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Abstract

This study investigates the impact of call money rates (CMR) on the performance of
commercial banks in Bangladesh, focusing on profitability indicators such as Return
on Assets (ROA) and Return on Equity (ROE). Using a quantitative research
approach, the study analyses secondary data from 2012 to 2021, sourced from the
annual reports of listed commercial banks and Bangladesh Bank publications. A
balanced panel dataset is developed, and fixed-effects and random-effects models are
applied. The findings reveal a significant relationship between CMR fluctuations and
bank performance, showing that higher call money rates constrain lending, affect
liquidity management, and reduce profitability. The study highlights the crucial role
of CMR in shaping financial strategies and emphasizes that a stable monetary policy
can enhance the resilience of the banking sector. This research contributes to the
limited literature on monetary policy in developing economies, offering valuable
insights for policymakers seeking to stabilize the banking sector through effective
interest rate management.

Keywords: Call Money Rates, Commercial Banks Performance, Monetary Policy,
Liquidity Management, Interbank Market

1. Introduction

The effect of call money rates on the performance of commercial banks in Bangladesh
is a critical area of study, particularly in the context of the country's evolving financial
landscape. Call money rates, which are the interest rates at which banks lend to each
other for short periods, play a significant role in determining the liquidity and overall
stability of the banking sector. The relationship between these rates and the
profitability of commercial banks is multifaceted, influenced by various
macroeconomic factors, regulatory frameworks, and market dynamics. Understanding
this relationship is crucial for policymakers, bank managers, and investors alike, as it
offers valuable insights into the financial health of the banking sector and the broader
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economy. Monetary policy, particularly the management of interest rates, profoundly
effects commercial banks' performance. Studies have shown that fluctuations in call
money rates can significantly affect banks' profitability and operational efficiency. For
instance, Hoque et al. (2020) emphasize the importance of monetary policy in shaping
the profitability of commercial banks in Bangladesh, highlighting how changes in the
Cash Reserve Ratio (CRR) and other monetary tools can directly influence banks'
financial outcomes.

Furthermore, while the reference provided by Perera (2018) discusses interest rate
pass-through in a different context (Sri Lanka), it does not directly support the claim
regarding the transmission mechanism of interest rates in Bangladesh. Therefore, this
citation will be removed. This relationship highlights the importance of
comprehensively analyzing how call money rates interact with various financial
indicators, including liquidity, credit risk, and interest rate spreads.

The competitive landscape of the banking sector also plays a vital role in determining
the effects of call money rates on bank performance. As noted (Faris & Syed, 2017),
the nature of competition among banks is heavily influenced by the interest rates they
offer on deposits and loans. A lower interest rate spread can enhance the supply of
money in the economy, fostering economic growth and improving the performance of
commercial banks. Conversely, high call money rates may restrict lending activities,
reducing profitability and increasing financial instability. This dynamic is particularly
relevant in Bangladesh, where the banking sector has faced challenges related to
liquidity management and interest rate volatility. Macroeconomic factors, including
inflation, economic growth, and the money supply, influence the relationship between
call money rates and commercial bank performance. Although some studies overlook
this connection in the Bangladeshi context, understanding the broader macroeconomic
environment remains essential. Additionally, regulatory frameworks and institutional
settings significantly shape this relationship. In Bangladesh, the central Bank’s
monetary policies and supervisory practices play a key role in managing liquidity and
ensuring financial stability. As Zhang (2016) notes, the interest rate marketization and
regulatory responses to changes in the call money rate can profoundly impact banks’
operational strategies and overall sector stability.

The call money rate (CMR), a critical short-term interest rate in the interbank market,
significantly affects liquidity management and the profitability of commercial banks
in Bangladesh. As banks rely heavily on short-term borrowing for liquidity needs,
fluctuations in CMR directly impact their cost of funds, lending capacity, and financial
risk exposure. In a dynamic monetary environment, where policy decisions are swiftly
reflected in interest rates, sudden spikes in the call money rate can create severe
liquidity strain and reduce profit margins (Ahmed & Islam, 2018; Rahman &
Chowdhury, 2020). Despite its pivotal role in the banking system, limited empirical
research has specifically addressed the impact of call money rate volatility on the
financial performance of Bangladeshi commercial banks. Most prior studies have
focused on broader monetary policy issues without isolating the direct influence of
short-term interbank rates (Hossain & Akter, 2019). This study aims to fill that gap by
investigating how CMR fluctuations impact key performance indicators, including
return on assets (ROA), return on equity (ROE), and liquidity risk.
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To guide this investigation, the study is structured around the following research
questions:

