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ABSTRACT

Non-Bank Financial Institutions (NBFIs) are increasingly being recognized as complementary to the banking system and perform a
diversified range of functions through offering various financial services to individual, corporate and institutional clients. Never-
theless, the cost of funds of NBFIs is significantly higher than the banks as banks are the prime sources of funds for them. On the
other hand, the availability of funds from banks is becoming inadequate day by day due to the involvement of banks with some simi-
lar functions of NBFIs. The study intended to identify the current scenario of the cost of funds of different groups of NBFIs and to
find out the causal relationship of the internal factors with the cost of funds of NBFIs. The study finds that NBFIs established before
1990 shows higher equity contribution and total asset size which shows their ability to generate funds at a low cost for the reputa-
tion and public confidence. On the other hand, due to the high equity contribution, large asset size and high EPS of the group of
joint venture NBFIs compared to local NBFIs are able to raise relatively low cost funds. From the multiple regression analysis cur-
rent study finds that only the variables of age and earning per share are statistically significant at 5% level. The other two factors,
equity contribution and interest earning asset conform the theoretical sign although they are not statistically significant. The other

variable, size of business that is measured by total asset, neither conform the expected sign nor is statistically significant.

Keywords: NBFIs, COF, Internal Factors, Bangladesh.

1 INTRODUCTION

on-Bank Financial Institutions (NBFIs) have come to

be regarded as important financial intermediaries as

they playing pivotal role in broadening access to
financial services, enhancing competition and diversifica-
tion of the financial sector. By providing additional and
alternative financial services, NBFIs have already gained
considerable popularity in both developed and develop-
ing countries (Ahmed and Chowdhury 2007). The NBFI
sector in Bangladesh consists of development financial
institutions, leasing companies, investment companies,
merchant bank, etc. At present, 31 NBFIs are operating
their business across the country. They are increasingly
being recognized as complementary to the banking sys-
tem, capable of absorbing shocks and spreading risks at
times of financial distress. Saha et al. (1999) and Chow-
dhury (1999) analyzed and highlighted problems and pro-
spects of NBFIs in Bangladesh. They emphasized on the
complementary role of NBFIs with BFIs in different areas
like contribution in term lending with special discussion
on leasing, role in capital market development, problems
in availability of fund, impact of NBFIs” Deposit Mobiliza-
tion on the Monetary Policy, etc. According to Goldsmith
(1969), financial development in a country starts with the
development of banking institutions. Now the sector has
turned increasingly into rival of the banking sector in
terms of firm size and also offering dynamic services in
line with the traditional services.

NBFIs provide financial services that differ from those
provided by banks and create a variety of financial ser-
vices as well as increase competition between different
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financial institutions. NBFIs sector represents one of the
most important segments of the financial system and
plays a very important role in mobilizing and channeling
resources. In the present day, this sector continuously
playing an important role in financing industry, trade and
commerce, housing, etc. and thereby contributing signifi-
cantly to the economic development of the country. With
the challenges of time, the overall growth of the leasing
business achieved through diversification of products and
services and aggressive marketing with special focus on
the SME sector, is indicative of the industry’s contribution
to our national economy.

The major funding sources of NBFIs are capital, term de-
posits, credit facilities from banks and other financial in-
stitutions like insurance companies, call money, bonds
and securitization and high net worth individuals. Among
all the sources, commercial banks is one of the major
sources of funds for NBFIs and also the major investors in
bond/debentures issued by them. Although NBFIs have
immense necessity and greater importance in the financial
system of Bangladesh, they are severely suffering from
some problems including the fund problem in terms of
both availability and cost (Hossain & Shahiduzzaman,
2002). NBFIs are mostly dependent on funds from the
credit lines of the commercial banks at a relatively higher
rate of interest. Recently banks are increasingly moving
into the domain of non banks and have been increasingly
taking over much of the role of the non banks as they have
the advantage of lower costs of fund compared to the
NBFIs. Entry of the commercial banks and development
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financing institutions into the business of NBFIs, particu-
larly in term lending, leasing & hire purchase, capital
market operations, provides a further twist to the tale. For
these consequences, NBFIs are increasingly finding it dif-
ficult to source funds from traditional banking sources. In
order to overcome the funding problems, NBFIs are mov-
ing for a greater share of their funds from the public and
institutions. Some of the larger ones moved to collect de-
posits from the high net worth public with dedicated per-
sonnel and are managing about 90% of their fund re-
quirement by this mode (Khan, 2010). A few of the institu-
tions moved into the bond market for their funding needs.
NBFIs are trying to depend on the capital market as it be-
come increasingly apparent that they could no longer
source their funding requirements from the banking sec-
tor. As many as 21 non banks are currently listed with the
Stock exchanges and the remaining is likely to complete
their listing immediately. According to the Report on
Trend and Progress of Banking in India 2010-11, Commer-
cial paper emerged as the single most important channel
accounting for more than 70 per cent of the total resources
mobilized by Fls from the money market in 2010-11 (Re-
serve Bank of India (2011). If NBFIs in Bangladesh can
show their real performance, in future capital market
would be the most likely destination for their funding
needs.

