, then, that the 

greater amount of money in circulation in the economy the more people want that money in 

the banking system saved. But in the matter of acquiring more deposits in a short time the 

number of open bank branches and the sum of money in circulation were the only things of any 

real importance. 
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Equally, Kamugisha (2022) found out that the rate of deposit growth in Rwanda is dependent 

on both the economic environment at large and the bank specific factors.  The report also 

observes that raising the interest rates might not be enough to spur deposits and, on the contrary, 

it would raise the costs of doing business by banks. Also, Khusnia and Wardana (2024) show 

that financing activities, size of the firm, and good corporate governance also positively 

contribute to the increase in the amount of deposits in Islamic banking across the continent of 

Asia. Interestingly, profit-sharing rates did not have a close relationship with deposit growth 

and this implies that, institutional credibility may work better in deposit attraction compared to 

monetary policy 

2.3 Direct effects of deposit growth rate on bank stability: 

Deposits help banks stay stable because when they get more deposits, they can lend out more 

money. This increases their earnings from interest and helps keep their financial operations 

steady (Fekadu Zerihun et al, 2024). But the situation gets a bit more complicated when you 

look at how fast deposits grow and how much they fluctuate. Studies tell us that deposits don't 

always impact bank stability in a straightforward way. For example, if deposits grow too 

quickly in some types of banks, it could actually make them riskier, even as research still 

confirms that deposits usually help keep banks steady (Penczar et al., 2023). Financial inclusion 

research also shows that cutting down on big ups and downs in how fast deposits grow is good 

for bank stability. Banks tend to be more stable when their deposit growth is more consistent 

and less erratic (Nguyen & Du et al, 2022) 

2.4 Mechanisms Through which Deposit Growth Affects stability: 

This liquidity phenomenon is a major one as the difference between the speed of the increase 

in loans and the speed of the increase in deposits directly informs us about the risk of a bank 

that does not have enough cash (Wang et al., 2024). When the deposits are continuous, the 

money that comes to the banks is used to issue more loans and increase the assets of the banks. 

But as the loans grow faster than the capital of the bank, the Capital Adequacy Ratio (CAR) of 

the bank can start decreasing progressively. The importance of such an entire process is because 

the banks are in fact operating on deposits to survive. They must carry in deposits and once 

again they must be wary when carrying cash in their hands. This is because, unless they possess 

sufficient cash, it can deny them the chance to get more deposits, and even cause a bank to 

collapse (Banke & Yitayaw, 2022). This is also boosted by government policies. Interest rates 

set by the central bank, along with other government spending and tax decisions, interact and 
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affect the health of the banks, which is dictated by the current economic situation. Another 

factor that can predispose the banks to be more or less stable is the degree of development of 

the financial system and the perceived uncertainty of the economy (Chigozie Agu & Ohonba, 

2025). 

2.5 Financial Inclusion and Banking Stability 

The relationship between supporting financial inclusion through access to deposit accounts and 

banking industry stability is yet another area of interest discussed in many literature sources.  

Han and Melecky (2013) note that increased ability to access deposit accounts increases 

confidence in using deposit funding sources, particularly under times of stress in the financial 

system. In fact, deposit growth during the global financial crisis was lower in those countries 

that had a higher level of financial inclusion than in those countries with lower levels of 

financial inclusion. This suggests that increasing the number of depositors can improve the 

stability of banks. But there isn't always a clear connection between stability and financial 

inclusion. Financial inclusion can have a negative impact on bank stability when it is 

implemented in weak institutional frameworks, according to Ha and Nguyen (2023). report that 

financial inclusion can negatively affect bank stability when implemented in weak institutional 

environments. Their findings indicate that institutional quality such as political stability, 

corruption control, and the rule of law plays a crucial role in moderating the impact of financial 

inclusion  

2.6 Performance and profitability effects 

The growth rate of deposits has both positive and negative consequences for banks' stability. 

Banks may be able to take advantage of economies of scale by having higher deposit growth 

rates, enabling them to cut their net interest margin, which would also allow them to keep or 

even improve their overall profitability (Fatih Kansoy, (2025). Among other things, deposit 

growth creates competitive pressure on banks and may become an issue during periods of 

economic downturn when the "war for deposits" forces many banking institutions into 

aggressive policies that will negatively impact their profit margins. To attract depositors, banks 

tend to offer higher rates, which in turn reduces their financial margins and negatively affects 

their institutional profitability (Neves et al., (2020). 

 

 

https://www.semanticscholar.org/p/277690375
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2.7 Regulatory and Institutional Aspects Impacting Bank Stability 

Many different studies indicate that the institutional and regulatory framework are important 

to the preservation of stability in the banking industry. Suljić Nikolaj et al. (2022) suggest that 

enhancing deposit insurance regimes substantially reduce risk in banks and increase financial 

stability. Deposit insurance is a key part of the overall resilience of the financial system because 

it protects small depositors and prevents bank runs. Following a similar theme, Odero and 

Fredrick (2023) found in their analysis that deposit levels, capital adequacy, and size of deposit-

taking SACCOs in Kenya are strong indicators of financial stability. The best predictor of 

stability among these variables was capital adequacy, indicating that organisations with 

adequate capital are more resilient to financial shocks. Furthermore, Elshani (2025) finds a 

complicated connection between deposits, non-performing loans (NPLs), and financial 

stability. The study demonstrates a positive correlation between NPLs and deposit levels, 

despite the fact that NPLs have a detrimental impact on stability. This could be because 

depositors in developing economies have fewer financial options. 

2.8 Deposit Growth Rate Determinants and market Dynamics 

Determining deposit growth is made more difficult by the characteristics of market rivalry. 

Competition for retail deposits can both strengthen and weaken the stability of the financial 

sector from the standpoint of macroprudential regulation.  Even though retail deposits are 

relatively immune to Financing shocks, increased competition for retail deposits has the 

potential to negatively impact the overall stability of the financial sector (Mashamba,(2021). 