¢ How do fluctuations in call money rates affect the profitability of commercial
banks in Bangladesh?

e What is the effect of call money rates on the liquidity management practices
of commercial banks in Bangladesh?

e In what ways do call money rates interact with macroeconomic factors to
influence the overall performance of commercial banks in Bangladesh?

The primary objective of this research is to examine the impact of call money rate
fluctuations on the financial performance of commercial banks in Bangladesh.
Specifically, the study aims to analyze the relationship between CMR and profitability
measures such as ROA and ROE, examine the role of macroeconomic variables—such
as interest rates and monetary policy—in shaping this relationship, and identify the
implications of CMR volatility on the risk management and liquidity strategies of
banks. The findings of this research are expected to provide policymakers and financial
institutions with valuable insights, supporting enhanced liquidity regulation and
fostering a more resilient banking sector in Bangladesh.

2. Literature Review & Hypothesis Development:

2.1 Call Money Rate and Bank Performance

The hypothesis that Call Money Rate (CMR) significantly affects Bank Performance
(BP) is strongly supported by empirical evidence. Studies show that CMR fluctuations
directly impact bank profitability, liquidity, and stability. Ahmed and Chowdhury
(2019) found that higher CMR increases borrowing costs, compressing interest
margins and reducing profitability. Similarly, Jones and Williams (2018) confirmed
these effects on ROA and ROE in U.S. banks. CMR volatility also poses a threat to
liquidity and systemic stability. Rahman et al. (2018) and Smith and Johnson (2017)
demonstrated that rising CMR forces banks into costly short-term borrowing, thereby
impairing their performance. In Bangladesh, Barua (2001) linked liquidity crises to
spiking CMR and eroding profitability. While Porter (1963) argued that CMR effects
vary by bank liquidity, most research agrees that high and volatile CMR harms BP,
especially in emerging markets like Bangladesh (Mohsen et al., 2022; Hoque et al.,
2020). Thus, CMR significantly impacts BP through its effects on profitability,
liquidity, and stability. Effective CMR management via liquidity buffers, diversified
funding, and interest rate hedging is crucial for Bangladesh’s banking resilience.

H;: There is a significant relationship between the Call Money Rate and Bank
Performance.

2.2 Operating Expense and Bank Performance

The hypothesis that higher operating expenses (OE) negatively impact bank
performance is well-supported by empirical evidence. Studies across different banking
contexts demonstrate that inefficient cost management directly erodes profitability and
financial stability. Ahmed and Chowdhury (2021) found that rising OE in Bangladeshi
banks reduces net interest margins, while Hossain et al. (2019) linked excessive
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overhead costs to liquidity strains. Similarly, Smith and Johnson (2017) observed that
banks facing elevated call money rates often pass on borrowing costs through higher
OE, further squeezing profits. However, some studies suggest that strategic
investments in technology or branch networks may initially increase OE but yield long-
term efficiency gains (Sharma & Verma, 2018). Despite this, the consensus favors cost
discipline: Chauhan and Singhal (2020) emphasized that unchecked OE diminishes
ROA and ROE, particularly in competitive markets like India. In Bangladesh, where
operational inefficiencies persist (Subrahmanyam, 1991), H2 holds strong validity.
Policymakers must prioritise cost optimisation to mitigate the adverse effects of
overexpenditure.

H>: Higher Operating Expenses Negatively Affect Bank Performance

2.3 Non-Performing Loan and Performance

Non-performing loans (NPLs) are a critical drag on bank performance, as evidenced
by global and Bangladeshi studies. Ahmed and Rahman (2018) identified NPLs as a
primary culprit for reduced profitability in Bangladeshi banks due to provisioning costs
and lost interest income. Chowdhury and Ahmed (2019) reinforced this, demonstrating
a negative correlation between NPLs and ROA. International research corroborates
these findings. Berger and Bouwman (2017) linked high NPLs to financial distress in
U.S. banks, while Loutskina and Strahan (2019) noted that unresolved NPLs impair
capital adequacy. In Bangladesh, political interference and weak credit monitoring
exacerbate NPLs (Khanam, 2015), making H3 particularly relevant. Effective NPL
resolution—through stricter risk assessment and collateral enforcement—is vital to
sustaining performance.