The cost of funding by NBFIs is significantly higher than
the banks as banks are the prime sources of funds for
them. According to industry insiders, leasing companies
depend on bank finance for their business: small compa-
nies depend 100 percent on banks while the larger ones
depend 60 percent to 70 percent (Rahman, 2010). Cost still
continues to plague the NBFIs since the perception of the
general people still continues to favor the banks against
non banks. At present, with high cost of funds non-banks
are forced to compete with the banks those have relatively
low cost of funds. This situation somewhat hampers the
growth and development of NBFIs. In most of the cases,
the rate differential for deposits appears to be around 2%
higher for non banks (Khan, 2010). There is some scope of
NBFIs to have low cost funds with several refinancing
schemes in the SME, Agricultural, Information Technolo-
gy, Alternate Energy and development of women entre-
preneurs. In order to reduce the funding cost from tradi-
tional banks for meeting their working capital require-
ments, some of the financial institutions have already in-
troduces new financial instruments like bonds, Asset Se-
curitization and sourcing from overseas Development
Financial Institutions (DFls). In their study, Banerjee and
Mamun (2003) showed that weighted average cost of
funds for the NBFIs is always higher than that of banks.
Their report revealed that, cost of funds for leasing com-
panies varied between 8.4 to 15.3 percent while that of
banks was between 8.5 to 9.5 percent. Choudhury (2001)
mentioned that about 15 percent of the deposit of the
banking sector was reported to be demand deposits,
which are interest free while 35 percent constituted low
cost saving deposits having an average of 4 to 5 percent
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interest rate and the rest were fixed deposits bearing an
average of 9 percent interest rate. Thus, the weighted av-
erage cost of fund for banks would be at best 7 to 8 per-
cent, which is almost half of that of NBFIs.

NBFIs face several problems while generating funds from
different sources. The demand for funds to meet the in-
creasing requirement has increased manifold. The availa-
bility of funds from banks is becoming inadequate day by
day due to the involvement of banks with some similar
functions of NBFIs. Inefficient capital market and the lack
of established secondary market are not providing good
message to the investors to relay on the market by which
NBFIs can raise a substantial amount of capital through
issuing shares, bonds and other securities, even the zero
coupon bond subscribed by NBFIs are not tax exempted.
External commercial borrowings are also appears to be
not promising for our economy. Financial institutions can
attract the depositors to raise funds through offering de-
posit products of different maturities to gain better access
to public deposits. But NBFIs are not allowed to accept
deposit less than 6 months maturity. Overnight borrow-
ings are not an encouraging proposition for the NBFIs due
to the cash flow mismatch. On the other hand, due to the
liquidity crisis, when interest rate goes up, the average
rate of interest on bank credit lines and deposit rate also
increases, which causes significant rise in the cost of funds
for NBFIs. Again, it is also high risky for taking long-term
foreign currency loan because of exchange rate fluctua-
tions and lack of absorptions scheme against fluctuation.

Cost of funding is a function of the composition of liabili-
ties and the costs of raising the different liabilities. Primar-
ily the cost of funds depends on the demand for and the
supply of the availability of funds. There are several fac-
tors that affect cost of funds for non banks. These factors
are broadly categories as external and internal factors and
may influence directly or indirectly. External factors in-
clude nation’s money supply, inflation, personal income,
retail sales, opportunity to deposit elsewhere, deposit in-
terest rate differential and so on. On the other hand, the
internal factors that may affect cost of funds may include
volume and types of deposit, loan and lease amount, capi-
tal, total asset size, return on asset, etc.

This paper is divided into six sections. After a brief back-
ground as part of introduction, section two highlights the
objectives of the study. Section three defines the method-
ology and section four reveals the current status of some
selected variables for NBFIs and comparison with BFIs.
Section five represents the findings & analysis of the re-
sults and, finally, section six presents the conclusion.