In modern banking environments, deposit growth dynamics are increasingly influenced by 

external factors. The significance of a well-adapted deposit policy in balancing savings and 

investments, reducing financial risks, and fostering sustainable economic growth is highlighted 

by research that shows how external factors, such as geopolitical instability, affect deposit 

growth and economic development (Plesca & Stratulat, (2025) 

2.9 Interest Rates, Depositor Behaviour, and Deposit Flows 

It is well known that interest rates can greatly affect deposit flows and depositor behaviour. Li, 

et al., (2024) indicate that deposit flow sensitivity is also variable over time – particularly 

during low interest rates and periods with expansionary monetary policies. Based on their 

findings, they also found that depositors who change banks often also tend to take out money 

to fund alternate investments due to the opportunity for investment and prevailing interest rates, 

which illustrates how both can factor into depositor behaviour. Additionally, Narayanan and 
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Ratnadiwakara (2024) also highlight how the characteristics of a depositor (such as income 

level, level of education, and financial knowledge) can also have an effect on the movement of 

deposits. Furthermore, Ansori et al. (2024) show that benchmark deposit interest rates have a 

major impact on banking lending dynamics. According to their findings, unpredictable lending 

behaviour may result from improper interest rate levels, underscoring the significance of 

rigorous monetary policy design.  

2.10 Risk Factors and negative Factors 

Under certain circumstances, deposit growth can enhance the stability of banks; however, it 

creates major risk factors that could endanger the health of financial institutions. The 

relationship between different types of deposits and their growth rates creates significant 

challenges for maintaining financial stability, based on studies examining the annual rate of 

growth of total deposits and several types of depositors (Buchkovskaya et al., (2021). When 

banks see concentrated development in particular deposit categories without equivalent 

advancements in risk management skills, these difficulties become very noticeable. Market 

concentration effects represent a critical risk factor associated with deposit growth patterns. 

Studies demonstrate that negative effects on bank stability can arise from market share 

concentration of mobilized capital, where excessive focus on deposit acquisition without 

proper diversification creates vulnerabilities (Pham et al., (2021) arities of deposit operations' 

impact on financial stability require careful analysis and management of growth patterns across 

different deposit categories (Buchkovskaya et al., (2021) arities of deposit operations' impact 

on financial stability require careful analysis and management of growth patterns across 

different deposit categories (Buchkovskaya et al., (2021). 

 

2.11 Research Gap: 

The reviewed literature demonstrates that deposit growth rate influences bank stability through 

multiple channels: Based on the reviewed literature, several gaps remain: 

Almost all research considers increasing the volume of loans instead of depositing funds. Very 

little evidence currently exists that investigates deposit growth alone in emerging markets. 

More research is needed to examine how deposit growth relates to capital adequacy and 

liquidity together; there is no published panel data on commercial banks in developing 

countries. The relationship between deposit growth and competition has not yet been 

adequately studied 
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Many studies emphasize profitability rather than comprehensive stability measures such as Z-

score. Liquidity effects (Andros et al., 2020). Moral hazard and insurance design (Ngalawa et 

al., 2016a; 2016b). Volatility and depositor behavior (Aniemeke, et al (2024). Market 

competition and concentration (Ferreira, et al (2023)   

The steady and medium deposit growth enhances the liquidity and capacity to lend one out and 

stabilizes the financial system. However, extremely rapid or volatile deposit growth, 

particularly in loose regulatory systems, may encourage an atmosphere of overconfidence in 

risk-taking and encourage insolvency risk. Despite the fact that some of the earlier scholars 

view the three factors independently (deposit insurance, deposit volatility, and competition), 

little literature directly quantifies the cause-effects relationship between the growth rate of 

deposits alone and the measures of bank stability (e.g., Z-score, NPL ratio, or insolvency 

probability). This is the gap that leads to need to carry out more Previous studies have not 

sufficiently examined the effects of the growth rate of deposits on the stability of the banks 

using a comprehensive model that considers the use of Z-Score in relation to the commercial 

banks of Bangladesh. Although much research has been conducted globally, empirical 

evidence examining the effect of deposit growth rate on bank stability with Z-score and various 

bank-specific variables on this effect in the framework of commercial banking sector in 

Bangladesh is lacking. 

 

2.12 Hypothesis Development 

This study focuses on the following five hypotheses, which were derived from the literature 

review, to determine the factors that influence operating efficiency for ten private commercial 

banks. 

Null Hypothesis (H₀):  There is no significant relationship between Deposit Growth Rate 

(DGR) and Bank Stability (Z-score). 

Alternative Hypothesis (H₁): There is a significant relationship between Deposit Growth Rate 

(DGR) and Bank Stability (Z-score). 
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3. Research Methodology 

The impact of deposit growth rates on commercial bank stability in Bangladesh is the focus of 

this quantitative research study. This quantitative research was undertaken with multiple 

independent banks that are in the same sector, have similar deposit, and loan characteristics, as 

well as similar number of employees. The overall goal of this study is to explain the relationship 

between deposit growth, other financial variables and the implications for long-term bank 

stability. Through an explanatory research design, the researchers will be able to obtain an 

understanding of how different financial variables are connected to each other and what is the 

degree to which deposit growth has an effect on the bank's ability to sustain long-term financial 

stability. A quantitative research design will be used in order to analyze the relationships 

between deposit growth rate and the long-term sustainability of banks through the utilization 

of numerical and statistical data. As a result, the outcome of this study will be presented through 

descriptive-analysis approaches. 

3.1 Research Type: 
This investigation is of quantitative nature. It is based on quantitative data gathered by 

secondary sources, e.g. published by Bangladesh Bank and annual reports of particular 

commercial banks). The paper looks at how the rate of growth of deposits is related to the 

stability of a bank through statistical and econometric techniques, including regression 

analysis. This makes its research methodology quantitative, i.e. the methodology that 

concentrates on measurable things and statistical testing. 

3.2 Design of Research: 
An explanatory (causal) research design is used in this study. The cause-and-effect link 

between the Deposit Growth Rate (DGR) and Bank Stability (Z-score) is explained by this 

design. The study analyzes the data of ten commercial banks during a period of ten years 

(20152024) using a panel data approach. 

The research uses a number of econometric models and they include: 

OLS regression pooled 

Model of Fixed Effects 

Sturdy regression 

Feasible Generalized Least Squares, or FGLS. 
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This approach helps in understanding the influence of changes in the independent variables 

(DGR, NPL, CAR, LDR, and bank size) on the dependent variable (bank stability) over time. 

3.3 Population and Sample: 

All scheduled private commercial banks in Bangladesh make up the study's population. 

However, a sample of ten commercial banks has been chosen for investigation due to time 

restrictions and data availability. 