H3s: An Increase in Non-Performing Loans Leads to a Decline in Bank Performance

2.4 Capital Adequacy Ratio and Bank Performance

A robust Capital Adequacy Ratio (CAR) enhances bank resilience and profitability, as
hypothesized. Rahman et al. (2019) demonstrated that Bangladeshi banks with higher
CAR exhibit stronger ROE, attributed to better risk absorption and investor confidence.
Gupta and Kumar (2019) found that Indian banks with elevated CAR engage in prudent
lending, reducing default risks. Critically, CAR acts as a buffer during crises. Allen
and Carletti (2013) showed that European banks with high CARs weathered the 2008
downturn more effectively. For Bangladesh, where regulatory compliance is evolving
(Islam et al., 2020), maintaining CAR above Basel standards is essential for stability
and performance.

Hy: A Higher Capital Adequacy Ratio Positively Influences Bank Performance

2.5 Lending Interest Rate and Bank Performance

Lending rates (LR) directly shape bank profitability by affecting loan demand and
interest income. Smith et al. (2018) confirmed that higher LR in the U.S. boosts net
interest margins but may reduce borrowing volumes. In Bangladesh, Rahman et al.
(2019) linked volatile LR to uneven credit growth, impacting banks’ earnings
consistency. However, excessively high LR can backfire by increasing default risks
(Kapoor et al., 2020). Conversely, competitive LR fosters economic activity and
repayment capacity (Nguyen et al., 2018). For Bangladeshi banks, balancing LR to
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align with macroeconomic conditions is key to validating HS5.
Hs: The Lending Interest Rate Has a Significant Impact on Bank Performance
2.6 Bank Size (Asset) and Bank Performance

Bank size, measured by assets, confers economies of scale and diversification benefits.
Hasan and Ahmed (2017) found that large Bangladeshi banks achieve higher
profitability through cost efficiencies and market power. Berger and Mester (1997)
provided global validation of this, demonstrating size-driven operational advantages.
Yet, size also brings complexity. Casu and Girardone (2004) warned of diminishing
efficiency in oversized banks due to bureaucratic inertia. In Bangladesh, where smaller
banks struggle with liquidity (Rahman et al., 2017), H6 holds, but with caution, as
strategic growth, not mere expansion, is found to drive performance.

Hgs: Larger Bank Size Is Associated with Better Bank Performance

3. Conceptual Model

The literature review identifies a set of variables, and the conceptual framework is
often understood to be a graphical depiction of the real inter-relationships between
these variables. A conceptual framework is essential for elucidating the study's
underpinning ideas, expectations, theories, beliefs, and assumptions. The conceptual
framework of the present investigation is based only on the connection between DV
and IDV, which has been established from the outset and is consistent with previous
research. The return on equity is the key metric determining a bank's performance
(B.P.). Given the greater potential for meaningful management consequences from
comparing findings associated with two metrics, we preferred to employ both.
Consequently, the proposed model uses ROE and ROA as dependent variables (bank
performance).

Independent Variables

Target Variable
= Call Money Rate

Dependent Variables

Control Variables e Bank Performance (BP)

Operating Expense

= Non-Performing Loan
= Capital Adequate Ratio
* Lending Interest Rate

= Bank Size (Asset)

—— -

Figure 1: Conceptual Model

Since the study considers the effect of call money rate on commercial bank
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performance in the presence of CAR, NPL, bank size, operating expenses, and lending
interest rate in commercial banks in Bangladesh, a model is formulated incorporating
the control variables and presented in equation 1.

BP = f (CMR CAR NPLLNBSLNOELI) w...ccc e cee v vve e e (1)

B.P. (Bank performance) is a function of CMR, CAR, NPL, bank size, operating
expenses, and lending interest rate. The panel dataset's cross-sectional dependency
(CD) may be identified using the CD test created by Pesaran (2004).