2 OBJECTIVE OF THE STUDY

Against the above background, this paper examines the
present scenario of cost of funds for non bank financial
institutions in Bangladesh and tried to identify the inter-
nal factors, if any; that may influence their cost of funds.
Thus the specific objectives of the paper are:
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1. to identify the current scenario of the cost of funds of
different groups of NBFls, and

2. to find out whether internal factors affect the cost of
funds of NBFIs in Bangladesh.

3. METHODOLOGY

3.1 SAMPLING AND DATA COLLECTION

The study considers quantitative data collected from the sec-
ondary sources. As an authentic source, data are collected
from the audited financial statements of NBFIs published in
the annual reports for the year 2008 to 2011. Besides, pub-
lished literature, research papers, different books were re-
viewed to complete the theoretical background and relevant
websites were visited to collect other secondary information.
There are two stock exchanges in Bangladesh — Dhaka Stock
Exchange (DSE) and Chittagong Stock Exchange (CSE). Most
of the cases, companies listed on CSE are also listed on DSE.
Therefore, the study covers the NBFIs listed on DSE. A total
number of twenty NBFIs were listed on DSE in the selected
period (DSE, 2012). Based on purposive sampling a total six-
teen NBFIs are taken into consideration for the research pur-
pose as per the availability of the published annual reports.
Thus, sample covers 80% of the population. Appendix I rep-
resents the sample companies.

3.2 VARIABLES AND HYPOTHESIS DEVELOPMENT

One of the objectives of this study is to find out internal
factors affecting the cost of funds of NBFIs in Bangladesh.
Therefore, the dependent variable is the cost of funds
(COF) of NBFIs. A number of internal factors are identi-
fied to show their influence on the COF of NBFIs in Bang-
ladesh. These internal factors include age of business
(AB), equity contribution (EC), size of business (SB), na-
ture of assets (NA) and profitability (PR) which are con-
sidered as independent variables.

Age of business

Age of business (AB) is measured on the basis of estab-
lishment year of the firms. The firm, which is old, can col-
lect funds in low cost because of their bonding depositors
and market reputation. In this regard, firms are classified
into three categories: firms established before the year
1990 grouped as ‘very old’ firms; firms established during
1991-2000 are ‘old” the firms established after 2000 are
‘new’ firms. Thus, the study infers a negative relationship
between the age of the firm and the COF.

Equity contribution

Equity contribution (EC) in the business absorbs risk of
the other contributors. If equity contribution in the busi-
ness is higher than the external fund providers fill less risk
for their investments. As a result, they may show their
interest to provide funds to the business with low rate of
return as the charge of their risk premium is low. Total
paid-up capital (PC) is considered in the study as the eg-
uity contribution. Therefore, the hypothesis drawn for this
variable is that equity contribution has negative impact on
the COF of the firm.
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Size of business

Size of business (SB) may be measured by sales, assets,
number of employees, etc. For this study, amount of total
assets (TA) is used as a proxy of business size. It is ex-
pected that, if the total size of the firms are large they can
mobilize funds with low cost. Because, it indicates that the
firm has the ability to repay the borrowed funds and can
achieve the confidence of the depositors and others. Thus,
the study infers a negative association between the size of
business and COF of the firm.

Nature of assets

Nature of assets (NA) of the firm, a new variable, is used in
this study measured by interest earning assets to total as-
sets (IEA). If the firm invests more in interest earning assets,
it ensures more earnings for the firm which indicates the
firm’s liquidity and capacity. In this circumstance, deposi-
tors may get the confidence and feel less risk to deposit
their money even with a low rate of return compared to the
firms exhibiting high non interest earning assets. Hence, a
negative association between NA and COF is expected.

Profitability

Profitability is an important independent variable for this
study. It is expected that firms with higher profitability
may collect low cost funds because of their market good-
will and repayment capacity. In the present study, the
earning per share (EPS) has been used as a measure of
profitability and is expecting that there is a negative asso-
ciation between COF and the earning per share.

Based on the above discussions regarding the variables
used in the study following hypothesis is developed for
the analysis:

Hi: Age of business, equity contribution, size of business,
nature of assets and profitability have significant impact
on the cost of funds of non-bank financial institutions in
Bangladesh.