3.4 Sampling Design: 

Only designated commercial banks in Bangladesh are included in the sample to guarantee 

consistency and validity in comparison. This sample was specifically selected because, in 

contrast to Bangladesh's thriving private commercial banks, private commercial banks are 

experiencing deteriorating performance and growing difficulties. The aim is to explore the 

impact of deposit growth rate determination specifically within the private commercial 

Banking sector, where issue is more critical and less researched. 

3.5 Sample and Sample Size: 

A sample of 10 commercial banks was chosen for the study based on the availability of data. 

The study period spans ten years, from 2015 to 2024. As a result, 100 banks-year observations 

make up the entire sample size. 

3.6 Data Source and Collection: 

This research is solely using secondary sources obtained from various Bangladesh Bank 

publications, the annual reports of the selected commercial banks, and the official websites of 

those banks. The source of macroeconomic data will be obtained via the Bangladesh Bank 

website, while financial data such as total deposits, assets, and capital adequacy ratios (CARs) 

will be obtained from the annual reports of the banks. The time frame covered in this study 

spans from 2015 to 2024, ensuring a comprehensive and up-to-date analysis of the banks’ 

financial trends. Data are gathered from the following: Annual Reports of Eastern Bank, City 

Bank, Dutch- Bangla Bank, IFIC Bank, and BRAC Bank Islamic bank Bangladesh , Bank Asia, 

Jamuna Bank Dhaka Bank,  (2015–2024) All collected data are numerical, quantitative, and 

suitable for panel data analysis.  

3.7 Method of Data Analysis and tools: 

The study applies a quantitative research approach to examine the relationship between deposit 

growth rate and bank stability among selected commercial banks in Bangladesh. Multiple 
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regression analysis was used to ascertain the connection between deposit growth rate and bank 

stability. Bank stability (Z-score) was used as Stata and Microsoft Excel are used to analysis 

the secondary data that has been gathered. To test the hypotheses and assess how the 

independent factors affect bank stability, descriptive statistics, regression analysis, and 

correlation analysis are employed. 

 

3.8 Conceptual Framework: 
     

 

 

  

 

 

Figure:1 Conceptual Framework 

The purpose of this research project was to examine the effect of changes in deposit volume at 

banks on the stability of those banks. Increased volume of deposits increases the amount of 

capital a bank has available for making loans and investing in other assets, thus helping a bank's 

ability to withstand financial pressures. Therefore, banks with a higher volume of deposit 

growth would be expected to have improved overall stability as well. However, bank stability 

has its own influences on other financial measures. The analysis included control variables 

such as loan-to-deposit ratio (LDR), capital adequacy ratio (CAR) and non-performing loans 

(NPL) as part of the study. 

Where:  

Bank Stability (Z-score) = Dependent Variable  

Deposit Growth Rate (DGR) = Main Independent Variable  

LDR, CAR, NPL, and BSIZE = Control Variable 

 

DGR 

NPL 

Bank Size 

LDR 

CAR 

Bank Stability 

(z-score) 
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3.9 Model Specification: 

As per the earlier studies, this current study utilized multiple linear regression for the purpose 

of studying the relationship between bank stability and Rates of Deposit Growth (DGR). A 

Multiple Regression (MR) model was used to investigate how DGR influence(s) banks' overall 

stability, where the DGR is defined as the independent variable and based upon Z-scores the 

dependent variable would be used to quantify bank stability. Additional variables or control 

variables were also included.  

This study applies a panel data multiple regression model to examine the impact of deposit 

growth rate on bank stability. 

 The econometric model is specified as follows:   

Where, 

(Bank Stability) Z-Score = β0 + β1 DGR it + β2 NPL it + β3 Bank size it+ β4 LDR it + β6CAR 

it + ε (1) it . 

Explanation of the Model; 

Z-Score = Bank stability of bank i at time t (dependent variable) 

βα = Constant term 

 GDR = Deposit Growth Rate (main independent variable) 

 NPL = Non-Performing Loan ratio 

 Bs = Bank size (log of total assets) 

LDR = Loan-to-Deposit Ratio  

 CAR= Capital Adequacy Ratio 

ε (1) it = Error term 

i = Bank 

t = Time (year) 
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3.10 Variables Identified 

All of the dependent and independent variables used in the analysis are listed below. 

Furthermore, economic theory has been used to establish predicted relationships.  

Table:1 Description of Variable included in the models 

Variable `Type Description & Calculation 

procedure 

Expected 

Relationship 

Data 

Source 

Z-score Dependent Indicator of Bank Stability= 

(calculated as (ROA + 

Equity/Assets)/σ(ROA)) 

Rapid deposit 

growth  

Annual 

Report 

DGR Independent Deposit Growth Rate 

Deposit Growth Rate (DGR) 

= (Current Year Deposit − 

Previous Year Deposit) / 

Previous Year Deposit 

 

 

 

Positive or 

negative 

 

 

Annual 

Report 

NPL Independent Non-Performing Loan 

Ratio=Non-performing loans 

/ Total loans 

 

 

 

 

Negative (-) 

 

Annual 

Report 

Bank size Independent Bank Size (Natural log of 

total assets)   

Positive larger 

(+) 

Annual 

Report 

 

 

LDR 

 

 

Independent 

 

Loan to Deposit Ratio Total 

loans / Total deposits 

 

   

Negative 

excessive (-)  

 

Annual 

Report 

CAR Independent  Capital Adequacy Ratio = 

Capital / Risk-weighted 

assets 

Positive(+)higher  Annual 

Report 
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Z-score (Dependent): Bank stability is measured by the Z-score higher values suggest better 

stability.   

DGR (Independent): Deposit Growth Rate is positively correlated with stability.   

LDR (Independent): Loan to Deposit Ratio; inverse link (high lending → risk).   

CAR (Independent): Capital Adequacy Ratio has a positive correlation with stability.  

NPL (Independent): Non-Performing Loans Ratio has a negative correlation (more bad loans 

= less stability).   

BANK SIZE (Independent): Natural log of total assets; positive relationship (larger banks → 

more stable). 
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4.0 Data Analysis Empirical Result 

This stage initially focuses on the presentation, analysis and interpretation of data . The data is 

examined using various statistical tools such as Descriptive analysis, Correlation ,VLF Test, 

Linear Regression , Robust Regression. Autocorrelation test, heteroskedasticity test, Hausman 

test, Fixed Effect Regression. All of these  analysis are discussed in this chapter. 