The study used panel least squares regression as its analysis technique due to using
PLS (Eq.2) and redundant F.E. and Hausman tests.

BPy = a'Xy +ui + vt + €1 v v v v e e . (2)
Where,

1 denotes Bank, and t denotes time in years.

BP;; is the DV

X 1s a set of main interest variables and other control variables
a is the coefficient of explanatory variables

ui denotes unobserved bank-specific effects

vt denotes unobserved time-specific effects and

€;¢ denotes the error term.

4. Research Methodology

This study employs a quantitative research design to investigate the impact of call
money rate (CMR) fluctuations on the performance of commercial banks in
Bangladesh. A panel data approach is employed, which enables the analysis of both
cross-sectional and time-series data, offering greater accuracy and control over
unobserved heterogeneity.

4.1 Data Description

The sample consisted of eleven different commercial banks in Bangladesh, spanning
the years 2012-2021. The following financial institutions have been selected for the
study: Agrani Bank Ltd., Rupali Bank Ltd., Bank Asia Ltd., BRAC Bank Ltd., Dutch-
Bangla Bank Limited, Eastern Bank Ltd., EXIM Bank Ltd., Islami Bank Bangladesh
Ltd., Pubali Bank Ltd., Southeast Bank Ltd., and The City Bank Ltd. The rationale for
choosing those nine commercial banks is based on their 2021 sustainability rating
scores, as determined by the Bangladesh Bank. The NRB Bank Limited was dropped
owing to its belated establishment in 2013. Data availability led to the selection of two
state-owned commercial banks and the elimination of two others. The following is a
definition of variables utilized in the research.

Table 1: Empirical data on energy usage and economic growth
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Variables  Description Sources

LnROE  Natural logarithm of return on equity Annual Report of the Bank
LnROA  Natural logarithm of return on Assets Annual Report of the Bank

CMR Call money rate Bangladesh Bank
CAR Capital adequacy ratio Annual Report of the Bank
NPL Non-performing loan Annual Report of the Bank

LnBS Natural logarithm of bank size (Total Annual Report of the Bank
assets of the Bank)

LnOE Natural logarithm of operating Annual Report of the Bank
expenses

LI Lending interest rate (%) World Bank

5. Analysis and Findings

The data reveal key insights into bank performance metrics (Table 2). Profitability
measures indicate a range of ROE from -2.813 to 5.654 (mean: 5.522) and a more
stable ROA (0.693-2.641, mean: 2.532). The highly volatile Call Money Rate
(2.104%-12.823%, mean: 5.558%) indicates liquidity risks, while the Capital
Adequacy Ratio's negative minimum (-6.15%) alongside a mean of 12.357% reveals
capital deficiencies in some banks. Non-performing loans exhibit extreme variation
(2.2%-461%, mean: 11.957%), indicating concerns about credit risk. Bank size varies
widely (LnBS: 7.322-14.326), and operating expenses remain relatively stable (LnOE
mean: 9.048). Lending rates (7.324%-13.944%) show moderate variability. While
overall profitability appears stable, significant outliers in NPLs and CAR highlight
financial health risks, and CMR volatility presents liquidity challenges, suggesting the
need for targeted interventions to address weak performers and maintain sector-wide
stability.

Table 2: Data Statistics

Variable Obs Mean Std. Dev. Min Max
LnROE 110 5.522 .802 -2.813 5.654
LnROA 110 2.532 0.190 0.693 2.641
CMR 110 5.558 2.955 2.104 12.823
CAR 110 12.357 2.686 -6.15 17.93
NPL 110 11.957 43.957 2.2 461.00
LnBS 110 12.653 1.107 7.322 14.326
LnOE 110 9.048 .698 7.756 10.845
LI 110 10.697 2.154 7.324 13.944

Table 3 displays the results of the "unit root tests" conducted at both the level and the
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first difference levels. These tests were conducted to determine whether a unit root
exists. Multiple panel unit root tests, such as the "Augmented Dickey and Fuller
(ADF)" (Dickey & Fuller, 1979; Im et al., 2003; Levin et al., 2002; Pesaran, 2011;
Phillips & Perron, 1988)