3.3 DATA ANALYSIS AND TEST OF HYPOTHESIS

For tabulating and summarizing data, Microsoft Excel 2007
is used. For the purpose of empirical analysis, the linear
regression model is developed to identify the relationship
of the internal factors with the cost of funds. SPSS 14.0 ver-
sion is used in this regard. Appendix II presents the opera-
tional definition of variables along with expected sign. The
regression technique used to test Hu is as follows:

COF =o+ P X1 +PB2 X2+ Ps X3 +Ps X4 +Ps X5+¢
Expectedsign: () () () ©) ©)

Where:

COF = Cost of funds

X1 = AB, representing the age of business

X2 = EC, representing equity contribution measured
by log of paid up capital
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X3 =SB, representing size of business measured by log
of total asset

X4 = NA, representing nature of assets, indicates pro-
portion of interest earning asset

X5 = PR, representing profitability, indicates earning
per share

o = constant

Bi = coefficient of the concern variables (j =1 to 5)

€ = the error term

4. CURRENT STATUS OF NBFIs AND COMPARISON
WITH BFIs

The cost of funds is one of the most important input costs for
a financial institution, since a lower cost will generate better
returns when the funds are deployed in the form of short-
term and long-term loans to borrowers. The spread between
the cost of funds and the interest rate charged to borrowers
represents one of the main sources of profit for most financial
institutions. Generally, the cost of funds depends on the
sources of funds and the availability of funds from those
particular sources. According to the Financial Stability Re-
port of Bangladesh Bank (2011), the borrowing, deposits and
capital of NBFIs increased by 13.5 percent, 16.6 percent and
34.5 percent respectively in year 2011 compared with those of
the precious year. The trend of increasing capital shows a
healthy financial base of the NBFIs. Table 1 shows the status
of some selected variables of NBFIs for the last four years
those are used in the regression model of the study. From the
table it is observed that the average cost of funds for the
listed NBFIs was 13.14% in the year 2008 and gradually re-
duced for the next two years which are 11.78% and 11.20%
respectively. However, in 2011, this rate jumped to 13.72%
and the CAGR of the COF is 1.09%.

Table 1: COF, EC, SB, NA and PR of NBFIs in Bangladesh

COF| EC SB NA | PR
2008 [13.14|364.487 | 6319.881 |90.233 [36.521
2009 [11.78]417.733 | 8094.512 |89.688 [59.401
2010 {11.20{580.199 | 9951.333 |87.939|67.193
2011 [13.72]935.637 |10871.235 | 87.420 |25.823

Average |12.46 (574.514 | 8809.240 (88.820 |47.234

SD  |1.167 |257.639 | 2021.876 | 1.352 |19.318
CV  ]0.094| 0.448 0.230 | 0.015 | 0.409
CAGR | 1.09 | 26,58 1452 | -0.79 | -8.30

Source: Authors’ own calculation, Data: Annual Report of
respective NBFI

The four-year average COF for Fidelity Assets and Securi-
ties Company Ltd was higher (14.38%) and lower COF was
11.29% for Industrial Promotion and Development Compa-
ny of Bangladesh Ltd which is shown in Appendix III. The
average cost of funds for all the listed NBFIs was 12.46% for
the last four years with a standard deviation of 1.16 alt-
hough some company experiences some higher rate. For
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example, in 2011, the cost of funds for Fidelity Assets and
Securities Company Ltd was 17.18%, which was highest for
the industry. The equity contribution of the listed NBFIs
has increased from year 2008 to 2011 with the CAGR of
26.58%. At the same time, the size of their total asset has
also increased where the CAGR is 14.52%. These two vari-
ables indicate that in future NBFIs may attract the funds
supplier to raise low cost funds for their business opera-
tion. Although the size of total asset has increased, the
amount of total earning asset has reduced with a negative
CAGR of -0.79% which greatly impact on their earning
per shares (EPS) that are also experiences a negative
CAGR of -8.30%. Thus, if the listed NBFIs do not increase
their earning asset to overcome the current situation im-
mediately, in future they will fail to attract the internal as
well as external funds provider with a reasonable cost.

As the sources of funds are different for banks and NBFIs,
the funding cost is also different. For banking sector, de-
posits are the largest source of external funds. According
to the Financial Stability Report of Bangladesh Bank
(2011), the share of total deposits was 85.5 percent of the
total liabilities as at end-December 2011. Compared with
the 2010, deposits of all banks have increased 21.2 percent
in the year of 2011. On the other hand, the major funding
sources of NBFIs are capital, term deposit, credit facilities
from banks and other FIs and also bonds and securitiza-
tion. The deposits of NBFIs increased by 16.6 percent in
year 2011 compared to year 2010 and the share of total
deposit was 51.17 percent of the total liabilities at 2011.