4.1 Summery Statistics 

Table -1: Descriptive Statistics Analysis 

 Descriptive Analysis shows important information about statistical measurement such as: 

variable Mean Min Max Observation Skewness Kurtosis 

Score 65.329 14.14  114.68 100 -.038 1.974 

DGR 14.027 4.87 27.02 100 0.492 2.126 

NPL 4.391 2.93 6.46 100 0.459 1.981 

LGR 87.958 74.41 101.75 100 0.104 1.831 

CAR 14.128 11.86 16.64 100 0.137 1.724 

SIZE 394318.2 178334 837145  100 1.061 3.025 

Source: Authors self-contribution based on the output generated from STATA-18 and Excel. 

Interpretation 

The table showing statistical analyses illustrates the way in which each variable in the study 

has distributions about its mean and how each variable compares to others in terms of its main 

characteristics. For the stability of the banks, the Z-score varies between 14.14 and 114.68, 

with the mean score being 65.329, indicating that bank stability has a significant amount of 

variation overall within the sample. There is a large standard deviation (31.483) for the 

regression table, which is considered a high standard deviation, this also supports that bank 

stability is not universally or consistently recognized. The deposit growth rate has a mean of 

14.027 and each institution experiences deposit growth of between 4.87 to 27.02, therefore 

there is an average of moderate levels of variability in deposit growth across all institutions in 

the sample. In addition, the average number of non-performing loans across all institutions has 

an average of 4.391; with non-performing loans ranging from 2.93 to 6.46, indicating a level 

of credit risk with an average degree of predictability. The average loan-to-deposit ratio, which 
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is a measure of how banks are utilizing their deposit funds through loans, has an average loan-

to-deposit ratio (LDR) of 87.958, meaning banks are heavily utilizing their deposit funds to 

issue loans. Lastly, the average capital adequacy ratio (CAR) of all banks has a mean of 14.128, 

indicating the banks are in good financial condition. There is significant variation in the size 

(SIZE) of the various banks that can show differences of magnitude to other banks.  Most of 

the variables seem to be approximately regularly distributed, but this depends on the levels of 

skewness and kurtosis. 

 4.2 Pairwise correlations Test: 

 A statistical method of quantifying the relationship between two variables is called pairwise 

correlation. It displays the direction (either negative or positive) and strength of the 

relationship. The outcome is a correlation coefficient (r) that takes the values of -1 to +1. It is 

common in research to examine relationships among variables prior to further analysis. 

 

Table- 2: Correlation statistics test 

 

Variables SORE DGR NPL LDR CAR SIZE 

SCORE 1.000      

       

DGE -0.197 1.000     

 0.049      

NPL -0.296 -0.272 1.000    

 0.003 0.006     

LDR 0.069 -0.192 -0.047 1.000   

 0.495 (0.056 0.640    

CAR 0.157 0.096 -0.290 -0.232 1.000  

 0.118 0.342 (0.003 (0.020   

SIZE 0.367 -0.020 -0.080 -0.143 0.070 1.000 

 0.000 0.847 0.429 0.156 0.487  

 
 

 Source:  Authors’ self-contribution based on the output generated from STATA-18 and Excel. 

Interpretation 

A correlation analysis provides an understanding of how variables are interrelated. The analysis 

demonstrates a significant negative correlation (r = -0.197, p < 0.10) between bank stability 

and deposit growth rates (DGR), meaning that there may be negative consequences for bank 

stability when deposit growth is high. Additionally, a significant negative correlation (r = -

0.296, p < 0.01) exists between bank stability and the presence of non-performing loans (NPL), 
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meaning that the higher number of non-performing loans in a bank, the less stable the bank's 

operational activities. The positive and significant correlation between bank size (SIZE) and 

stability (r = 0.367, p < 0.01) suggests that larger banks are more stable.  Nonetheless, there are 

no meaningful connections between LDR and CAR and bank stability. For independent 

variables, the multicollinearity and correlation coefficients are both 0.8 

4.3 Linear Regression: 

Linear Regression Analysis is a statistical technique that is employed to study the relationship 

between a dependent variable and one or more independent variables. It demonstrates the 

influence of the variations in the independent variables on the dependent variable. The 

relationship between the variables is represented by a best-fit line. It has been widely applied 

in predicting and to quantify the magnitude and direction of relationships in research work. 

Table- 3: Output of Regression test 

Variables Coef. St.Err. t-value p-value [95%Conf Interval] Sig 

DGR -1.214 .416 -2.92 .004 -2.04 -.387 *** 

NPL -8.464 2.585 -3.27 .001 -13.50 -3.332 *** 

LDR .25 .329 0.76 .45 -.404 .903  

CAR 1.654 1.835 0.90 .37 -1.99 5.299  

SIZE 0 0 3.86 0 0 0 *** 

Constant 53.51 50.823 1.05 .295 -47.4 154.421  

        

Mean dependent 

var 

65.329 SD dependent var 31.483 

R-squared 0.290 Number of 

observation 

100 

F-test 7.674 Prob > F  0.00 

Akaike crit. (AIC) 950.442 Bayesian crit. (BIC) 966.073 

*** p<.01, ** p<.05, * p<.1 

 Source: Authors’ self-contribution based on the output generated from STATA-18 and Excel. 

 Interpretation 
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Deposit Growth Rate (DGR) coeff. = -1.214 (p-value = 0.004 - significant at 1%) implies that 

for every 1-unit increment in DGR there is a 1.214 unit decrease in bank stability, and therefore, 

generally that increased growth in deposits decreases bank stability and increases overall risk 

of financial loss from depositors. Very similar findings can be seen looking at coefficient for 

Non-Performing Loans (NPL) (p-value =.001 - very significant) where there was a coefficient 

of -8464. This indicates that increased credit risk (indicated by NPL) increases the likelihood 

that the bank's subsequently will lack the stability to remain in business. Further banks 

incorporating Loan to Deposit Ratio (LDR) & Capital Adequacy Ratio (CAR), while not 

yielding any meaningful results (all were > 0.05), had so significance on the overall stability 

of the bank. Conversely, banks exhibiting larger total asset bases (SIZE) had a significantly 

positive correlation, which would be indicative of banks being generally stable from 1) greater 

economies to scale and 2) cash flow stability. The model's R-squared value (.290) shows that 

the model describes approximately 29% of total variability of bank stability and thus has an 

overall strong F statistic p-value (.000), thus showing statistical validation of this model. 

