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Executive Summary

This study examines the impact of deposit growth rate on the stability of state-owned commercial
banks in Bangladesh, focusing on Sonali Bank PLC, Janata Bank PLC, and Agrani Bank PLC over
the period 2010-2024. Bank stability is measured using the Capital Adequacy Ratio (CAR), while
Deposit Growth Rate (DGR) is considered the primary explanatory variable. Additional control
variables include Loan-to-Deposit Ratio (LDR), Return on Assets (ROA), Cost of Fund (COF),
and Bank Size (BS).

The study is motivated by the increasing importance of deposit mobilization in Bangladesh’s
banking sector and the mixed findings in existing literature regarding its effect on financial
stability. While higher deposit growth generally enhances liquidity and lending capacity, excessive
growth may lead to inefficient fund allocation and increased risk-taking behavior. This creates a
need to empirically investigate the relationship within the context of state-owned commercial
banks, which often face structural challenges such as high non-performing loans and operational
inefficiencies.

Using secondary data collected from annual reports of the selected banks, the study employs panel
data analysis techniques to examine the relationship between the variables. The findings suggest
that deposit growth has a significant influence on bank stability, although the direction and
magnitude vary depending on other bank-specific factors. Variables such as ROA and bank size
positively contribute to stability, while LDR and cost of fund may have mixed or negative effects
depending on the context.

The study highlights that deposit growth alone cannot ensure financial stability; rather, it must be
supported by efficient management, proper risk control, and sound financial practices. The results
provide useful insights for policymakers, regulators, and bank management in formulating
strategies to strengthen the stability of the banking sector in Bangladesh.

However, the study is limited by its focus on a small sample of banks and reliance on secondary
data. Future research may incorporate more banks, longer time periods, and additional
macroeconomic variables to provide a more comprehensive understanding.
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Chapter 01: Introduction

1.1 Introduction

Banking stability plays a crucial role in determining the overall financial soundness and sustainable
economic growth of a country. In developing economies like Bangladesh, the banking sector acts
as the primary financial intermediary by mobilizing savings and channeling them into productive
investments. State-owned commercial banks (SOCBs) such as Sonali Bank Limited, Janata Bank
PLC., and Agrani Bank PLC. play a dominant role in this process due to their extensive branch
networks, government backing, and large deposit base. As a result, ensuring the stability of these
banks is essential for maintaining public confidence and supporting long-term economic
development (Bangladesh Bank, 2023; World Bank, 2020).

In recent years, deposit growth has received considerable attention as a key determinant of banking
stability. Deposits represent the primary source of funds for commercial banks, and a steady
increase in deposits indicates public trust and financial strength. An increase in deposits enhances
liquidity and allows banks to expand their lending and investment activities, thereby improving
financial performance (Demirgilic-Kunt & Huizinga, 2019). However, the relationship between
deposit growth and bank stability is not always straightforward. While moderate deposit growth
can strengthen stability, excessive growth may encourage aggressive lending practices and
increase exposure to credit risk if not properly managed (Berger & Bouwman, 2017; Levine, 2005)

Furthermore, the effectiveness of deposit growth in improving stability largely depends on how
efficiently banks utilize these funds. In many cases, rapid deposit growth without proper risk
management can lead to inefficient allocation of resources and deterioration in asset quality. This
is particularly relevant in the context of Bangladesh, where state-owned commercial banks have
historically faced challenges such as high levels of non-performing loans (NPLs), weak
governance, and operational inefficiencies (Rahman, 2019; Uddin & Suzuki, 2011). These
structural issues can undermine the positive effects of deposit growth and weaken the financial
stability of banks.

Bank stability is commonly measured using the Capital Adequacy Ratio (CAR), which reflects a
bank’s ability to absorb potential losses and remain solvent under adverse conditions (Basel
Committee on Banking Supervision, 2019). A higher CAR indicates a stronger capital base and
greater resilience to financial shocks. However, CAR is influenced not only by deposit growth but
also by several bank-specific factors such as Loan-to-Deposit Ratio (LDR), Return on Assets
(ROA), Cost of Fund (COF), Statutory Liquidity Ratio (SLR), and Bank Size (BS). These variables
capture different dimensions of banking performance, including liquidity management,
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profitability, cost efficiency, regulatory compliance, and operational scale (Sufian & Habibullah,
2010; Athanasoglou et al., 2008).

For instance, a higher LDR may indicate more aggressive lending behavior, which could increase
risk exposure, whereas higher ROA reflects better profitability and efficient use of assets.
Similarly, a higher cost of funds can reduce profit margins, thereby affecting overall stability. The
statutory liquidity ratio ensures that banks maintain a minimum level of liquid assets, which is
essential for meeting short-term obligations and maintaining financial discipline. Bank size also
plays a significant role, as larger banks may benefit from economies of scale but may also face
greater complexity in risk management (Athanasoglou et al., 2008; Levine, 2005).

Despite the importance of these relationships, previous empirical studies have produced mixed and
inconclusive findings. Some studies suggest that deposit growth enhances liquidity and stability,
while others argue that it may increase financial vulnerability through excessive risk-taking
(Berger & Bouwman, 2017; Sufian & Habibullah, 2010). Moreover, many studies are limited by
the use of outdated data, single-bank analysis, or simple econometric techniques that fail to capture
the dynamic nature of banking operations.

Therefore, this study aims to examine the impact of deposit growth rate on bank stability, measured
by the Capital Adequacy Ratio (CAR), using a panel dataset of selected state-owned commercial
banks in Bangladesh. The study also incorporates other important explanatory variables such as
LDR, ROA, COF, SLR, and bank size to provide a more comprehensive understanding of the
factors influencing banking stability. The findings of this study are expected to provide valuable
insights for policymakers, regulators, and bank management in formulating strategies to enhance
financial stability and improve the overall performance of the banking sector in Bangladesh.

1.2 Background of the study

The study provides the background of The banking sector is regarded as one of the most important
aspects of the financial system of a country, which is essential in churning up savings and directing
resources to develop the country economically. The role of state-owned commercial banks
(SOCBs) is especially significant in developing economies such as Bangladesh since they play an
important role in financial intermediation, promote government policy, and bring financial
inclusion to various sectors of the economy (Bangladesh Bank, 2023).

One of the issues that have grown in the recent years is the stability of banks, particularly following
the global financial crises and the rising financial risks. Stable banking system guarantees secure
depositor funds, and sustains the confidence of the populace and sustainable economic growth.
The Capital Adequacy Ratio (CAR) is one of the most important ratios that determine the stability
of banks by indicating that the bank can withstand financial shocks and remain afloat even in
adverse conditions (Basel Committee on Banking Supervision, 2019).
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Commercial banks mainly rely on deposits as their funding source and the increase in deposits
means that customers have confidence in the banking system. Increased Deposit Growth rate
(DGR) may increase the liquidity status of a bank and allow it to increase lending and investment.
The fast expansion of deposits can however result in poor use of funds or taking of more risks
unless dealt with in a proper manner. Thus, the connection between the increase in deposits and
the stability of banks is not a direct one and must be empirically investigated (Berger and
Bouwman, 2017).State-owned commercial banks in Bangladesh are particularly prone to structural
problems in terms of large volumes of non-performing loans (NPLs), operational inefficiencies,
and governance problems. These issues can undermine the beneficial effect of increasing deposit
on the stability of the entire bank. Consequently, the question of whether the increase in deposits
actually leads to the enhancement of capital positions of banks or not should be examined.

The study aims at investigating the effects of the deposit growth rate on bank stability, keeping in
view the other significant bank-specific variables Loan-to-Deposit Ratio (LDR), Return on Assets
(ROA), Cost of Fund (COF) and Bank Size (BS) that can also affect the financial performance and
stability of banks.

1.3 Problem Statement

The stability of the banking sector is a fundamental prerequisite for sustainable economic growth,
particularly in developing economies like Bangladesh where banks serve as the primary financial
intermediaries. State-owned commercial banks (SOCBs), including Sonali Bank Limited, Janata
Bank PLC., and Agrani Bank PLC., play a dominant role in mobilizing deposits, extending credit,
and supporting government-led economic activities. Due to their extensive branch networks and
public trust, these banks hold a significant portion of total deposits and assets in the banking
system. However, ensuring their financial stability has become increasingly challenging in recent
years due to structural inefficiencies, governance issues, and rising financial risks.