Table 2 shows the comparative statistics both for banking
sectors and for NBFIs in regard to their total shareholders’
equity, deposits, borrowing from other banks/FIs and
cost of funds from year 2007 to 2011. According to the
table, the compound annual growth rate (CAGR) of the
shareholders’ equity during 2007 to 2011 for the NBFIs is
35.49 percent with CV of 51.23 percent, whereas for bank-
ing sectors the CAGR is 32.50 percent and the CV is 49.39
percent. Although the amount holding of NBFIs is only
9.80 percent of total in 2011, the growth rate indicates that
gradually they are trying to depend on the capital market
for fulfilling their funding requirements.

The total size of deposits for NBFIs is increasing day by day
with a CAGR of 26.81 percent during 2007-2011. At the same
time, it is observed that the CAGR of borrowing from other
bank/Fls is negative. However, compared to 2010, growth
rate of borrowing for NBFls is 13.46 percent in 2011. The pos-
itive CAGR of deposits and the negative CAGR of borrowing
indicate that NBFIs are trying to increase their deposit base
and reduce the bank borrowing which will affect their cost of
funds favorably. A CAGR of BFIs deposit is 19.92 percent,
which is less than the NBFIs with the SD of 29.93 percent as
NBEFIs are competing with the BFIs in this regard.
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Table 2': Shareholders’ equity, Deposit, Borrowings and
COF of NBFIs and BFIs (Tk. in Billion)

Sharehc.)lders’ Deposit ?I::Ef: Cost of

Year equity banks,/Fls Funds*

NBFIs| BFIs |NBFIs| BFIs | NBFIs | BFIs |NBFIs|BFIs

2007 17 | 171 | 45 | 2212 | 79 | N/A| 951 |6.84
(9.04) | (90.96) | (2.00) | (98.00)| (100.00)| N/A

2008 20 | 180.8 | 55 [26089| 60 |1202| 102 |7.09
(9.96) | (90.04) | (2.06) | (97.94)| (33.30) | (66.70)

2009 27.6 | 272.7 | 84.1 |3130.6| 494 | 122 | 96 [6.29
(11.26)| (88.74) | (2.62) | (97.38)| (28.82) |(71.18)

2010 426 | 4187 | 99.8 |3781.6| 69.1 | 159.8| 9.7 |6.08
(9.23) | (90.76) | (2.57) | (97.43)| (30.19) |(69.81)

57.3 | 527.1 | 116.4 |4575.1| 784 | 2263 | 10.9 |7.52
2on (9.80) | (90.20) | (2.48) | (97.52)| (25.73) |(74.27)

CAGR**| 35.49 | 32,50 |26.81| 19.92 | -0.19 | 23.47 | 3.46 |2.39

SD | 16.85 | 155.13| 29.93 |940.81| 12.61 | 49.63 | 0.57 |0.58

CV (%) | 51.23 | 49.39 | 37.38| 28.84 | 18.78 | 31.59 | 5.79 |8.67

Source: Authors” own calculation, Data: Financial Stability
Report 2011 of Bangladesh Bank

In terms of cost of funds, table 2 shows the cost of deposit
for BFIs as cost of funds did not available and cost of de-
posits and borrowing for NBFIs. Since 85.5 percent of
BFI’s total liabilities are deposits, this can widely repre-
sents the cost of funds. The CAGR of cost of funds for
NBFIs is 3.46 percent during 2007-2011 with CV of 5.79
percent. Thus the cost of funds is increasing day by day.
The cost of funds for BFIs also increases as CAGR is 2.39
percent but it is less than the NBFIs. As the cost of funds
for BFIs rises, the cost of funds for NBFIs also increases.

5. FINDINGS AND ANALYSIS OF THE RESULTS

The first objective of the study is to identify the current
scenario of the cost of funds of different groups of NBFIs.
To comply with this objective, NBFIs are grouped on the
basis of establishment year and the nature of their owner-
ship. The results of the selected variables are discussed
according to their groups. On the other hand, the second
objective is to find out the causal relationship of the inter-
nal factors with the cost of funds of NBFIs. The results of
the regression analysis are also discussed in this section.

5.1 DESCRIPTIVE ANALYSIS
Table 3 shows the Cost of Funds, Equity Contribution,

! Note:

*Cost of funds indicate cost of deposits for BFls and
cost of deposit and borrowing for NBFIs

*Compound Annual Growth Rate

- N/ A stands for not available

- Figures in parentheses indicate percentage of partici-
pation in total combining figures of NBFIs and BFIs
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Size of Business and Profitability ratio of NBFIs. Listed
NBFIs are divided into three groups on the basis of their
establishment year (before 1990, during 1991-2000 and
after 2000). According to the table, it is found that the av-
erage cost of funds of NBFIs established before 1990 is
lower compared to other two groups and NBFIs estab-
lished after 2000 exhibit the higher COF. As the group of
old firm has market reputation with large asset size and
higher capital contribution, they can collect funds with
lower rate. The CAGR of NBFIs established before 1990 is
negative (-0.57%) with the CV of 8% indicating that the
cost of funds has decreased over the period of time. The
average COF of NBFIs established after 2000 shows the
highest rate of 13.72% with the CAGR of 1.82% which
means that they involve high rate to raise their funds.