Table 3: Cross-sectional test of dependencies and the panel unit's root

Unit LNROE  LNROA CMR CAR NPL LNBS LNOE LI

root

test

LLC 33.111 2818 L12.174%%% 3,604 -0.814 -1.070 -5.803%*%  0.872
10) 1ps  -1.983**  -1.152 -6.535%%*% 0,004 0.157 2.804 -0.249 3.710

ADF  38.132%** 30.423 83.648%**  29.468 18.087 10.615 25.779 2.168

PP 63.225%** 56.865 92.820%%%  36.2]3* 39.905 13.586 95.279%*% 2357
(1) LLC 19.281 3.799%%%  _11.851%*%* 3757 5.013%%% 6750k ) 300wk

8.906%**

IPS S2.863%** D 079%FK  6.876%F* 2 620%** -3.345%%x 3 756%**  -1.305% -
4.627%%*

ADF  49.234%%%  40.204%**%  0].699%** 48.364*** 54 172%*%*  56.536***  34.448%*  69.707**
*

PP 87.125%**%  98.312*%**  91.036*** 107.657**  120.990**  56.180*** 34.023**  26.915
* *

Pesaran CD -0.735 2A481¥** 23 A5DHFK 5 T34k 1.555 23.095%**  ]5.479%%*  23.452%*

5

**% p<0.01, ** P<0.05, * P<0.10

The results of the tests are inconclusive; for instance, LLC, IPS ADF, and P.P. failed
to reject stationary at the first difference for all variables except call money rate(CMR);
nevertheless, LLC and P.P. failed to reject stationary at the level for Operation
expenses, while IPS, ADF, and P.P. failed to reject stationary at a level for return on
equity. Almost all variables have a unit root in the first difference. The findings of the
Pesaran "cross-sectional dependence (CD) test" indicate the existence of a "cross-
sectional dependency” in the series.

5.1 Panel Cointegration Test

The study can investigate the interrelationships among variables using Pedroni's
heterogeneous panel cointegration methodology. This approach ensures no
dependency on cross-sectional variables when determining cointegration or long-term
connections. "Pedroni's Seven Cointegration Tests" refers to Pedroni's seven tests of
cointegration, which are as follows: "panel-v, panel-r, panel-PP (non-parametric),
panel-ADF (parametric t), group-r, group-PP (non-parametric), and group-ADF
(parametric t)."

Table 4: Cointegration Test Output (No deterministic trend)

Alternative hypothesis: common A.R. coef. (within-dimension)

Stat. Prob. Weighted Prob.
Statistic
Panel v-Stat. -1.087 0.8615 -2.736 0.996

Panel rho-Stat. 4.369 1.000 3.792 0.999
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Panel PP-Stat. -14.153 0.000 -12.415 0.000
Panel ADF-Stat. -3.234 0.000 -5.273 0.000

Alternative hypothesis: individual A.R. coefs. (between-dimension)

Statistic Prob.
Group rho-Stat. 5.427 1.000
Group PP-Stat. -14.571 0.000
Group ADF-Stat. -4.142 0.000

Kao Residual Cointegration Test

t-Stat. Prob.

ADF -3.982 0.000
Residual variance 0.209
HAC variance 0.165

We specify the Pedroni test by including a non-deterministic trend for more valid
inference. The "panel-PP, panel-ADF, group-PP, and group-ADF" tests reject the Ho
of no cointegration at the 1% and 10% significance levels (see Table 4) (Pedroni, 1999;
Yan, 2015). We also use the "Kao cointegration test" to support our claims, and the
results corroborate those of the Pedroni test.

5.2 Multicollinearity Test

When using variables associated with one another in the same regression model, you
risk creating a problem known as multicollinearity. Given that it is a sampling issue, a
robust experimental design could help mitigate the problem's effect. Because of the
reliance of our investigation on secondary data sources, we have a reduced chance of
mitigating multicollinearity difficulties by designing our research more effectively in
advance. Additionally, we conduct a VIF test, which stands for variation inflation
factor (Table 5). Because the mean VIF for our model is 2.34 and other VIF values are
less than 5.00, it reveals that the presence of multicollinearity is not a serious problem.