Deposit growth rate (DGR) is widely recognized as a critical indicator of a bank’s operational
strength and financial health. A steady increase in deposits enhances liquidity, enables banks to
expand lending, and supports investment activities, thereby contributing positively to bank
stability (Berger & Bouwman, 2017). However, the relationship between deposit growth and
stability is not always linear or positive. Rapid growth in deposits, if not efficiently managed, may
encourage excessive lending, deterioration in asset quality, and increased exposure to credit risk.
Conversely, slower deposit growth may constrain lending capacity and weaken profitability,
ultimately affecting stability. Therefore, understanding the true impact of deposit growth on bank
stability requires careful empirical investigation.

In the context of Bangladesh, SOCBs such as Sonali, Janata, and Agrani banks face persistent
challenges including high levels of non-performing loans (NPLs), inefficiencies in credit
allocation, weak governance structures, and relatively higher operational costs. These structural
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weaknesses can undermine the beneficial effects of deposit growth and negatively impact financial
stability (Rahman, 2019). For instance, even when deposits increase, ineffective utilization of
funds and poor risk management practices may prevent improvements in key stability indicators
such as the Capital Adequacy Ratio (CAR). As a result, an increase in deposits does not necessarily
guarantee enhanced stability in these banks.

Moreover, bank-specific factors such as Loan-to-Deposit Ratio (LDR), Return on Assets (ROA),
Cost of Fund (COF), Statutory Liquidity Ratio (SLR), and Bank Size (BS) play significant roles
in determining bank stability. These variables reflect different dimensions of banking operations,
including liquidity management, profitability, cost efficiency, regulatory compliance, and scale of
operations. For example, a higher LDR may indicate aggressive lending behavior, which could
increase risk, while higher ROA reflects better profitability and efficient asset utilization.
Similarly, a higher cost of funds may reduce profit margins, thereby affecting stability. The
combined influence of these factors alongside deposit growth necessitates a comprehensive
analytical framework.

Despite the importance of these relationships, existing empirical studies provide mixed and
inconclusive findings. While some researchers argue that deposit growth enhances liquidity and
strengthens stability, others suggest that it may increase financial vulnerability due to over-lending
and inefficient resource allocation (Sufian & Habibullah, 2010). Additionally, many previous
studies are limited in scope, often focusing on a single bank, using outdated data, or applying basic
econometric models that fail to account for unobserved heterogeneity and dynamic relationships
among variables.

Furthermore, there is a noticeable lack of recent and comprehensive studies that simultaneously
examine multiple SOCBs in Bangladesh using updated data and robust econometric techniques.
Given the significant role of Sonali, Janata, and Agrani banks in the financial system, a
comparative and integrated analysis of these institutions is essential to better understand the
determinants of their stability.

Therefore, this study aims to address these gaps by investigating the impact of deposit growth rate
on bank stability for Sonali Bank Limited, Janata Bank PLC., and Agrani Bank PLC., using Capital
Adequacy Ratio (CAR) as a proxy for stability. The study also incorporates key explanatory
variables such as LDR, ROA, COF, SLR, and bank size to provide a more comprehensive
understanding of the factors influencing stability. The findings are expected to contribute to the
existing literature and provide valuable insights for policymakers, regulators, and bank
management in designing effective strategies to enhance financial stability in Bangladesh’s state-
owned banking sector.
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1.4 Significance of the Study.

The study is significant in that it gives empirical data concerning the connection of the growth of
deposit and the stability of the bank in the setting of Bangladesh, especially to the state-owned
commercial banks. The results of this research will be helpful to the policy, bank management, and
financial analysts in their interpretation of whether the rise of deposits is enough to bring about
financial stability.

The report will also assist the bank authorities to make a wise decision on how to manage funds,
lending behaviors and cost management to enhance capital adequacy. Furthermore, it adds to the
current literature by pointing to the role of important bank-specific variables including LDR, ROA,
COF, and Bank Size in affecting stability.

Moreover, the findings of the given research can be used by the regulatory authorities to develop
effective policies to enhance financial stability of the banking industry and promote long-term
financial performance.

1.5 Scope of the Study
The scope of the study will be as follows:

This report explores the effects of the rate of deposit growth on bank stability in the selected state-
owned commercial banks in Bangladesh using panel data analysis. The Capital Adequacy Ratio
(CAR) is the measure of the bank stability and the Deposit Growth Rate (DGR) is regarded as the
key explanatory variable.

The study will cover the following aspects:

= A balanced panel data of 30 observations (3 banks in 10 years)

= Narrow attention of sampled state-owned commercial banks in Bangladesh (Janata Bank
PLC, Agrani Bank PLC and Sonali Bank PLC).

= Analysis of fundamental bank specific variables, such as Deposit Growth Rate (DGR),
Loan-to-Deposit Ratio (LDR), Return on Assets (ROA), Cost of Fund (COF) and Bank
Size (BS).

= Panel econometric models (Pooled OLS, Fixed Effect and Random Effect models).

= Model selection and diagnostic tests such as the Hausman test and autocorrelation test
(xtserial) have been used.

= Bank Size (InTA) measurement.

= Use of secondary information based on annual reports and financial statements of the
sampled banks.
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The study has limitations in various ways, however. It takes into account few banks because of

availability of data and only internal bank-specific variables. It does not include macro economic

factors like inflation, interest rates and GDP growth which also can affect the stability of
banks.Regardless of these drawbacks, the study offers some useful information on the connection
between increasing deposits and a stable bank within the framework of Bangladesh.

1.6 Research Question

How does deposit growth rate affect the stability of the bank (in terms of Capital Adequacy
Ratio) of selected state-owned commercial banks in Bangladesh?

Sub-questions:

Does the rate of deposit growth have effect on the capital adequacy of the banks?

What is the relationship between other variables like (Loan-to-Deposit Ratio (LDR),
Return on Assets (ROA), Cost of Fund (COF) and Bank Size (BS)) and bank stability?
Can the growth of deposits be considered as a guarantee to financial stability of the banking
industry?

How does deposit growth influence the liquidity position of the banks?

Is there any significant long-run relationship between deposit growth and bank stability?
How does bank size moderate the relationship between deposit growth and stability?
Does a higher loan-to-deposit ratio (LDR) increase financial risk in state-owned banks?
What is the impact of cost of fund (COF) on the profitability and stability of banks?

1.7 Objectives of the study

General objective

The primary aim of the research is to investigate how the deposit growth rate affects the
stability of the banks of the chosen state-owned commercial banks in Bangladesh.

Specific Objectives

To examine the impact of Deposit Growth Rate (DGR) on bank stability, in terms of Capital
Adequacy Ratio (CAR).

To test the effect of the Loan-to-Deposit Ratio (LDR) on the bank stability.

To evaluate the relationship between Return on Assets (ROA) and bank stability.

To determine the effects of Cost of Fund (COF) on the capital strength of banks.

To examine how the Bank Size (BS) affects bank stability.
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Chapter 2: Literature Review

2.1 Conceptual Background

Bank stability is a pillar of a well-performing financial system in the sense that it guarantees
stability of financial institutions to economic shocks, protection of funds in deposits, and
sustainable economic growth. A sound banking industry boosts the financial intermediation
through effective mobilization of savings and investment in productive activities. On the other
hand, the instability of the banking sector may trigger financial crisis, loss of the confidence of
people and critical impacts on the economy (Beck et al., 2013).

The Capital Adequacy Ratio (CAR) is one of the most popular ratios used to determine the stability
of banks as it indicates how a bank can absorb losses whilst still being in business. CAR is available
as a ratio between the capital of the bank and its risk-weighted assets and is one of the important
regulatory mandates according to the Basel framework (Basel Committee on Banking Supervision,
2019). Higher CAR means a greater financial stability and reduced likelihood of bankruptcy.

Deposit Growth Rate (DGR) is an important indicator of the funding strength of a bank, and
indicates the degree of confidence that the people have in the banking system. Commercial banks
rely on deposits as the main source of funds and continuing growth in deposits increases the
liquidity and this allows banks to increase their lending and investment operations. The financial
intermediation theory has it that banks are intermediaries between the savers and the borrowers
and that the deposit mobilization is crucial in such an arrangement (Allen et al,
2014).Nevertheless, the correlation between the growth of deposits and stability of banks is not
entirely linear. Moderate increase in deposits enhances liquidity and financial capacity, but too
much or too fast increase in deposits can result in inefficient use of the funds or aggressive lending
habits. This may augment credit risk and destabilize finances when not handled well (Berger and
Bouwman, 2017).