4.4 Linear Regression VC (Robust test) 

Table -4: Robust test 

Score Coef. Robust 

std. err 

t-value P>|t| [95%conf. interval] 

DGR -1.214 .467 -2.60 0.011 -2.142 -.286 

NPL -8.46407 2.899 -2.92 0.004 -14.220 -2.708 

LDR .250 .355 0.70 0.484 -.455 .954 

CAR 1.654 1.753 0.94 0.348 -1.826 5.134 

 SIZE .0000525 .0000127 4.12 0.000 .0000272 .0000778 

Constant 53.510 54.01004 0.99 0.324 -53.72812 160.748 

     

R-squared 0.2899 Number of observation 100 

F-test 10.32  Prob > F 0.0000 

*** p<.01, ** p<.05, * p<.1 

 Source:  Authors self-contribution  based on the output generated from STATA-18 and Excel. 

Interpretation  

To account for possible heteroskedasticity or autocorrelation in the model, this table displays 

the results of a linear regression analysis using the VC robust standard error (variance-
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covariance robust test). The results of a robust linear regression analysis examining the effects 

of five independent variables deposit growth rate (DGR), non-performing loan ratio (NPL), 

loan-to-deposit ratio (LDR), capital adequacy ratio (CAR), and logarithm (size) of total assets 

are shown in the table. The bank's performance or stability score is likely the dependent 

variable. This model explains 28.99% of the score's variance (R-squared = 0.2899), based on 

100 total observations. The whole model's substantial statistical significance (F-test = 10.32, 

Prob > F = 0.0000) shows that the independent components together explain the dependent 

variable beyond chance. GR has a negative and statistically significant coefficient of -1.214 

(robust std. err. = 0.467, t = -2.60, p = 0.011). A one-unit rise in DGR is associated with a 

1.214-unit decrease in Score, all other things being equal. Significance at the 5% level (**) is 

confirmed by the lack of zero in the 95% confidence interval [-2.142, -0.286]. 

 NPL is very significantly negatively related to score, it has a significant negative relationship 

evidenced by a regression coefficient of -8.46407 which resulted in a robust t-statistic of -2.92 

(p=0.004). For every one-unit movement in NPL, there would be, on average, an approximate 

movement in score of -8.46. These results also have a 95% confidence interval which ranges 

from [-14.220, -2.708] indicating results being statistically significant at the 1% significance 

level (**). There was no statistically significant relationship for LDR or CAR. The coefficients 

for LDR (0.250) and CAR (1.654) had p-values of .484 and .348 respectively and both had 

confidence intervals containing 0 at a 95% level after adjusting for all other independent 

variables in the model. Based on these results, both the size of the bank have a positive 

correlation to the bank's score; however, the last two independent variables related to deposits' 

growth and asset quality (NPL's) will produce the best estimates of the lower-performance 

rating of the banks. Robust standard errors provide reliable inferences as to both LDR and CAR 

even though there may be heteroskedasticity in relation to a given independent variable and as 

a result the reliability of the inferences are not negatively impacted. 

4.5 Test of Multicollinearity: 

Multicollinearity test in regression analysis is to determine whether independent variables are 

very correlated with one another. It arises when two or more variables of explanation are in a 

similar direction. This may complicate the determination of individual effects of each of the 

variables on the dependent variable. It may also result in untrustworthy and unstable regression 

outcomes. The VIF (Variance Inflation Factor) test is the most frequently used in detecting it. 

When VIF is large (typically greater than 10), then there is a problem of multicollinearity. 
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Table- 5: VIF Test (Variance Inflation Factor) 

Variable VIF 1/VIF 

DGR 1.14 0.877 

NPL 1.220 0.821 

LDR 1.170 0.854 

CAR 1.150 0.868 

SIZE 1.040 0.966 

           Mean VIF                           1.14 

 Source: Authors’ self-contribution based on the output generated from STATA-18 and Excel. 

Interpretation 

Based on analysis results, it appears that the variables analyzed for commercial banks' deposit 

growth rate and financial stability do not show signs of high multicollinearity. The VIF values 

for all measures are relatively low-to-moderate and the mean is less than an acceptable value; 

therefore, all measures would generally be viewed as having no multicollinearity. independent 

variables (DGR, NPL, LDR, CAR, SIZE) were evaluated for multicollinearity using the VIF 

test. All multicollinearity values are low; LDR (1.170) DGR (1.110) NPL (1.320) CAR 

(1.1700); Measures = (1.040). VIF value below 5 (10 frequently used to imply absence of 

multicollinearity), however the mean VIF = 1.140, and all 1/VIF reciprocal values are high 

(all>0.82) (p<2). There is no strong linear relationship between the independent variables. 

Therefore; knowing how each explanatory variable affects the dependent variable is necessary 

to identify the effect; as such; the standardized regression coefficients are stable & not affected 

by multicollinearity. All four regression diagnostics & standard regressions indicate that this 

model has a sound statistical basis; that it violates no major assumptions (i.e.No HOR, No 

Autocorrelation, No M-C); & can be used with accuracy to make inferences regarding the 

effects of the independent variables on the dependent variable (Scores). 

4.6 Diagnostic test 

 

4.6.1 Test of Heterosdasticity 

Heteroscedasticity is a regression model phenomenon where the error term variance does not 

vary with the observations. It contravenes one of the most important assumptions of the 



 

Page 28 of 62 
 

Ordinary Least Squares. The typical ones are BreuschPagan test and White test. In its presence, 

it may cause inefficient estimates and standard errors that are biased. 

Table 6: Output of Weisberg Test 

 Breusch–Pagan/Cook–Weisberg test for heteroskedasticity  

Assumption: Normal error terms 

Variable: Fitted values of score 

Null hypothesis H0: Constant variance 

chi2(1) =                                                                                                                              0.13 

Prob > chi2 =                                                                                                                  0.7222 

Source: Authors’ self-contribution based on the output generated from STATA-18 and Excel. 

Interpretation 

In this diagnostic approach, we will assess the homoskedasticity (equal variance) of the 

estimated standard regression model by evaluating the residuals produced by that model. The 

null hypothesis (H0) is that error variance is equal across all values of x. The Chi-square 

statistic is chi² (1) = 0.13; we reject the null hypothesis if our p-value is < 0.05. Since our p-

value (0.7222) is much greater than the conventional 5% level of statistical significance, we 

fail to reject the null hypothesis and conclude that there is no evidence of heteroskedasticity in 

our regression model. Our assumption of heteroskedastic error variance has been met; 

therefore, the standard errors and t-statistics presented in the summary of the main regression 

table can be relied upon as accurate measures. Thus, the robust regression results have been 

generated without correcting for excess variation. 