Table 5: Output of Multicollinearity

VIF 1/VIF

LI 4.816 0.208
CMR 4.458 0.224
LnOE 1.28 0.781
LnBS 1.258 0.795
CAR 1.217 0.822
NPL 1.012 0.988

Mean VIF 2.34
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The "likelihood ratio" value in Table 6, which displays the test's findings for
heteroskedasticity, is rejected at the significance level of 1%. The table below presents
the test results. In these circumstances, we used a panel GLS estimation method based
on "cross-sectional unrelated regressions." Table 7 summarizes the "full findings"
obtained from the panel GLS, fixed and random effects tests, redundancy tests, and the
correlation-Hausman test.

Table 6: Outcomes of Panel PLS

Variable Coef. S.E. t-Stat. Prob.
CMR -0.101 0.039 -2.591 0.010
CAR 0.216 0.022 9.611 0.000
NPL -0.002 0.001 -1.894 0.061
LnBS -0.036 0.055 -0.659 0.510
LnOE 0.060 0.088 0.684 0.495
LI 0.173 0.055 3.103 0.002

C 1.505 1.294 1.163 0.247

Heteroskedasticity L.R. test

Value. df Prob.
Likelihood ratio. 707.946 11 0.000

Table 7: Panel GLS, Cross-section F.E., and RE test results
Panel GLS, Redundant F.E. test

Test Stat. d.f. Prob.
Cross-section Fixed effect 6.374 (10,93) 0.000
Panel GLS, correlation RE_Hausman test
Test Sum. Chi-Sq. Stat. Chi-Sq. d.f. Prob.
Cross-section RE 38.413 6 0.000

Table 8 compares the results of F.E. and RE tests using panel pooling GLS estimates.
According to the analysis, CMR and NPL are statistically significant and negative,
rejecting the null hypothesis at a 1% level, indicating that they have a negative impact
on long-term bank performance. Here, the results are aligned with those of Wkh et al.
(2011) regarding the effect of CMR and NPL on bank performance. At the same time,
CAR and LI are statistically significant and positive, rejecting the null hypothesis at a
1% level, indicating that they positively contribute to long-term bank performance.

Table 8: Panel pooled GLS estimation results (Cross-section SUR (PCSE))

Variable Coefficient Std. Error t-Statistic Prob.
CMR -0.096 0.014 -6.609 0.000
CAR 0.251 0.048 5.218 0.000
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NPL -0.002 0.000 -2.719 0.007
LnBS -0.087 0.096 -0.904 0.367
LnOE 0.064 0.075 0.847 0.398
LI 0.174 0.025 6.835 0.000
C 1.640 1.625 1.009 0.315

*#% P<0.01, ** P<0.05, * P<0.10

The long-term beneficial effects on bank performance are indicated by the coefficients
of CMR, which are rejected at the 1% significance level. CAR has a positive
coefficient; hence, this boosts bank performance in the nations included in the research.
From Table 8, since the coefficient is positive, we found that CMR, B.P. is downsizing
by 0.096, indicating that the call money rate is not effective for a country's bank
performance, suggesting a constructive connection between using CMR and
commercial bank efficiency.

The use of non-performing loans (NPL) has been shown to decrease in concordance
with a country's bank prosperity. Table 14 shows that at the 1% significance level, a 1-
unit increase in the use of NPL results in a 0.002-point decrease in bank performance.
Based on our observation, the Bank's size and operating expenses do not significantly
impact its performance. The Panel Two-Stage Least Squares (2SLS) method not only
estimates but also authenticates the GLS outcomes, yielding similar results to the 2SLS
estimation, but with different magnitudes. At the 1% significance level, a one-unit
increase in the use of Lending interest rate results in a 0.174-point increase in bank
performance. This outcome shows that lending interest rates also play a significant role
in the performance of commercial banks in Bangladesh.

5.3 Robustness Checks

The earlier empirical analysis showed that CMR and NPL can increase bank
performance, while CAR and LI can also help improve it. In this part, we performed
robustness tests to validate that the findings of the previous sections were consistent.