The average equity contribution of NBFIs established before
1990 represent the highest among all the groups that is Tk.
616.20 million and the CAGR is 24.44% indicating their fi-
nancial soundness that may help them to collect funds at a
favorable cost. Although this figure is not highest for the
NBFls established during 1991-2000, the CAGR is 30.03%
which is the highest among all groups. On the other hand,
the average equity contribution of NBFIs established after
2000 is Tk. 438.25 million and the CAGR is only 15.44%. The
size of total asset for NBFIs established before 1990 is higher
but the CAGR of NBFIs established during 1990-2000 repre-
sent the highest (17.55%). The profitability ratios (measured
by the earning per share) represent the negative CAGR for
both the group of NBFIs established before 1990 and during
1991-2000, but the CAGR is 13.77% for the last group alt-
hough the other two groups demonstrate the large absolute
figure. From the above discussion, it is clear that NBFIs es-
tablished before 1990 shows higher equity contribution and
total asset size. At the same time, the low COF with negative
CAGR implies their ability to generate funds at a low cost for
the reputation and public confidence.

Table 4 shows the Cost of Funds, Equity Contribution, Size of
Business and Profitability ratio of NBFIs groups based on
their ownership structure. According to this structure, NBFIs
are divided into local and joint venture groups. According to
the table, the rate of average COF for the NBFIs of both local
and joint venture groups shows almost the same although
the CAGR of local NBFHIs is slightly higher (1.22%). The aver-
age equity contribution of the group of joint venture NBFIs is
higher, but the CAGR is almost the same for both the groups.
In terms of the size of business, the group of joint venture
NBEFIs achieves higher CAGR (15.21%) during the particular
period of time. The average earning per share is higher for
the group of joint venture NBFIs which is Tk. 48.54. Howev-
er, both the groups demonstrate the negative CAGR for the
EPS. Thus, it is observed that due to the high equity contribu-
tion, large asset size and high EPS of the group of joint ven-
ture NBFIs compared to local NBFIs are able to raise relative-
ly low cost funds.
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Table 3: Comparative COF, EC, SB and PR of NBFIs based on Establishment Year

COF EC (Tk. In millions) SB (Tk. In millions) PR

Before [1991-| After |Before| 1991- | After | Before | 1991- | After |Before|1991-|After

1990 | 2000|2000 | 1990 | 2000 | 2000 | 1990 2000 | 2000 | 1990 |2000 | 2000

2008 | 12.44 |13.14|13.81|397.88|357.55 | 354.20 |10862.69| 5602.21 |4169.30| 68.89 |32.77|16.66
2009 | 11.33 [11.49(13.21[449.31|423.89 | 365.64 [12555.81| 7576.98 |5358.31|116.50 |53.67|21.41
2010 | 10.30 [10.92(13.03|663.44 | 608.07 | 404.05 [14143.89| 9706.26 |6575.68| 74.78 |66.20|62.92
2011 | 12.16 |13.85|14.85|954.18|1022.04| 629.09 |16076.90|10695.13|6252.58| 28.47 |24.40|27.92
Ave. | 11.56 [12.35]|13.72|616.20 | 602.89 | 438.25 [13409.82| 8395.15 |5588.97| 72.16 |44.26|32.23
SD | 0.96 |1.37 | 0.82 |252.96298.85 |129.005|2226.31 | 2271.47 |1077.44| 36.02 [19.11|20.97

CV | 0.08 |0.11 | 0.06 | 0.411 | 0.496 | 0.294 | 0.16 0.27 0.19 | 049 | 043 |0.65

CAGR| -0.57 | 1.31 | 1.82 |24.442| 30.03 | 1544 | 10.29 | 17.55 | 10.66 |-19.82|-7.11|13.77

Source: Authors’ own calculation, Data: Annual Report of respective NBFI

Table 4: Comparative COF, EC, SB and PR of NBFIs based on Ownership.