The liquidity theory of banking also elaborates on how deposits help to stabilize the situation. The
classical approach by Diamond and Dybvig (1983) reveals that banks offer liquidity transformation
by transforming deposits that are short-term into long-term loans. This role increases the efficiency
of the economy but it subject the banks to a liquidity risk and even a run on the banks in case of
lack of confidence among the depositors.Besides the growth of deposits, other bank-specific
factors have a significant impact on stability. Loan-to-Deposit Ratio (LDR) represents the ratio of
deposits that are lent out to borrowers and is a significant factor that is used to gauge the risk of
liquidity. An increased LDR implies more aggressive lending that can lead to higher profits,
however, it also increases the chances of default and financial instability.

Another important factor of bank stability is Return on Assets (ROA), which is an indicator of
efficiency of managers and profitability. Increased profitability allows banks to accumulate
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internal capital buffers and, thus, increases their ability to absorb financial shocks (Goddard et al.,
2004).

Cost of Fund (COF) is the price paid by banks to get financial assets. Increase in funding costs
causes a fall in net interest margins and profitability that can undermine financial stability in the
long run (Maudos & De Guevara, 2004).

Bank Size (BS) is another important factor of stability. The economy of scale, risk diversification
and accessibility to capital markets are often enjoyed by larger banks and can promote stability.
Nevertheless, they can also experience greater complexity in their operation and systemic risk,
which yield mixed empirical results (Boyd and Runkle, 1993; Sufian and Habibullah, 2021).Bank
stability is, in general, the effect of a complex of factors such as growth in deposits, profitability,
liquidity control, and cost-effectiveness. Thus, these variables cannot be examined individually
and instead have to be considered as a system to have a complete picture of the banking stability..

2.2 Empirical Review

There is an extensive amount of empirical literature on the determinants of bank stability, and
especially the deposit growth and the profitability, liquidity, and risk factors. Nevertheless, the
results of the research in different studies are inconclusive and situational. According to Berger and
Bouwman (2017), the evidence is that deposit growth has a positive contribution to the liquidity
creation and ability of banks to facilitate economic activities. According to their research, banks
that have a greater deposit inflow are in a better position to increase lending and enhance financial
performance. However, they also warn that a high rate of deposit growth can promote risk-taking
behavior that can result in instability.

Demirguc-Kunt and Huizinga (2019) note that the funding structure is a crucial factor in measure
the banks adctivities. There results show that banks that depend on deposits as a source of funds
are more stable than those that depend on funding through the market. Nevertheless, the success
of the deposit financing relies on the efficiency of the funds expenditure to a great extent.

Beck etal. (2013) compare cross-country data and discover that competition and structural features
in the banking sector have a significant impact on the stability. Their research indicates that
institutional quality and regulatory environments are important in influencing the correlation
between bank specific variables and stability.The connection between stability and lending
behavior has also been a topic of study. Higher Loan-to-Deposit Ratios are linked with a greater
credit risk and non-performing loans that have a negative impact on the stability of banks, as
concluded by Louzis et al. (2012). This implies that violent lending policies may destroy financial
stability unless they are backed with appropriate risk management behaviors.One of the most
important factors of bank stability has always been profitability. Goddard et al. (2004) show that
more profitable banks can more easily sustain sufficient levels of capital, and absorb financial
shocks. On the same note, Athanasoglou et al. (2020) discover that efficiency, quality of assets,
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and cost management are specific bank-specific elements that have a considerable impact on
profitability and, therefore, stability.

Another key determinant is cost effectiveness. Maudos and De Guevara (2004) demonstrate that
increased cost of funding lowers the interest margins and deteriorates the performance of the
banks. This in its turn affects financial stability in a negative way especially in a highly competitive
banking environment.The effects of the bank size on the stability have yielded conflicting
literature. Boyd and Runkle (1993) claim that bigger banks are more stable because of the benefits
of diversification. Other studies however indicate that big banks might have a higher risk of doing
risky things and thus exposed to financial shocks.When considering developing economies, Allen
et al. (2014) emphasize that structural vulnerabilities, regulatory inefficiencies, and governance
problems can have an important impact on the banking stability. High non-performing loans,
inefficiency and political interference are some of the challenges in state-owned commercial banks
in countries such as Bangladesh, which can undermine the positive impact of increased deposit
growth.

Although there is an abundance of literature, there is a dearth of studies that directly deal with the
direct influence of Deposit Growth Rate on the stability of the bank in developing countries
through panel data techniques. Besides, numerous available studies are based on the conventional
econometric methods that fail to adequately address the unobserved heterogeneity among
banks.Thus, the current study has an addition to the existing literature by using sophisticated panel
data methodology to test the association between deposit expansion and bank stability in the setting
of Bangladesh and gives more solid and context-related findings.

2.3 Research Gap

Even though past research has identified several determinants of bank stability, relatively little
attention has been given to the direct impact of deposit growth rate on the stability of banks,
particularly in developing economies such as Bangladesh. Most existing studies have primarily
focused on traditional indicators such as profitability, liquidity, and risk management, while the
role of deposit growth remains less explored and often inconclusive. As a result, the relationship
between deposit growth and bank stability is still not clearly established in the literature.

Deposit growth is generally considered a positive indicator, reflecting public confidence in the
banking system and providing banks with the necessary funds to expand their lending and
investment activities. However, the effect of deposit growth on stability is not always
straightforward. In some cases, rapid growth in deposits may encourage aggressive lending
practices, which can increase credit risk and negatively affect the overall stability of banks if not
managed efficiently. Therefore, the actual impact of deposit growth on bank stability requires
deeper empirical investigation.
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Moreover, state-owned commercial banks in Bangladesh, such as Sonali Bank Limited, Janata
Bank PLC., and Agrani Bank PLC., face unique structural challenges. These include high levels
of non-performing loans (NPLs), operational inefficiencies, weak governance structures, and
limitations in risk management practices. Such issues can weaken the positive influence of deposit
growth and create uncertainty regarding its effect on financial stability. Consequently, the
relationship between deposit growth and bank stability in the context of these banks becomes more
complex and context-specific.

In addition, there is a lack of comprehensive studies that examine multiple state-owned
commercial banks simultaneously using recent data and appropriate econometric techniques.
Many previous studies are limited in scope, focusing on single institutions or relying on outdated
datasets, which restricts the generalizability of their findings. This indicates a clear gap in the
literature, particularly in the context of Bangladesh.

Therefore, it is necessary to conduct a focused empirical study to analyze how deposit growth rate
affects bank stability, measured by the Capital Adequacy Ratio (CAR), while also considering
other relevant bank-specific variables such as Loan-to-Deposit Ratio (LDR), Return on Assets
(ROA), Cost of Fund (COF), and Bank Size (BS).As such, this research aims to address this gap
by investigating the impact of deposit growth rate on the stability of selected state-owned
commercial banks in Bangladesh, providing insights that may help policymakers and bank
management improve financial stability and decision-making.

2.4 Theoretical Background and Hypothesis Development.

The theoretical framework of this research is premised on the well-established financial and
banking theories that describe the association between the growth of deposits and the stability of
banks. The most significant theories and the relationships that are to be expected are discussed
below:

1. Bank Stability and Deposit Growth rate (DGR).

The growth of deposits indicates the capacity of a bank to lure deposits and increase the financial
base. Financial intermediation theory suggests that increase in growth of deposits increases
liquidity and stability of the bank.

Empirical evidence indicates that higher deposits enhance lending ability and financial strength.
H1: Deposit Growth Rate is significantly positively related to Capital Adequacy Ratio.
2. Bank Stability and Loan to Deposit Ratio (LDR).

LDR shows the extent of deposits lent out. The liquidity risk theory points out that the greater the
LDR, the greater the exposure of risk and less stability due to excessive lending.
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H2: Loan-to-Deposit Ratio and Capitals Adequacy Ratio show a significant negative
relationship.

3. Bank Stability and Return on Assets (ROA).

ROA indicates profitability and effective utilization of assets. Profitability theory states that
increased profitability fortifies the capital and enhances financial stability

H3: Return on Assets and Capital Adequacy Ratio have significant positive relationship.
4. Cost of Fund (COF) and Stability of Banks.

Cost of fund is the cost of accessing funds. Increased expenses decrease the profit margin and
financial capacity.

H4: There is a significant negative relationship between Cost of Fund and Capital Adequacy
Ratio.

5. Bank Size (BS) and Bank Stability.

Economies of scale theory holds that bigger banks can have the advantage of diversification and
scale of operations that enhance stability. Nevertheless, large size can also bring the complexity.

HS: There is a real relationship between Bank Size and Capital Adequacy Ratio.