4.6.2 Test of Autocorrelation 

Autocorrelation is present when there is a correlation between error terms, particularly in time 

series data. It also violates a basic assumption of the Ordinary Least Squares model. Durbin 

Waton test is a test that is commonly used to identify autocorrelation. It may lead to erroneous 

statistical conclusions and false testing of hypotheses. 

Table 7: output of Wooldridge test for autocorrelation 
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Wooldridge test for autocorrelation in panel data 

Null hypothesis, H0: there is no first-order autocorrelation 

    F(1, 9) =                                                                                                                      4.217 

    Prob > F =                                                                                                                   0.0702 

Source: Authors’ self-contribution based on the output generated from STATA-18 and Excel. 

Interpretation  

The goal of this test is to see if there is any correlation among the panel data residuals. We used 

a method to find out. The results show F(1 9) = 4.217 and the p-value is 0.0702. This means 

we cannot say that the null hypothesis is wrong. The null hypothesis says there is no first-order 

autocorrelation. We did not find any significant evidence of first-order autocorrelation in the 

panel data. This is because the p-value is a little higher than 5%, which is the threshold we 

usually use. The p-value is close to 0.10 which suggests that there might be a chance of serial 

correlation. So, it might be an idea to do more studies with bigger samples or try different 

methods. The panel data structure does not seem to have any problems with autocorrelation. 

This is also supported by the fact that the regression estimates reliable. The panel data residuals 

do not show any first-order serial correlation, which is good. The results of the test give us 

confidence, in the panel data dataset. 

4.7: Cross-sectional time-series FGLS regression 

Cross-section time-series FGLS (Feasible Generalized Least Squares) regression is a panel data 

methodology that is employed when data has both cross-sectional (e.g., firms, banks) and time-

series dimensions. It is used to correct such problems as heteroskedasticity and autocorrelation 

of the error terms. FGLS is used to estimate the variance covariance structure of the errors and 

transform the model appropriately. This results in more efficient and reliable coefficient 

estimates than ordinary least squares (OLS). It is widely applied in both economic and financial 

studies that deal with panel data. 

 

 

Table 8 outcome of Cross- Section time - series 

SCORE Coef. St. Err. t-value p-value [95%Conf Interval Sig 
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DGR -1.214 .404 -3.01 .003 -2.005 -.423 *** 

NPL -8.464 2.506 -3.38 .001 -13.376 -3.552 *** 

LDR .25 .319 0.78 .434 -.376 .875  

CAR 1.654 1.78 0.93 .353 -1.834 5.142  

SIZE 0 0 3.98 0 0 0 *** 

Constant 53.51 49.275 1.09 .278 -43.067 150.087  

    

Mean dependent 

var 

65.329 SD dependent var 31.483   

Number of 

observation 

100 Chi-square 40.821   

Prob > chi2 1.000 Akaike crit. (AIC) 950.442   

*** p<.01, ** p<.05, * p<.1 

Source:  Authors’ self-contribution based on the output generated from STATA-18 and 

Excel.                                                                    

  

Interpretation 

 
Feasible Generalized Least Squares is portrayed by the acronym FGLS. This pooled regression 

takes into consideration the heteroskedasticity and time and bank-wise serial correlation. It 

takes into account all observations as cross-sections and offers panel construction. It is 

applicable when you desire the aggregate (between + within) effects and the standard errors 

are desired to be strong. DGR: Correlation = -1.214 (p = 0.003, *) Every time the deposit 

growth rate increases, the SCORE decreases by a -8.464 point. Banks actively increasing their 

deposits may be relying on more risky funding sources or increasing their growth too fast, 

which will have a negative impact on overall performance and stability (a frequent effect in 

emerging economies where high rate. For each percentage point increase in the NPL ratio, 

SCORE is reduced by 8.464 points. Incredibly powerful detrimental impact. SCORE is lowered 

by 8.464 points for every percentage point increase in the NPL ratio. The biggest cost to the 

health of banks is in terms of non-performing loans based on the banking research. Increased 

bad loans also increase higher concentration of regulation, reduced profitability and higher 

costs of provisioning. LDR: Coefficient = 0.25 (insignificant p = 0.434) No close relationship. 

There are no effects of the loan interest coverage ratio of this pooling model on SCORE. CAR: 

Positive, non-significant with a coefficient of 1.654 (p = 0.353). SIZE: Coefficient = 0 
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(although t = 3.98, p = 0, SD = 31.483, mean SCORE = 65.329 (huge range between banks). 

There are 100 observations. 

4.8 Hausman specification test: 

The Hausman Test is an econometrics statistical test applied to select between two models 

typically between a fixed effects and a random effects model. It tests the individual effects of 

the unique errors (individual effects) to the regressors. The null hypothesis: The model of 

choice is the random effects (there is no correlation). In case of a significant result in the test, 

the null hypothesis is dropped, and the fixed effects model is better suited. It helps ensure 

consistent and unbiased estimation in panel data analysis. 

Table 9: Output of Hausman test 

                                                 Coef. 

Chi-square test value                                                41.951 

P-value                                                     0 

Source:  Authors’ self-contribution based on the output generated from STATA-18 and 

Excel.                                                                     

Interpretation: 

The Fixed effects and Random Impact models were compared using the Hausman (1978) 

specification test. The yielded a p-value of 0.000 and a chi-square value of 41.951. The null 

hypothesis is rejected because the p-value is very significant (less than 0.01. the Random 

Effects model is suitable, according to null hypothesis (the explanatory variables are 

uncorrelated with the individual specific effects) For this panel data study, the test findings 

suggest that the Fixed Effects model should be preferred over the Random Effects model. 