COF EC SB PR

Local| JV | Local| JV Local JV Local | JV

2008 | 12.87|13.18|276.86|377.01|6285.37| 6324.81 | 35.56 | 36.66
2009 [12.31|11.71]312.72|432.74| 6855.56| 8271.51 | 44.72 | 61.50
2010 [11.19]11.20|485.38|593.75| 7860.53| 10250.02| 59.11 | 68.35
2011 | 13.51|13.75|738.73|963.77| 8963.44 | 11143.78| 12.90 | 27.67
Average |12.47|12.46|453.42|591.81|7491.22| 8997.53 | 38.07 | 48.54
SD 0.98 | 1.20 [ 210.86|264.45|1177.84| 2148.31 | 19.38 | 19.47
CV 0.08 | 0.10 | 0.47 | 0.45 0.16 0.24 0.51 | 0.40
CAGR 1.22 | 1.074| 27.81 | 26.45 | 9.28 15.21 |-22.39|-6.79

Source: Authors” own calculation, Data: Annual Report of respective NBFI

5.2 MULTIPLE REGRESSION ANALYSIS

This study runs a regression model to identify the impact,
if any, of internal factors on the cost of funds for NBFIs.
For this analysis five internal factors are selected like age
of business (AB), equity contribution of the owners (EC),
size of business (SB), nature of business (NA) and profita-
bility (PR). In the regression equation, the log of total paid
up capital is considered for the equity contribution, the
log of total asset is considered for the size of business, the
proportion of interest earning asset is considered for the
nature of asset and finally the earning per share is used
for the profitability measurement. The descriptive statis-
tics of the sample firms are shown in table 5. According to
the table, the maximum COF for the listed NBFIs are
17.18% and the minimum is 9.75% that results the average
COF of 12.46 with a standard deviation of 1.50. In terms of
the age of the firms, the maximum age is 30 where the
minimum age is only 6. For this age, variation firms are
experiencing different cost of funds. The ratio of interest
earning asset to total asset which is used as the nature of
asset shows the maximum of 98.04% and the minimum of
64.19% with the standard deviation of 8.15 that indicates
that most of the firms have more asset but the size of their
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non earning assets are high. On the other hand, the maxi-
mum EPS of the listed NBFIs are 273.93 and the minimum
is -5.60 with a standard deviation of 43.89. From the earli-
est analysis it is found that NBFIs established after 2000
experiences low EPS than the other two groups which
makes the greater standard deviation.

Table 5: Descriptive Statistics of the variables

Std.
Variable | N |Minimum |Maximum |Mean |Deviation
COF 64 9.75 17.18  |12.4599| 1.50414
AGE 64 6.00 30.00 [14.1875| 5.67611
EC 64 4.62 7.55 6.2072 | 53721
SB 64 7.16 1035 | 8.8757 | .68049
NA 64 64.19 98.04 |88.8192| 8.14992
PR | 64| =560 27396 |47.2343| 43.89665

Source: Authors’ own calculation

Table 6 represents the results of the multiple regression
analysis. From the table it is clear that the value of R
Square is .520 and the adjusted R square is .437. Since the
analysis is done by considering only the internal factors,
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52% of the depended variable (COF) is explaining the set
of independent variables used in the model. The value of
F is 4298 and is significant at .002 levels. To assess the
potential for multicollinearity, regression analysis of vari-
ance inflation factors (VIF) and tolerance levels have per-
formed. Since all values of tolerance levels are greater
than 0.10, there is no such problems of multicollinearity
that may create harmful effects in the model (Menard,
1995). Weisberg (1985) suggests that multicollinearity in
explanatory variables has been diagnosed through analy-
sis of VIF. Myers (1990) suggests that where the VIF for
the independent variables is greater than 10, these should
be considered an indication of harmful multicollinearity.
In the present study, all of the VIFs for independent vari-
ables are less than 10, indicating that multicollinearity
between the independent variables is unlikely to create a
serious problem in interpreting the results of the regres-
sion analysis.

Table 6: Regression Results

Variable Beta Std. |Beta t|Signifi|Collinearity
CoefficientError values| cance | Statistics
(Constant)| 14.654 |(2.793|5.246 000 Toler| VIF
) ance

AGE -.083 .032 |-2.587| .012* | .856 [1.168
EC -112 387 [-.290 | .773 |.658 [1.519
NA -.021 .023 [-904 | 370 |.482 (2.076
PR -.012 .005 |-2.408| .019* | .831 (1.204
SB 235 357 | .657 | 514 |.576 [1.736