2.5 Conceptual Framework

This research has a conceptual framework that is founded on the correlation between bank specific
variables and bank stability. The primary independent variable is Deposit Growth Rate (DGR) and
the control variables are Loan-to-Deposit Ratio (LDR), Return on Assets (ROA), Cost of Fund
(COF) and Bank Size (BS). The dependent variable is the Capital Adequacy Ratio (CAR) that
measures bank stability.

The framework further indicates that the growth rate in deposits might affect the stability of the
banks, but this is also conditional on the efficiency of the banks in the management of their lending
procedures, profitability and the cost of funds. Bank stability therefore is a product of a
combination of various internal factors and not a singular variable.

DGR, LDR, ROA, COF, BS — CAR .This model emphasizes the fact that increasing the rate of
deposits is not enough to guarantee financial stability and proper financial management is a key to
the existence of a sound banking system.
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Chapter: 3 Organizational Profile

3.1 Overview of Sonali Bank PLC

Sonali Bank PLC is a state owned commercial bank, the biggest in Bangladesh. It was formed
through a merger of various banks, such as National Bank of Pakistan, Bank of Bahawalpur and
premier bank, under the Bangladesh Banks (Nationalization) Order of 1972. The bank was later
reorganized and registered as Sonali Bank PLC on June 3, 2007, in order to enhance efficiency in
its operations and quality of services. The Bangladesh Bank granted its banking license on June 5,
2007, and it started functioning as a corporate entity from November 15, 2007 through a vendor
agreement with the Government of Bangladesh.

Sonali Bank has over time diversified its operations by engaging in other activities other than the
traditional banking. It also set up a subsidiary, Sonali Investment Limited, in 2009 to encourage
investment and economic growth. Currently, the bank has an extensive network of branches both
locally and overseas. The majority of the branches are within Bangladesh, both rural and urban,
and some of the branches are in other countries, such as India.

The bank transacts in foreign trade via the branches of the authorized dealers and has
correspondent relations with many foreign banks. A well-organized administrative system (such
as anumber of departments at the head office and countrywide regional offices) helps it to conduct
its business. Sonali Bank provides financial solutions to millions of customers in a variety of
financial products and services.

Sonali Bank (UK) Limited has a presence in the United Kingdom, and has representative offices
in the Middle East. The bank is significant in ensuring remittances among the Bangladeshi
expatriates working in foreign countries. It also works with the exchange houses and financial
institutions in other nations so as to provide easy and safe remittance services.

Vision

To be a leading state owned commercial bank in Bangladesh with excellent global presence, with
good service, management and financial stability.

Mission

To deliver a wide variety of quality financial products and services that satisfy the customer needs,
generate value to the stakeholders and to make a contribution towards the overall socio-economic
development of the country.
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Strategic objectives:

= Strengthen financial stability (maintain CAR)
= Enhance deposit mobilization

= Improve asset quality (reduce NPLs)

= Increase profitability

= Expand lending to productive sectors

= Promote digital banking services

= Ensure regulatory compliance

= Improve operational efficiency

= Enhance customer satisfaction

= Strengthen corporate governance

Corporate Profile of Sonali Bank PLC:

Name of the Company :Sonali Bank PLC

Chairman (Current Charge) :Muhammed Mahbubur Rahman

Managing Director & Chief Executive Officer :Md. Shawkat Ali Khan

Company Secretary:Md. Mahtab Hossain

Legal Status :Public Limited Company

Genesis :Emerged as a nationalized commercial bank in 1972, following the Bangladesh Bank
(Nationalization) Order 1972 (PO No. 26 of 1972), by merging the National Bank of Pakistan,
Bank of Bahawalpur, and Premier Bank.

Date of Incorporation : 03 June, 2007

Date of Vendor's Agreement: 15 November, 2007

Registered Office :35-42, 44 Motijheel Commercial Area, Dhaka, Bangladesh

Authorised Capital  :Taka 6000.00 Crore

Paid-up Capital :Taka 4530.00 Crore

Number of Employee :18,187

Number of Branches :1234

Phone-PABX :0257161080-88

FAX :88-02-9561410, 9552007

SWIFT:BSONBDDH

Website:https://www.sonalibank.com.bd

E-mail :info@sonalibank.com.bd
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3.2 Overview of Agrani Bank PL.C

Agrani Bank PLC is a number one state owned commercial bank in Bangladesh and it contributes
a great part in the financial system of Bangladesh. The bank was set up in 1972, under the
nationalization of a few commercial banks after the independence of Bangladesh. It has grown
over the years to become a modern financial institution through the implementation of new
technologies and the extension of its banking services.

Agrani Bank is credited with the introduction of agent banking services to Bangladesh which has
seen the extension of financial services to rural and underserved groups. Besides traditional
banking, the bank also has Islamic banking services in some of its branches to cater to the
requirements of various customer segments.

The bank has a broad network of branches and agent outlets in the country where the customers
can easily access it both in town and in the rural areas. It also has links with foreign banks and
exchange houses to provide international trade and remittance services. Agrani Bank remains
involved in the economic development through financing diverse sectors including agriculture,
industry and small businesses.

Vision

To be a contemporary, effective, and customer-oriented bank that guarantees sustainable
development and promotes global competitiveness of the country.

Mission

To provide innovative and quality banking services to its customers using talented human
resources, new technology and good ethical conduct, and help the national economic growth.

Strategic Objectives

= To increase banking services to the rural and unbanked communities.
= To enhance quality of services with the help of digital transformation.
= In order to enhance risk management and financial stability.

= To gain customer satisfaction and confidence.

= In order to develop the personnel skills and productivity.

= To promote transparency and accountability

= In order to boost investment in productive sectors.

= To boost remittance inflow and foreign trade

= In order to achieve sustainable and inclusive growth.
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Corporate Profile Of Agrani Bank PLC:

Name of the Company : Agrani Bank PLC

Chairman : Syed Abu Naser Bukhtear Ahmed

Managing Director & Chief Executive Officer : Md. Anwarul Islam
Company Secretary : Md. Rafiqul Islam

Legal Status : Public Limited Company

Genesis : Established as a nationalized commercial bank in 1972 after independence of
Bangladesh

Date of Incorporation : 17 May 2007

Registered Office : Motijheel Commercial Area Dhaka Bangladesh
Authorised Capital : Taka 6000.00 Crore

Paid-up Capital : Taka 3000.00 Crore

Number of Employees : 11000+

Number of Branches : 950+

Phone-PABX : 02-9566153

FAX : 88-02-9562346

SWIFT : AGBKBDDH

Website : https://www.agranibank.org

E-mail : info@agranibank.org

3.3 Overview of Janata Bank PLC

The second largest bank in Bangladesh which is a state owned commercial bank is Janata Bank
PLC and is a crucial bank in the banking sector of Bangladesh. The nationalization policy of the
government saw the merger of the United Bank Limited and Union Bank Limited to form the
present Bank.

The bank offers a broad spectrum of financial services such as deposits, loans, financing
international trade and remittance services. Janata Bank has many branches in the country and
even a few branches abroad which means that it has banking services to a wide range of customers.

Janata Bank is also participating in economic development by funding sectors that are critical like
agriculture, industry and small and medium enterprises (SMEs). It also has good standing with the
foreign correspondents so that it can carry out international transactions and the inflow of
remittance.
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Vision

To be a reliable and competitive banking institution in the region and worldwide by being excellent
in service and innovation.

Mission

To offer effective, customer-focused financial services through good governance, modern banking
practices and to act towards sustainable economic development.

Strategic Objectives

= To ensure good financial performance and capital adequacy.

= To raise the level of customer service and customer satisfaction.
= To embrace new banking technologies and systems.

= To enhance internal control and practices of governance.

= To grow loan and deposit portfolio.

= To enhance recovery of bad loans.

= To create high performance and motivated human resources.

= To expand the involvement in global trade and remittances.

® In order to promote ethical and transparent banking practices.

Corporate Profile of Janata Bank PLC

Corporate Profile of Janata Bank PLC

Name of the Company : Janata Bank PLC

Chairman : Md. Abul Kalam Azad

Managing Director & Chief Executive Officer : Md. Abdus Salam Azad
Company Secretary : Md. Abdus Salam

Legal Status : Public Limited Company

Genesis : Established as a nationalized commercial bank in 1972 after independence of
Bangladesh

Date of Incorporation : 15 November 2007

Registered Office : Motijheel Commercial Area Dhaka Bangladesh
Authorised Capital : Taka 6000.00 Crore

Paid-up Capital : Taka 3000.00 Crore

Number of Employees : 15000+

Number of Branches : 900+

Phone-PABX : 02-9550418-20

FAX : 88-02-9564122

SWIFT : JANBBDDH

Website : https://www.janatabank-bd.com

E-mail : info@janatabank-bd.com
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3.4 Operational activities of selected state-owned commercial banks (Sonali,

Janata and Agrani)

Activities

Description

Relevance to Study

Deposit mobilization

The banks collect deposits from individuals,
businesses, and government institutions through
various deposit schemes such as savings,
current, and fixed deposits.

deposit growth rate
(DGR), Determines
which is the core
variable of the study.