4.9 Regression Result fixed Effect 

A Fixed Effects Model (FEM) is a panel data analysis that is employed to examine data through 

time in the same individuals such as firms or countries. It is based on the assumption that the 

entities possess distinctive traits which do not evolve with time. These time-invariant 

characteristics may affect the dependent variable. FEM adjusts these individual differences 

which are not observed. It concentrates solely on the changes in each entity with time. It is 

normally utilized in cases where these individual effects are correlated with explanatory 

variables 

 Table- 10 Output of fixed Effect Regression             
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Variable Coef. Robust 

Std.Err. 

t- value P>|t| [95%Conf. Interval] 

DGR 2.642 .206 12.82 0.000 2.175779 3.108 

NPL -1.863 .398 -4.68 0.001 -2.762452 -.963 

SIZE 13.530 6.763 2.00 0.076 -1.769021 28.830 

LDR -.272 .289 -0.94 0.372 -.9266006 .383 

CAR 3.595 1.393 2.58 0.030 .4448268 6.746 

Constant -47.422 97.484 -0.49 0.638 -267.9464 173.102 

R-Squared 0.0704 Number of 

Observation 

100 

F-test 99.48 Prob > F 0.0000 

*** p<.01, ** p<.05, * p<.1 

Source: Authors’ self-contribution based on the output generated from STATA-18 and Excel. 

Interpretation  

Fixed Effect Regression Analysis shows that the overall model fit is 7.04, and the Statistically 

Significant F-Test (F=99.48, p<0.01). Any characteristics that are specific to banks do not vary 

over time, and are addressed using the fixed effects model and the within bank variance. 

Important Findings (Sturdy SE): DGR: +2.642 (p = 0.000) is a very very big coefficient. Bank 

stability (SCORE) goes up by 2.642 points with a 1 percent increase in deposit growth. This 

means that the greater the deposit growth the better the stability in the same bank.  NPL 

Stability is negatively affected and significantly. CAR Positive and significant → enhances 

stability. SIZEP positive statistically non-significant at the 10% level. LDR Not very 

significant. DGR becomes very critical and positive when bank-specific effects are considered, 

implying that deposits must be increased to enhance the stability of the banks. 

 

 

Discussion and Findings from Data Analysis 

This research will seek to determine the impact of expansion of the bank in terms of deposit as 

a consequence of the bank stability level of a bank, using the panel data of the ten commercial 

banks in Bangladesh. These ten banks are Eastern bank PLC, BRAC Bank PLC, Islami bank 

Bangladesh PLC, city bank PLC, Jamuna bank PLC and bank Asia PLC. When determining 
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the relationship between the level of stability of bank in terms of Z scores and deposit growth 

rate (DGR) in the bank, three statistical methods were used: Fixed Effect Models, Robust 

Regression and Linear Regression. The results support an estimation of a positive relationship 

that is statistically significant positive between DGR and bank’s level of stability. What is 

meant by this is that the higher the DGR of a bank the more stable the bank will be. Effective 

management of bank deposits will contribute to more bank stability. The study findings can be 

used by the researchers, bank regulators and bank managers as a source of information. The 

positive and statistically significant effect of DGR on the bank stability The Deposit Growth 

Rate (DGR) has a positive and statistically significant impact on the bank stability This finding 

is consistent with other researchers, such as Drechsler et al. (2017, 2021) and Li et al. (2023) 

who find that deposit-based funding increases the bank stability by improving its funding 

resilience. Chowdhury et al. (2024) have pointed out that high growth in stable deposits is an 

important factor in the stability of banks, as it contributes to financial soundness and reduces 

the risk of funding. Similarly, Ghosh and Magotra (2025) find that deposit growth brings about 

a positive financial stability through depositor confidence and stability of funding supply in the 

banking system. This positively supports our research. 

Furthermore, institutional evidence also supports this finding. Bangladesh Bank’s (2024) 

Financial Stability Report explains that one of the most stable and reliable sources of funding 

is deposit-based funding, which helps banks maintain liquidity and protects them from the 

impact of external shocks. DGR positively and statistically significantly affects the bank 

stability Bank stability is positively and scientifically influenced by the Deposit Growth Rate 

(DGR).). The rate of deposit growth (DGR) has a mean of 65.33% with moderate skewness (-

.038) indicating that there is a reasonable symmetry in the data and kurtosis (1.97) indicates a 

more flattened distribution with fewer extreme values with a stable distribution within the data 

and less extreme values. This distributional stability enhances the dependability of the results 

obtained and means that DGR has a consistent effect on the stability of the banks in different 

observations. Moreover, the high correlation supports the importance of maintaining 

continuous increases in deposits as one of the key aspects of maintaining long-term financial 

stability and reducing the risk in the banking sector. Although winsorization or other outlier 

handling techniques are recommended for DGR, most variables (e.g., NPL, LDR, size, CAR) 

are robustly distributed, making the dataset generally acceptable for regression analysis. Larger 

banks are more stable due to the normally correlated size (0.157) of better diversification, a 
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stronger capital base, and better risk management. Milder loan defaults, or NPLs (0.296), are 

associated with a lower DGR. 

 Mean VIF=1.14: All variables are below the critical threshold (typically 5or 10) So, No 

significant multicollinearity, regression results are reliable. In the linear and robust regression, 

deposit growth rate shows a negative and significant on bank stability. this indicate that 

excessive or rapid DGR may increase risk as well as mitigate stability. In the robust test 

regression mean DGR = ( -1.214) in where p-values is 0.011 positively significant influence to 

the bank stability and NPL is –8.464 that indicates moderate loan defaults. Capital requirements 

(CAR), and survey Data on Bank Size. Evidence suggests that NPLs have the Most severe 

negative impact on Depository institutions' stability. Even a small increase in Non-Performing 

Loans Can greatly diminish the stability of depository institutions.  Moreover, the study  

concludes that Non-Performing Loans (NPL) has negative and significant effects on the bank 

stability, which implies that the more risky the bank, the less stable it is financially. This finding 

is corroborated by Agu and Ohonba (2025), who show that the increasing trend of NPL ratios 

affects bank stability adversely by putting them at a greater risk of default and lower 

profitability. Apart from, bank stability is positively related with bank size implying that the 

larger the bank size, the more risk management processes, economies of scale, and 

diversification, and the more stable the banks are. Wang et al. (2024) show that larger banks 

are typically more robust and financially stable, which is consistent with this finding. On the 

other hand, the Loan-to-Deposit Ratio (LDR) and Capital Adequacy Ratio (CAR) are 

statistically not significant in the study and this implies that they have minimal effects on 

stability of the banks in the sample. Thus, The most serious threat to the stability of depository 

institutions is Credit risk. Capital adequacy ratios have an insignificant but Positive effect on 

depository institution Stability, While There is Evidence that strong Capital improves stability 

in Fixed-Effects Models, The Degree of improvement is dependent upon the method used for 

the analysis. the R-Squared Value of Fixed-Effects regression is .0704 reflects the lower 

amount of explained variance due to the control for unobserved heterogeneity in the data sets.  