R Square = .520

Adjusted R Square = 437

F value = 4.298

Significance = .002

Source: Authors’ own calculation

Table 6 shows that, out of five independent variables two
are statistically significant at 5% level conforming to the
expected sign. These two factors are the age and the earn-
ings per share. As a result, it can be said that the age and
profitability (measured by earnings per share) are strong
factors that are greatly influencing the COF of NBFIs and
are negatively related with COF. Therefore, NBFI with
high earnings per share and relatively old aged can collect
low cost funds and vice versa. Although the other two
variables equity contribution (measured by paid up capi-
tal) and nature of asset (measured by proportion of inter-
est earning asset) are not statistically significant, they are
conforming the expected sign. Thus, it indicates that firm
with high paid up capital and large earning per share can
attract the funds provider which may reduce their COF.
These results also support the previous analysis (Table 3)
of the study. The other variable size of business that is
measured by total asset is providing the conflicting result.
This variable neither conform the expected sign nor is
statistically significant.
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6. CONCLUSION

NBFIs are playing an important role along with the bank-
ing sector to ensure the sustainable development of our
economy. Over the last few years, NBFIs are competing
with the BFIs in different aspects especially in lending and
deposit mobilization. Recently banks are increasingly
moving into the domain of non-banks and have been in-
creasingly taking over much of the role of the non-banks
as they have the advantage of lower costs of fund com-
pared to the NBFIs. On the other hand, NBFIs are suffer-
ing from high cost and scarcity of funds. This situation
somewhat hampers the growth and development of
NBFIs. This study tried to identify the COF of different
groups of NBFIs and finds that the group of NBFIs estab-
lish before 1990 experiences a low COF due to the high
age, more paid up capital, large asset size and more earn-
ing per shares, etc. compared to the NBFIs established
during 1991-2000 and after 2000. On the other hand, due
to the high equity contribution, large asset size and high
EPS of the group of joint venture NBFIs compared to local
NBFIs are able to raise relatively low cost funds.

The study also examines the impact of internal factors, if
any, on the overall cost of fund for DSE listed NBFIs. To
identify the relationship with COF, five internal factors
are used and the model suggested that the independent
variables can explained the COF as 52% with the F value
of 4.293 at .002 levels of significance. From the regression
analysis it is found that the age and profitability (meas-
ured by earnings per share) factors have strong influence
on COF of NBFIs and are negatively related with the de-
pendent variable. Therefore, NBFI with high earnings per
share and relatively old aged can collect low cost funds
and vice versa. The other two variables equity contribu-
tion (measured by paid up capital) and nature of asset
(measured by proportion of interest earning asset) are not
statistically significant, but they are conforming the ex-
pected sign indicating that firm with high paid up capital
and large earning per share can attract the funds provider
which may reduce their COF. The other variable size of
business that is measured by total asset, neither conform
the expected sign nor is statistically significant. Since the
study conducted on the basis of internal factors and a very
few literature are available in the field, further study can
be conducted with some other external factors to identify
the most influential and statistically significant variables
those may greatly explain the cost of funds.
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Appendix I: List of Sample Firms
Sl.| Name of NBFIs Short |Year of
Name |Establi

shment Average | 13.14| 11.78| 11.20| 13.72| 12.46 | 1.167| 0.094
1| Industrial Promotion and Development | IPDC 1981 SD 0.739| 1.171| 1.137| 1.391| 0.843
Company of Bangladesh Ltd IPDC) CV | 0.056| 0.099| 0.101| 0.101| 0.068

2| Industrial Development leasing Company | IDLC 1985 Source: Authors’ own calculation, Data: Annual Report of respective NBFL
of Bangladesh Ltd (IDLC)

3 | United Leasing Company Ltd (ULCL) ULCL 1989 --0--
Phoenix Leasing Company Ltd PLCL 1995
International Leasing and Financial Ser- | ILFSL 1996
vices Ltd (ILFSL)

6 | Prime Finance and Investment Ltd. PFIL 1996

7 | Bay Leasing and Investment Ltd BAYLI 1996

8 | Peoples Leasing and Financial Services Ltd. PLFSL 1996

9 | First Lease International Ltd FLIL 1996

10| Lanka Bangla Finance Ltd. LBFL 1997

11| Bangladesh Industrial Finance Company Ltd BIFC 1998

12| Union Capital Ltd (UCL) UCL 1998

13| National Housing Finance and Invest- | NHFI 1998
ments Ltd

14| Industrial and Infrastructure Develop- | IIDFCL | 2001
ment Finance Company Ltd (IIDFCL)
15| Fidelity Assets and Securities Company Ltd FIASCL | 2001
16| Premier Leasing International Ltd PLIL 2002
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