Loans and advances

Loans & Advances  Banks provide short-term
and long-term loans to different sectors
including agriculture, industry, trade, and SMEs
to support economic activies

Used to calculate Loan-
to-Deposit Ratio (LDR)
and reflects lending
behavior affecting
stability.

Foreign trade and
services

Foreign Trade Services Facilitation of
import and export financing through letters of
credit (LC), guarantees, and other trade-related
services

Contributes to income
generation and overall
financial performance.

Remittance services

Remittance Services Handling inward and
outward remittances, especially from
expatriates, through international banking
channels.

Increases deposit base
and strengthens
liquidity position

regulations, including SLR and CRR
requirements.

Investment Investment Operations Investment in Ensures safe income

operations government securities, treasury bills, bonds, and | and supports financial
other financial instruments stability.

Liquidity Liquidity Management Maintaining required Ensures the bank’s

management liquidity levels as per Bangladesh Bank ability to meet short-

term obligations and
maintain stability.

Risk management

Risk Management Managing credit risk,
operational risk, and market risk through
internal policies and regulatory compliance.

impacts bank stability
and capital adequacy
(CAR).

Without it they are working with huge network and operations, digital banking services and
government and public services which are providing online banking mobile banking ATM

services and electronic fund transfer without it handling government transactions seller
disbursement pension payments and public fund management also.

26




3.5 Relevance to the Study

The selection of Sonali Bank Limited, Janata Bank PLC., and Agrani Bank PLC. is justified
based on the following reasons:

These are major state-owned commercial banks (SOCBs) in Bangladesh

They hold a large share of total deposits and assets

They play a significant role in economic development and financial intermediation
Availability of reliable financial data for analysis

Presence of structural challenges, making them suitable for examining stability issues
Helps to analyze the impact of deposit growth rate (DGR) on bank stability (CAR)
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Chapter 4: Methodology

4.1 Nature of the Study

This study is analytical and quantitative in nature. It aims to examine the relationship between
deposit growth rate and bank stability in selected state-owned commercial banks in Bangladesh.
The study investigates how deposit growth and other bank-specific financial indicators influence
the capital adequacy and overall stability of banks. The objective is to identify whether a significant
relationship exists between the dependent and independent variables.

4.2 Types and Sources of Data
The study is based on secondary data. Data have been collected from:

= Annual reports of selected state-owned commercial banks
= Financial statements (balance sheet and income statement)
= Bangladesh Bank publication

The data cover a period of 10 years, providing a time-series and cross-sectional (panel) dataset.

4.3 Target Population and Sample Selection

The target population of the study includes all state-owned commercial banks in Bangladesh.
However, due to data availability constraints, the sample consists of three major banks:

= Janata Bank PLC
= Agrani Bank PLC
=  Sonali Bank PLC

The study uses a balanced panel dataset with 3 banks over 10 years, resulting in 30 observations.

4.4 Model Specification

To examine the impact of deposit growth rate on bank stability, the following panel regression
model is used:

CAR _it = Bo + piDGR_it + B-LDR_it + BsROA_it + B«COF _it + BsBS_it + _it

Where:
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CAR = Capital Adequacy Ratio
DGR = Deposit Growth Rate
LDR = Loan to Deposit Ratio
ROA = Return on Assets

COF = Cost of Fund

BS = Bank Size

i = individual bank

t = time period (year)

g it = error term

Independent Variables

DGR

LDR

Dependent Variable

ROA

COF

BS

CAR
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4.5 Variables and Their Sources

Depndent variable

Definition

Source

CAR

CAR is used as a proxy for bank stability. It
quantifies the sufficiency of bank capital in
comparison with its risk-weighted assets and shows
the capability of a bank to withstand financial
shocks

(Basel
Committee  on
Banking
Supervision,
2019).

Independent Variable

DGR

DGR is calculated as the percentage change in total
deposits annually. It indicates the increase in the
number of deposits of customers and trust in the
banking system

(Demirguc-Kunt
and  Huizinga,
2019).

LDR

LDR = total loans/ total deposits. It reflects the
lending intensity and liquidity risk. An enhanced
LDR can amplify the credit risk and decrease the
stability

(Berger and
Bouwman,

2017).

ROA

ROA is the profitability and efficiency of banks.
Increased profitability leads to more internal capital

formation and has a positive impact on the stability
of banks

(Sufian
Habibullah,
2021).

and

COF

COF is the expense that banks incur to get money.
Increased funding expenses decrease profitability
and can have an adverse impact on the stability of
banks

(Athanasoglou et
al., 2020).

BS

Bank Size is a natural logarithm of total assets
(InTA). It depicts the size of the bank and can affect
stability due to the economies of scale and
diversification

(Sufian and
Habibullah,

2021)

4.6 Estimation Techniques

The study employs panel data regression techniques, including:

Pooled Ordinary Least Squares (Pooled OLS):

Assumes no individual bank effect and estimates a common regression.

Fixed Effect Model (FE):

Controls for unobserved bank-specific characteristics that remain constant over time.
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Random Effect Model (RE):

Assumes that individual effects are random and uncorrelated with explanatory variables

4.7 Model Selection Test

To determine the most appropriate model, the Hausman specification test is applied. The null
hypothesis assumes that the Random Effect model is appropriate.Based on the test results (p-value
< 0.05), the null hypothesis is rejected, indicating that the Fixed Effect model is more suitable.
Therefore, the Fixed Effect model is selected as the final model for analysis.

4.8 Diagnostic Tests
To ensure the reliability of the results, several diagnostic tests are conducted:

= Correlation Analysis: To check the relationship among variables
= Autocorrelation Test (xtserial): To detect serial correlation in panel data
= Qutlier Check (extremes): To identify extreme values in the dataset

4.9 Software Used

The data analysis is conducted using Stata software. Various commands such as "reg", "xtreg",
"hausman", and "xtserial" are used to perform regression analysis and diagnostic testing.
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Chapter 5:Data Analysis

5.1 Data Analysis

This chapter gives the empirical analysis and results of the study. The main aim of the chapter is
to focus on the effect of Deposit Growth Rate (DGR) on bank stability in terms of the Capital
Adequacy Ratio (CAR) during the years 2015-2024.There is also shown the 10 year trend anlysis
of the DGR and CAR to understand the situation banking stability and data reliability. The analysis
is performed with the help of Stata software and is systematic. To summarize the data
characteristics, first, descriptive statistics will be presented. Second, a pairwise correlation matrix
is tested to evaluate the correlation between variables. Third, an Ordinary Least Squares (OLS)
regression equation is estimated.The Variance Inflation Factor (VIF) test is then performed to test
the multicollinearity of independent variables. Then, Fixed Effect (FE) and Random Effect (RE)
panel data regression models are estimated.Lastly, Hausman test is used to choose the best model
between Fixed Effect and Random Effect models.

5.2 Trend Analysis
CAR:

Trend of CAR (2015-2024)

10 A

Capital Adequacy Ratio (CAR)
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== Agrani Bank i
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Interpretation of CAR Trend

The trend of Capital Adequacy Ratio (CAR) of Sonali Bank, Janata Bank and Agrani bank between
the years 2015-2024 indicate that there is a clear difference in the financial strength of the
banks.The CAR of Sonali Bank remained relatively stable during the period under study with an
approximate range of 10.02 per cent to 10.35 per cent. This consistency means that the bank has
been capable of having adequate capital over its risk-weighted assets, showing a stable financial
status.

Conversely, Janata Bank has initially kept its CAR at greater than 10 percent over the years 2015-
2019; nevertheless, it is evident that it has been decreasing since 2020. The ratio decreased
approximately 10.05 percent in 2020 to 0.93 percent in 2024, which is a severe worsening of the
capital adequacy and the financial risk.Similarly, Agrani Bank shows a stable CAR close to 10%
up to 2020, but thereafter a significant downward trend is observed. The CAR fell significantly in
2024 to 1.86% compared to the 2020 figure of about 10.01% indicating a loss of capital strength
and the capacity to withstand financial shocks.