5.3.1 Alternative Estimation Method- Panel Two-Stage Least Squares (2SLS)

We chose the GLS to estimate the models because it can efficiently manage the
heteroskedasticity problems associated with a "panel model." In this section, we
adopted "two-stage least squares (2SLS) regression" with eleven commercial banks
from 2012 to 2021 to test the robustness of our main findings. Finding a good
instrument is necessary before testing the effect of CMR on bank performance using
2SLS regression. Table 9 in 2SLS supports the robustness of our model after post-
estimation. Using the Durbin score and the Wu-Hausman test, we can assess whether
the variables in the model are endogenous. Because our score is statistically significant,
we may conclude that the model is endogenous and reject the null hypothesis. The
first-stage regression's minimal eigenvalue (F-statistic) is significantly larger than the
critical value (p < 0.01). As a result, we cannot accept the alternative hypothesis that
robust instruments are used. Adding to model 2SLS, CMR, and NPL could decrease
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bank performance, while CAR and LI can help increase it in the case of eleven
commercial banks in Bangladesh.

Table 9: Panel Two-Stage Least Squares (2SLS) outcomes

Variable Coef. S.E. t-Stat. Prob.
CMR -0.101 0.039 -2.591 0.010
CAR 0.216 0.022 9.611 0.000
NPL -0.002 0.001 -1.894 0.061
LnBS -0.036 0.055 -0.659 0.510
LnOE 0.060 0.088 0.684 0.495

LI 0.173 0.055 3.103 0.002

C 1.505 1.294 1.163 0.247

R-squared 0.520 Mean DV 5.522

Adjusted R? 0.492 S.D.DV 0.802

S.E. of reg. 0.571 SSR 33.644

F-statistic 18.642 Durbin-Watson stat 0.917

Prob(F-statistic) 0.000 Second-Stage SSR 33.644
Instrument rank 7

The effect of call money rates on the performance of commercial banks in Bangladesh
holds both theoretical and practical significance. Theoretically, it aligns with the
monetary policy transmission mechanism, where call money rates influence bank
liquidity and profitability. Higher rates increase the cost of short-term borrowing,
potentially reducing loan disbursement and returns. Hoque et al. (2020) found that
tighter monetary policies, such as an increase in the cash reserve ratio, negatively
impact the return on assets (ROA). Similarly, Abedin and Dawan (2016) highlighted
that fluctuations in interest rates significantly affect bank profitability, lending support
to the view that interest rates are a core determinant of bank performance. Practically,
rising call money rates prompt banks to adopt conservative lending strategies, which
reduces loan volumes and impacts income generation (Saha et al., 2021). Furthermore,
interest rate liberalisation may enhance profitability by reducing excessive risk-taking
(Liang, 2023). From a regulatory standpoint, persistently high call money rates may
indicate liquidity stress, urging policymakers to recalibrate monetary tools (Hossain et
al., 2022). Therefore, understanding the dynamics of call money rates is essential for
developing effective banking strategies and maintaining financial sector stability.

6. Conclusion

The impact of call money rates (CMR) on Bangladeshi commercial banks reveals
crucial insights into monetary policy transmission and banking sector stability. As
short-term interbank lending rates, CMR fluctuations directly affect bank profitability.
Higher rates increase borrowing costs, compress net interest margins, and reduce credit
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demand, while lower rates stimulate lending and earnings. For Bangladesh's economy,
CMR management presents unique challenges. The Bangladesh Bank must strike a
balance between controlling inflation and promoting growth through careful monetary
policy. Stable CMRs are crucial for maintaining liquidity, as excessive volatility can
trigger funding mismatches and financial stress, thereby exacerbating existing issues
such as high non-performing loans. Banks must adopt robust risk management
strategies to mitigate CMR-related risks. Diversifying funding sources, optimizing
asset-liability matching, and stress-testing for rate shocks are essential to sustaining
performance. The central Bank’s role in ensuring CMR stability remains critical for
economic resilience. Future research should explore CMR dynamics in Bangladesh’s
evolving financial landscape, particularly its interaction with digital banking and
macroeconomic shocks. Such insights will help policymakers and banks foster a stable
and competitive banking sector.

7. Further Research Direction

Future research should examine: (1) Macroeconomic factors' impact on banking
stability; (2) Monetary policy transmission to CMR; (3) Digital banking's effect on
money demand; (4) Financial liberalization's influence; and (5) CMR-GDP linkages.
An integrated approach combining these dimensions will provide holistic insights into
CMR's role in Bangladesh's banking sector performance and economic growth.
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