The number of non-performing loans (NPl) is an extremely significant predictor (-1.863, p <. 

0.001). The model has been verified to end with a reliability level that does not indicate 

problems with low VIFs, as there is no evidence of heteroskedasticity. There was no evidence 

of strong autocorrelation; the Hausman test shows that the fixed effect model was appropriate.  

Each of four approaches (fixed effects, random effects, pooled OLS and GLS) was considered 

and all of them presented a positive correlation between CIRs and bank size, NPL: bank 
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stability, capital adequacy ratios and total loans/total deposits. Implications on bank 

sustainability were greatest due to the highest level of implication caused by the bank growth 

rate. Generally, large banks are more complex in their operations compared to smaller banks 

in terms of their management structure, branch network and the entire business model. The 

model selection testing of the Hausman test informs us that the most suitable data to use in this 

study is a random effects model. Breusch-Pagan Lagrange Multiplier test also indicates that 

random effects modeling is better than pooled OLS. Thus, it is concluded that random effects 

modeling is the most suitable technique to use in this study. Additionally, various other 

diagnostic tests will also be considered in this study before making any adjustments based on 

output from the above tests. Nevertheless, previous studies suggest that such factors may 

influence stability, depending on the economic and regulatory conditions. 
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Chapter Five 

 

Recommendation, 

Conclusion and Reference 
 

 

 

 

 

 

 

 

 

 

 

 

 

5.1 Recommendations: 

 Based on the empirical results, proposed the following: 
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 1. The investment sectors need to be diversified to allow managers to reduce the amount of 

non-performing loans of the DGR (Non -performing loan) and establish a stable banking 

system, through increased deposits. 

 2. Commercial banks are supposed to devise new strategies to minimize the proportion of non-

performing loans and prevent over- or aggressive growth of deposits. Attention to steady and 

long-term deposits growth. 

3. Promote a balanced deposit growth policy. Rather than concentrating on the speed of growth, 

the banks are supposed to concentrate on the stable and continuous deposit flows. Unless there 

are improvements in risk management and quality of assets, the stability can be adversely 

impacted because of the high growth in deposits. A target range of growth in deposit is advised 

to be in line with the lending capacity and capital adequacy. 

4. Commercial banks have not a good debt ratio hence commercial banks should work towards 

ensuring profitability and bank stability through deposits insurance of lenders.  Besides, 

enhance credit risk management: To lower the non-performing loans (NPLs) ratio, banks 

should increase their credit evaluation procedures, diversify the loan portfolio, and create early 

warning systems because the non-performing loans are a significant negative influence on the 

stability of the bank. 

 5. Since a significant negative or positive relationship between deposit growth rate and bank 

size has been found, therefore, improve both deposit and management efficiency of the bank 

through internal efficiency audit and monitoring to eliminate unnecessary processes. In 

addition, maximize loan-deposit ratios (LDR): Banks must maintain their LDR at the optimum 

level to ensure that they use their deposits well, and at the same time avoid over-lending which 

would place unnecessary strain on liquidity. It is recommended to conduct stress testing of 

liquidity holdings regularly. 

6. Create long term and sustainable growth and this has meant that there is positive growth in 

deposit and minimal non-performing loans. The management must therefore be keen to 

regulate large deposits and small deposits. Big deposits are not to be permitted. 

7. Concentrate on quality rather than quantity. Banks are not only supposed to increase their 

deposits, but also make sure that the money is being utilized accordingly. The rate of increase 

in the deposits has both positive and negative effects. It is a consequence of surplus liquidity 

to avoid unnecessary loans. 8.  Bangladesh Bank is one of the most vital government agencies. 
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To provide some recommendations to regulators: The tendency of increasing deposits rapidly 

should be observed by Bangladesh Bank. Be tighter in an attempt to contain non-performing 

loans and financial discipline in all banks. 

 

 

5.2 Conclusion: 

 Based on the 2015-2024 data, the paper discusses how the rate of deposit growth affects the 

stability of commercial banks in Bangladesh. The research involves the analysis of panel data 

via a regression model to investigate the influence of the deposit growth rate (DGR) on the 

stability of the chosen commercial banks in Bangladesh in the period between 2015 and 2024. 

This research employs Z-score as a multidimensional measure of bank stability, and 

incorporates the key supervisory variables including: DGR as the key variable, regulatory 

variables LDR, CAR and NPL and bank size. In light of the results of the study, several 

important suggestions can be given to increase the stability and profitability of private 

commercial banks in Bangladesh. To begin with, banks ought to have a good capital adequacy 

ratio (CAR) in terms of deposits and utilize deposits in profitable investments. The rate of 

growth of deposits may negatively or positively affect the stability of banks. The results of the 

study indicate a statistically significant negative correlation between deposit growth rate and 

bank stability, or in other words, an overly fast or unlimited deposit expansion may only render 

a bank weaker as opposed to stronger. Yet, although large banks are beneficial to stability, 

large non-performing loans are a great threat to financial health. Comprehensively, this report 

finds that accruing deposits, good banking habits, risk management and good capital cover are 

necessary to make the banking sector in Bangladesh sustainable. Moreover, the regulators have 

a crucial role in the stability of banks.  The growth of deposits continues to be a significant 

source of funds yet its sustainability and quality are of more significance than its quantity. The 

findings offer valuable data to the bank management and regulators and fill a big research gap 

in the Bangladeshi context. In order to gain better understanding of the dynamics of deposits 

and banking stability in emerging economies, future studies can elaborate on this approach by 

adding more banks, more time, or additional macroeconomic factors. This paper indicates that 

sustainable economic growth and development of Bangladesh is pegged on a strong and stable 

banking system. The study concludes that private commercial bank in Bangladesh accumulated 

more deposit from the customers and disburse these to the profitability sectors but NPL 

negatively impact on bank stability. 
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VIF Test: 

 

Linear Robust Test: 
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 Cross-sectional Time -series FGLS Regression: 

 

 

Hausman Test: 
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Heteroskedasticity: 

 

 

 

Autocorrelation Test: 
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 Fixed Effect Regression Model: 
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