Atlast The analysis shows that Sonali Bank has a stronger financial position, as compared to Janata
and Agrani Banks that are characterized by a decreasing capital adequacy that could be associated
with the presence of more non-performing loans, reduced profitability, and risk exposure.

DGR:
Trend of DGR (2015-2024)
=®= Sonali Bank
! 8= Janata Bank
\ == Agrani Bank
20 - "

15 4
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Deposit Growth Rate (DGR)
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2015 2016 2017 2018 2019 2020 2021 2022 2023 2024
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Interpretation of DGR Trend

The trend of the Deposit Growth rate (DGR) of the chosen banks shows that it has been fluctuating
considerably throughout the period of the study.Sonali Bank has a growth trend characterized by
a relatively stable yet fluctuating growth pattern. The DGR peaked at an approximate of 19.1 per
cent in 2016, then declined after that with moderate increases thereafter reaching an approximation
0f 9.56 per cent in 2024. This shows a moderate but stable growth of deposits.

The trend in the growth of deposits at Janata Bank is volatile. The DGR increased significantly to
around 23.32% in 2021, but also recorded negative growth in certain years, such as -0.16% in 2022
and -0.47% in 2024. Such volatility implies that there is instability in deposit mobilization and
depositor confidence.

The growth of deposits of Agrani Bank is rather low over the period. Even though positive growth
can be noted, the rates are fairly low, even negative in specific years (e.g., -0.077 in 2022), which
means that it performs worse in terms of attracting deposits.

Overall The undulating and occasionally negative DGR, especially in Janata and Agrani Banks,
shows irregularity in the increase of deposits, which can have negative implications on liquidity
and the financial stability in general.

The analysis of CAR and DGR combined indicates that banks that maintain a stable capital
adequacy and stable deposit growth are in a better financial position like Sonali Bank, compared
to those whose CAR is declining and DGR is fluctuating, which pose a greater financial risk and
instability.

5.3:Descriptive Statistics of the Dependent and Independent Variables.

The descriptive statistics give an overview of the central tendency, dispersion, and distribution of
all the variables in the study. The panel data is balanced having 30 observations of three state
owned commercial banks during 10 years.

Descriptive Statistics of all variables (N = 30).
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Variable Mean SD Min Max Median Skewness Kurtosis

CAR 9.018 2431 0.930 10.69 10.045 -2.361 7.521
DGR 5.533 6.411 -0.470 23.32 4.16 1.21 3.848
LDR 65.861 12.087 46.570 90.13 64.425 31 2.043
ROA .083 .553 -2.090 1 135 -2.323 9.811
COF 6.061 1.561 3.460 9.06 6.29 -.005 2.192
BS 12.642 2.045 3.690 14.17 13.455 -2.901 13.245

Descriptive Statistics Interpretation:

With 30 observations, the model will give a summary of the descriptive statistics of the dependent
variable and the independent variable throughout the study.

It is clear that the dependent variable, Capital Adequacy Ratio (CAR) is 9.018 with a minimum
value of 0.930 and a maximum of 10.69. This implies that the average level of capital adequacy in
the sampled banks is near to regulatory requirements, though there are some differences in the
banks and yearly. The standard deviation of 2.431 indicates that there are moderate changes in the
capital strength over time.

The independent variable, Deposit Growth Rate (DGR) has a mean of 5.533, minimum of -0.470,
and maximum 23.32. This means that there is a huge fluctuation in the deposit growth with some
quarters recording negative growth. The large variation signifies the instability in the deposit
mobilization in the sample banks.

The Loan-to-Deposit Ratio (LDR) has a mean of 65.861, a low 0f46.570 and a high of 90.13. This
implies that on average, banks send out 66 percent of their deposits as loans. The diverse spectrum
indicates the variations in lending practices and risk exposure across the banks.

Mean value of the Return on Assets (ROA), which is a measure of profitability, equals 0.083,
having the lowest value of -2.090 and the highest value of 1. This means that the degree of
profitability is poor and volatile with some of the banks registering losses at some times.

The average of Cost of Fund (COF) is 6.061 with the lowest amount of 3.460 and the highest
amount of 9.06. This implies that the costs of funds raised by banks are moderate and it can have
impacts on their profitability and stability.

Lastly, Bank Size (BS), which is a natural logarithm of total assets, has a mean of 12.642, minimum
of 3.690 and a maximum of 14.17. This means that there is a significant difference in the size of
banks, as it shows a difference in the size of operations and financial ability of the chosen banks.

In sum, the descriptive statistics indicate that the banks have a moderate level of capital adequacy,
but there is great dispersion in terms of growth of deposits, profitability and cost of funds, which
can be a key element in the stability of the banks.

35



5.4 Correlation Analysis

The pairwise correlation table shows the interaction between the dependent and independent
variables in the research. It assists in determining the direction and strength of association among
variables as well as gives an initial clue as to possible multicollinearity problems.

Table : Pairwise Correlation Matrix.

Variables (1) ) 3) ) 5) (6)
(1) CAR 1.000

(2) DGR 0.301  1.000
(0.107)

(3) LDR 0.618  -0.151  1.000
(0.000)  (0.427)

(4) ROA 0.691 0229  -0369  1.000
(0.000)  (0.223)  (0.045)

(5) COF 0401 0240 0450  -0.270  1.000
(0.028)  (0.202) (0.013)  (0.149)
(6) BS 0.042 0422  -0.123  0.008 0206  1.000

(0.826)  (0.020) (0.519) (0.966) (0.274)

Correlation Results Interpretation:

The results show that the dependent variable, Capital Adequacy Ratio (CAR), has a positive
correlation with Deposit Growth Rate (DGR) (r = 0.301), indicating a weak positive relationship.
Nevertheless, the correlation is not so significant indicating that the deposit growth may not be a
powerful determinant of bank stability on its own.

Loan-to-Deposit Ratio (LDR) exhibits a negative correlation with CAR (r = -0.618) and the
correlation is found to be statistically significant. It means that, an increase in lending in
comparison to deposits can decrease the stability of the banks, perhaps because of the increased
risk of credit.

CAR and Return on Assets (ROA) have a high positive and significant association (r = 0.691).
This shows that the more profitable banks will have greater capital adequacy, thus, increasing
stability.

CAR and Cost of Fund (COF) correlate negatively (r = -0.401) and this is significantly significant
as an increase in funding costs can make banks less stable as a result of less
profitability.Conversely, Bank Size (BS) is indicated to be very weakly correlated with CAR (r =
-0.042) though not statistically significant. This means that capital adequacy is not directly related
to the size of the bank in this sample.

36



There are moderately positive correlations between the independent variables, including LDR and
COF (r = 0.450), which is statistically significant. Anyway, all the correlation coefficients are less
than 0.80, which means that there is no severe multicollinearity issue between the variables.In
general, the correlation analysis indicates that the profitability (ROA) and lending behavior (LDR)
are more related to bank stability, than the deposit growth, and it does not seem that
multicollinearity is a problem in the present study.

5.5 :Model Specification (Pooled OLS)

This study initially employs the Pooled Ordinary Least Squares (OLS) regression model as a
baseline to examine the impact of deposit growth rate and other bank-specific variables on bank
stability (measured by CAR)

CAR Coef. St.Err. t-value  p-value [95% Conf  Interval] Sig
DGR .091 .052 1.75 .093 -016 .198 *
LDR -.075 .028 -2.66 .014 -.133 -.017 *E
ROA 2.041 568 3.59 .001 .868 3.214 *rx
COF -206 221 -0.93 362 -.662 251

BS -.197 154 -1.27 215 -515 122

Constant 17.007 2.633 6.46 0 11.573 22.441 *oEk
Mean dependent var 9.018 SD dependent var 2.431

R-squared 0.683 Number of obs 30

F-test 10.338 Prob > F 0.000

Akaike crit. (AIC) 114.958 Bayesian crit. (BIC) 123.366

*¥EK p< 01, *¥* p<.05, * p<.1

Pooled OLS Results Interpretation:

The analysis of the linear regression looks at the influence of the deposit growth rate and other
bank-specific variables on the stability of the bank, in terms of Capital Adequacy Ratio (CAR).
The results are based on 30 observations.

The Deposit Growth rate (DGR) coefficient is 0.091 which shows a positive correlation with CAR.
This implies that an increase in deposit growth can enhance bank stability. The p-value of 0.093
however indicates that this relationship is not statistically significant at the 5% level but it is weakly
significant at the 10% level.

The coefficient of Loan to Deposit Ratio (LDR) is -0.075 and is significant at the 5% level (p =
0.014). This means that as LDR increases, the stability of banks is impacted negatively, that is, the
more the banks loan as compared to bank deposits, the more the financial risk.
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Return on Assets (ROA) exhibits a good positive and significant relationship with CAR. The
coefficient is 2.041 with a p-value of 0.001 and it means that more profitable banks will have high
capital adequacy and stability.

The coefficient of Cost of Fund (COF) =-0.206 which shows that it has a negative correlation with
CAR. Nevertheless, the p-value of 0.362 indicates that such effect is not significant statistically.

Equally, bank size (BS) has a negative coefficient of -0.197 and a p-value of 0.215, which means
that the bank size is not a significant factor in influencing the stability of banks in this model.

The value of R-squared is 0.683 indicating that the independent variables explain about 68.3
percent of variation in CAR. F-statistics = 10.338 and the probability value = 0.000 means that the
entire model is significant.So the findings indicate that the most significant determinants of the
bank stability are ROA and LDR with the weak positive but insignificant contribution of DGR.

5.6:Multicollinearity Test (VIF) :

| Variable VIF 1/VIF |
COF 1.53 0.654975
LDR 1.48 0.674964
DGR 1.42 0.702383
BS 1.27 0.784604
ROA 1.27 0.789610
Mean Vif 1.39

Multicollinearity Test (VIF) Interpretation.

The Variance Inflation Factor (VIF) test was done to investigate the existence of multicollinearity
among the independent variables. The findings indicate that VIFs of all the explanatory variables
are not very high, with the COF (1.53), LDR (1.48), DGR (1.42), BS (1.27), and ROA (1.27). The
mean VIF is 1.39.

All of the VIF values are also significantly lower than the generally accepted value of 5, which
means that the independent variables do not have a severe multicollinearity issue. Thus, the
regression estimates will be accurate and will not be influenced by a high level of correlation
between the explanatory variables.
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5.7:Random Effects Model (GLS)
Model Estimation

Generalized Least Squares (GLS) is used to estimate the Random Effects (RE) model to test the
effect of Deposit Growth Rate (DGR), Loan to Deposit Ratio (LDR), Return on Assets (ROA),
Cost of Fund (COF) and Bank Size (BS) on the bank stability, which is measured by Capital
Adequacy Ratio (CAR).The results of the model indicate that the overall model is statistically
significant, as the Wald chi-square value is 51.69, and the probability value (Prob > chi 2 ) is 0.000.
This means that there is a strong influence of the independent variables on the dependent
variable.R-squared value also shows that about 68.29 percent of the change in CAR can be
attributed to the explanatory variables that were used to come up with the model.

CAR Coef. St.Err. t-value  p-value [95% Conf Interval] Sig
DGR .091 .052 1.75 .081 -011 193 *
LDR -.075 .028 -2.66 .008 -.13 -.02 Hoxk
ROA 2.041 568 3.59 0 927 3.155 ok
COF -206 221 -0.93 352 -.639 228

BS -.197 154 -1.27 203 -.499 .106

Constant 17.007 2.633 6.46 0 11.846 22.167 Gk
Mean dependent var 9.018 SD dependent var 2.431

Overall r-squared 0.683 Number of obs 30

Chi-square 51.690 Prob > chi2 0.000

R-squared within 0.692 R-squared between 0.772

K p< 01, *¥* p<.05, * p<.1
Random Effects Model (GLS) - Interpretation.
Interpretation of Variables

The coefficient of Deposit Growth Rate (DGR) is positive (0.090), which is slightly significant (p
< 0.10) and indicates that the greater the growth in deposits, the better the bank stability will be,
though negligible.

The LDR Coefficient is negative (-0.074) and is statistically significant (p < 0.01) which means
that increased lending as compared to deposits decreases the stability of a bank. This implies that
heavy lending raises the risk of finances.

The coefficient of Return on Assets (ROA) is positive (2.040) and significant (p < 0.01) which
means that more profitable banks are more likely to be capital adequate and hence stable.

The coefficient of Cost of Fund (COF) has a negative value (-0.205) but is not statistically
significant (p > 0.05) which means that increasing the cost of funds can decrease stability, but the
effect is not significant enough to be statistically verified.

Likewise, the coefficient of Bank Size (BS) is negative (-0.196) and not significantly significant,
hence the big bank size in this model does not significantly affect stability.
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In general, according to the Random Effects model, profitability (ROA) has a significant positive
impact on bank stability whereas the excessive lending (LDR) has a negative impact on it. The
growth of deposits exhibits a feeble positive impact, but cost of funds and bank size show no
significant impact.

5.8:Fixed Effects Model
Model Estimation

The Fixed Effects (FE) model is used to determine how Deposit Growth Rate (DGR), Loan to
Deposit Ratio (LDR), Return on Assets (ROA), Cost of Fund (COF) and Bank Size (BS) affect
bank stability, which is determined by Capital Adequacy Ratio (CAR).

The overall model has a statistically significant F-statistic of 15.83 with the probability value (Prob
> F) of 0.000 indicating that the explanatory variables work together to affect the dependent
variable.The value of R-squared (in the range of = 0.782) shows that about 78.2 percentage of the
change in CAR can be attributed to the independent variables among the panel units.

CAR Coef. St.Err. t-value  p-value  [95% Conf  Interval] Sig
DGR -.013 .052 -0.26 .8 -121 .094

LDR -.15 .032 -4.63 0 -217 -.083 oAk
ROA 1.843 468 3.94 .001 .873 2.813 *oEk
COF -.495 197 -2.52 .02 -.904 -.087 **
BS -.144 135 -1.07 296 -423 135

Constant 23.647 2.796 8.46 0 17.849 29.445 *oxk
Mean dependent var 9.018 SD dependent var 2.431

R-squared 0.782 Number of obs 30

F-test 15.827 Prob > F 0.000

Akaike crit. (AIC) 100.248 Bayesian crit. (BIC) 108.655

K p< 01, *¥* p<.05, * p<.1

Fixed Effects Model Interpretation.
Interpretation of Variables

The coefficient of Deposit Growth rate (DGR) is negative (-0.013) and statistically insignificant
(p > 0.05) which implies that the deposit growth does not affect the bank stability significantly in
the fixed effects model.

The value of the Loan to Deposit Ratio (LDR) coefficient is negative (-0.150) and has a significant
value (p <0.01), implying that increased loan exposure compared to deposits leads to a lower bank
stability. This means that aggressive lending incurs more financial risk
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The coefficient of Return on Assets (ROA) is positive (1.843) and significant (p < 0.01), which
means that more profitable banks are more likely to keep the capital adequacy high, thereby
increasing stability.

The coefficient of Cost of Fund (COF) is negative (-0.495) and has a significant statistical value
(p <0.05) indicating a negative relationship between bank stability and the cost of funding.

The coefficient of Bank Size (BS) is negative (-0.144) though not statistically significant (p > 0.05)
indicating that bank size does not significantly affect stability.

So,The Fixed Effects model demonstrates that profitability (ROA) has a positive and significant
impact on bank stability whereas a greater loan exposure (LDR) and cost of funds (COF) have a
negative effect on stability. There are no significant impacts on deposit growth and bank size.The
Fixed Effects model is more suitable, hence it is employed in the ultimate analysis based on the
result of the Hausman test.The results suggest that even though the increase in deposits does not
have a significant impact on stability, other bank-specific aspects like profitability and lending
behavior are still important.

5.9:Hausman test

The Hausman test was done to identify which model to use between Fixed Effects and Random
Effects. The chi-square value of the test is 9.30 and the p-value is 0.0096. The p-value is not greater
than 0.05, which means that the null hypothesis is rejected, and so it is clear that the Fixed Effects
model is the most suitable, whereas the Random Effects model is not. So, the final analysis is with
Fixed Effects model.

Chi-suare=9.30
Prob>chi2=0.0096

5.10:Final Model Selection:

According to the Hausman test, Fixed Effects model is chosen as the best model to use in this
study. The test value indicates that p-value is lower than 0.05 meaning that the null hypothesis is
not accepted and the Fixed Effects model is used instead of the Random Effects model. Thus, the
last model to be analyzed in this study is the Fixed Effects model.

Finally, the Model is to be interpreted.Because the Fixed Effects model is chosen as the final
model, all interpretations and conclusions of this study are made using the results of the Fixed
Effects estimation. The model looks at the effect of the Deposit Growth Rate (DGR), Loan to
Deposit Ratio (LDR), Return on Assets (ROA), Cost of Fund (COF), and Bank Size (BS) on the
bank stability in terms of Capital Adequacy Ratio (CAR).
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Chapter 6: Findings,Recommendation,Conclusion

6.1 Limitations of the Study

The study is limited to only three state-owned commercial banks (Sonali, Janata, and
Agrani), which may not represent the entire banking sector of Bangladesh.

The analysis is based on secondary data collected from annual reports, which may contain
reporting bias or inconsistencies.

The study covers a specific time period (2010-2024), so the findings may not reflect long-
term trends beyond this period.

Only a limited number of variables (DGR, LDR, ROA, COF, BS) are considered, while
other important factors such as macroeconomic variables (inflation, GDP, interest rate) are
excluded.

The study uses quantitative methods only and does not include qualitative analysis such as
management efficiency or governance practices.

Possible data limitations and missing values may affect the accuracy of the results.
External factors like economic shocks, policy changes, and global financial conditions are
not fully considered.

6.2 Major Findings of the Study

This section presents the major empirical findings of the study based on the Fixed Effects (FE)
model. The analysis focuses on how Deposit Growth Rate (DGR) and other bank-specific variables
influence bank stability, measured by the Capital Adequacy Ratio (CAR), in selected state-owned
commercial banks in Bangladesh.

The key findings of the study are discussed as follows:

Firstly, the results indicate that the Deposit Growth Rate (DGR) has a negative but
statistically insignificant relationship with CAR. This suggests that although deposit
growth is generally expected to enhance bank stability by increasing available funds, in
this study it does not play a significant role in determining stability. This may be attributed
to inefficient utilization of deposits or weak credit management practices, which limit the
effective contribution of deposit growth to capital strength.

Secondly, the Loan-to-Deposit Ratio (LDR) is found to have a negative and statistically
significant impact on CAR. This implies that higher lending relative to deposits increases
the exposure of banks to credit risk, thereby weakening their financial stability. Excessive
lending may lead to a higher probability of default, which ultimately reduces the capital
adequacy position of banks.
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Thirdly, the Return on Assets (ROA) exhibits a positive and statistically significant
relationship with CAR. This finding highlights that more profitable banks tend to maintain
stronger capital positions and are better equipped to absorb financial shocks. Increased
profitability enhances internal capital generation, thereby contributing positively to overall
bank stability.

Furthermore, the Cost of Fund (COF) shows a negative and statistically significant
relationship with CAR. This indicates that higher funding costs reduce bank profitability
and weaken financial performance, which in turn adversely affects capital adequacy. As the
cost of obtaining funds increases, banks face pressure on their earnings, ultimately reducing
their stability.

In addition, Bank Size (BS) is found to have a negative but statistically insignificant
relationship with CAR. This suggests that the size of the bank does not play a decisive role
in determining stability within the context of this study. While larger banks may benefit
from economies of scale, they may also face operational complexities and inefficiencies,
resulting in an unclear overall effect.

Overall, the findings of the study suggest that profitability and lending behavior are the most
influential determinants of bank stability. In contrast, deposit growth and bank size do not have a

statistically significant impact on stability in the selected state-owned commercial banks in
Bangladesh.

6.3 Recommendations

Following the results of the study, the following recommendations are made to facilitate the

stability of the banks in state owned commercial banks in Bangladesh:

As Loan to Deposit Ratio (LDR) negatively and significantly affects the stability of the
banks, banks ought to have more cautious lending policies and not overly provide loans
without due risk evaluation.

Since the impact of Return on Assets (ROA) on stability is highly positive, the banks need
to concentrate on enhancing profitability by ensuring effective management of assets,
control of costs, and improved investment choices.

This adverse effect of Cost of Fund (COF) implies that the banks must make the required
effort to minimize the cost of funding to the extent of the banks enhancing the deposit
mobilization efforts and the optimal level of funding mix.

Although Deposit Growth rate (DGR) is not significant, banks ought to make sure that the
growth of deposits is accompanied with an effective use of funds so as to prevent inefficient
distribution of funds.

Because Bank Size (BS) is not a major determinant of stability, banks must focus on their
efficiency in operation and risk management instead of just making them larger.
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= Monitoring and supervision should be intensified by the regulatory authorities in order to
make sure that banks have sufficient capital and adhere to proper risk management
standards.

In general, banks have to pay more attention to enhancing profitability and risk management,
instead of depending on the growth of deposits only, in order to attain financial stability in the long
run.

6.4:Conclusion

The empirical results show that Deposit Growth Rate is statistically insignificant in influencing
bank stability. This implies that the growth in deposits itself is not adequate to secure a high capital
base or financial soundness of banks in general.On the other hand, the relationship of Loan to
Deposit Ratio (LDR) and Cost of Fund (COF) with CAR is negative and substantial, which means
that an excess in lending and an increase in the cost of funding contribute to the financial risk and
undermine the adequacy of capital. Return on Assets (ROA) on the other hand has a positive and
statistically significant association with CAR which indicates that profitability is important in
promoting bank stability.Also, the trend analysis of CAR and DGR corroborates the empirical
findings. These results indicate that Sonali bank has a relatively stable capital adequacy and steady
deposit growth, but Janata bank and Agrani bank have decreasing CAR and unstable deposit
growth as time goes by, and this indicates that they are becoming more vulnerable financially.

In general, the paper confirms the hypothesis that bank stability is not determined by one variable
but a combination of several ones. Maintenance of financial stability is strongly dependent on
profitability, sound lending policies and effective cost management. Thus, banks need to work on
the efficiency of their operations, balanced lending policies, and control of the cost of funds in
order to guarantee stability in the long term.

Lastly, this research can add to the extant literature by presenting empirical evidence on the same
case in Bangladesh and a suggestion of practical implications to the bank management and
policymakers on enhancing the stability of the banking.
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Banks Name

sonali bank Itd
sonali bank Itd
sonali bank Itd
sonali bank Itd
sonali bank Itd
sonali bank Itd
sonali bank Itd
sonali bank Itd
sonali bank ltd
sonali bank Itd
janata bank Itd
janata bank Itd
janata bank Itd
janata bank Itd
janata bank Itd
janata bank Itd
janata bank Itd
janata bank Itd
janata bank Itd
janata bank Itd
agrani bank Itd
agrani bank Itd
agrani bank Itd
agrani bank Itd
agrani bank Itd
agrani bank Itd
agrani bank Itd
agrani bank Itd
agrani bank Itd
agrani bank Itd

Year

2015
2016
2017
2018
2019
2020
2021
2022
2023
2024
2015
2016
2017
2018
2019
2020
2021
2022
2023
2024
2015
2016
2017
2018
2019
2020
2021
2022
2023
2024

APPENDIX

CAR
10.08
10.33
10.35

10.1
10.09
10.02
10.04
10.05
10.07
10.08
10.16
10.69
10.06
10.09

10
10.05
8.98
7.8
6.75
0.93
10
10.03
10.24
10.09
10.02
10.01
9

8
4.57
1.86

DGR
11.3
19.1
3.17
2.77
5.93
8.63
7.31
5.15
6.04
9.56

10

5.2
2.2
19.18
23.32
-0.16
8.75
-0.47
0.111
0.1229
0.0735
0.1727
0.1131
0.33
0.0956
-0.0772
0.0627
0.0033

LDR

48
52.3
55.6
57.2
54.1
46.57
51.12
59.59
66.93
62.3
65.19
74.79
70.77
79
79.33
73.46
67.7
82.93
88.06
90.13
55.64
53.82
60.16
63.66
67.29
56.41
59.29
78.35
76.5
79.64

ROA

0.06
0.14
0.58
0.18
0.2
0.21
0.21
0.21
0.35
0.41
0.7
0.33
0.33
0.03
0.03
0.01
0.24
0.09
0.04
-2.09
0.5
-1.12

0.13
0.13
0.06
0.06
0.1
0.08
-0.72

COF

7.34
6.95
6.62
5.22
5.29

5.3
4.98
4.87
3.46
5.02
9.06
8.05
8.04

7.1
6.63
6.37
6.15
6.21
7.49
8.93
4.05
3.89
3.48
3.89
4.05
6.75
6.55
6.11
6.55
7.42

BS

14.02
14.08
14.04
13.99
13.84
13.74
13.55

13.4
13.31
13.26

13.4
13.51
13.58
13.64

3.69
13.78
13.95
14.05

14.1
14.17
10.94
11.04
11.12
11.28
11.36

11.6
11.69
11.65
11.72
11.76
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