
VOLUME NO. 2 (2012), ISSUE NO. 8 (AUGUST) ISSN 2231-5756 

  A Monthly Double-Blind Peer Reviewed Refereed Open Access International e-Journal - Included in the International Serial Directories 

Indexed & Listed at:  
Ulrich's Periodicals Directory ©, ProQuest, U.S.A., EBSCO Publishing, U.S.A., Cabell’s Directories of Publishing Opportunities, U.S.A. 

as well as in Open J-Gage, India [link of the same is duly available at Inflibnet of University Grants Commission (U.G.C.)] 
Registered & Listed at: Index Copernicus Publishers Panel, Poland 

Circulated all over the world & Google has verified that scholars of more than 1500 Cities in 141 countries/territories are visiting our journal on regular basis. 

Ground Floor, Building No. 1041-C-1, Devi Bhawan Bazar, JAGADHRI – 135 003, Yamunanagar, Haryana, INDIA 

www.ijrcm.org.in 



VOLUME NO. 2 (2012), ISSUE NO. 8 (AUGUST) ISSN 2231-5756 

INTERNATIONAL JOURNAL OF RESEARCH IN COMMERCE, IT & MANAGEMENT 
A Monthly Double-Blind Peer Reviewed Refereed Open Access International e-Journal - Included in the International Serial Directories 

www.ijrcm.org.in 

ii 

CONTENTSCONTENTSCONTENTSCONTENTS    
    

Sr. 

No. TITLE & NAME OF THE AUTHOR (S) Page No. 

1. ANALYSIS OF IPOS UNDERPRICING: EVIDENCE FROM BOMBAY STOCK EXCHANGE 

ROHIT BANSAL & DR. ASHU KHANNA 
1 

2. BANKRUPTCY PREDICTION OF FIRMS USING THE DATA MINING METHOD 

ATIYE ASLANI KTULI & MANSOUR GARKAZ 
8 

3. THE EFFECT OF BASEL III REQUIREMENTS ON IMPROVING RISK-MANAGEMENT CAPABILITIES IN JORDANIAN BANKS 

DR. MOHAMMED FAWZI ABU EL HAIJA 
12 

4. CAPITAL STRUCTURE DETERMINANTS: CRITICAL REVIEW FOR SELECTED INDIAN COMPANIES 

DR. AVANISH KUMAR SHUKLA 
18 

5. IMPACT OF INFLATION ON BANK LENDING RATE IN BANGLADESH 

EMON KALYAN CHOWDHURY 
23 

6. THE PERCEPTION OF BANK EMPLOYEES TOWARDS COST OF ADOPTION, RISK OF INNOVATION, AND STAFF TRAINING’S INFLUENCE ON THE 

ADOPTION OF INFORMATION AND COMMUNICATION TECHNOLOGY (ICT) IN THE RWANDAN COMMERCIAL BANKS 

MACHOGU MORONGE ABIUD & LYNET OKIKO 

27 

7. ICT, ELECTION AND DEVELOPMENT IN AFRICA 

NDUONOFIT, LARRY-LOVE EFFIONG & ONWUKWE, VIVIAN CHIZOMA 
32 

8. MODERATING ROLE OF EMOTIONAL INTELLIGENCE TOWARDS STRESS AND EMPLOYEE PERFORMANCE IN THE INDIAN BANKING SECTOR 

BEULAH VIJI CHRISTIANA.M & DR. V. MAHALAKSHMI 
35 

9. FACTORS INFLUENCING CUSTOMER LOYALTY IN MOBILE PHONE SERVICE - A STUDY WITH REFERENCE TO COIMBATORE CITY 

DR. V.T.R .VIJAYAKUMAR & B.SUBHA 
39 

10. A STUDY ON OCCUPATIONAL STRESS AMONG GRADE I POLICE CONSTABLES 

M.SHUNMUGA SUNDARAM & DR. M. JAYA KUMARAN 
44 

11. A STUDY ON THE IMPACT OF SPIRITUALITY ON ORGANISATIONAL PERFORMANCE WITH SPECIAL REFERENCE TO ORGANIISATIONS IN 

SALEM CITY 

DR. M. G.SARAVANA RAJ & R. FLORENCE BHARATHI 

49 

12. A COMPARATIVE STUDY OF SELF- EFFICACY AND SUBJECTIVE WELL- BEING AMONG EMPLOYED WOMEN AND UNEMPLOYED WOMEN 

DR. K. JAYASHANKAR REDDY 
54 

13. NETWORK SECURITY THREATS AND SOLUTIONS IN A VIRTUAL MARKETPLACE 

DR. PANKAJ KUMAR GUPTA & DR. AJAY KUMAR TIWARI 
58 

14. A STUDY OF SUPPLIERS CERTIFICATION AT DIFFERENT LAYERS AND ITS IMPACT ON QUALITY IN AUTO COMPONENT INDUSTRY 

DR.DATTATRY RAMCHANDRA MANE 
61 

15. GLOBAL LIFE INSURANCE PENETRATION AND DENSITY 

DR. GUDALA SYAMALA RAO 
69 

16. AN ENHANCE SECURITY OF PLAYFAIR CIPHER SUBSTITUTION USING A SIMPLE COLUMNAR TRANSPOSITION TECHNIQUE WITH MULTIPLE 

ROUNDS (SCTTMR) 

GAURAV SHRIVASTAVA, MANOJ DHAWAN & MANOJ CHOUHAN 

75 

17. CONSUMERS PERCEPTIONS OF CORPORATE SOCIAL RESPONSIBILITY: EMPIRICAL EVIDENCE 

AMIT B. PATEL, DR. VIMAL K. BHATT & JATIN K. MODI 
79 

18. A STUDY ON FINANCIAL HEALTH OF KINGFISHER AIRLINES LTD: (Z- SCORE APPROACH) 

JIGNESH. B. TOGADIYA & UTKARSH. H. TRIVEDI 
84 

19. STRATEGIES OF CUSTOMER RELATION MANAGEMENT IN MODERN MARKETING 

DR. T. PALANISAMY & K. AMUTHA 
88 

20. CORPORATE GOVERNANCE IN OIL & GAS SECTOR: AN EMPIRICAL INVESTIGATION 

RASHESH PATEL & SWATI PATEL 
92 

21. KNOWLEDGE MANAGEMENT & MOBILIZING KNOWLEDGE IN EDUCATION BY FOLLOWING CASE STUDY OF YU;GI-OH WORLD 

SMITA.S.JAPE 
101 

22. STUDY OF CRM THROUGH SOCIAL NETWORKING SITE: A FACEBOOK PERSPECTIVE 

TEENA BAGGA & APARAJITA BANERJEE 
107 

23. ORDINARY LEAST SQUARES METHOD AND ITS VARIANTS 

R. SINGH 
114 

24. I T INFRASTRUCTURE IN CREATING POTENTIAL MARKETING OPPORTUNITIES IN INDUSTRIES: AN EMPIRICAL STUDY OF SELECT INDUSTRIES 

IN KARNATAKA 

MANJUNATH K R & RAJENDRA M 

120 

25. THE IMPACT OF KNOWLEDGE MANAGEMENT ON BUSINESS ORGANIZATION 

SUNITA S. PADMANNAVAR & SMITA B. HANJE 
126 

26. LOCUS OF CONTROL AMONG HIGH SCHOOL TEACHERS 

DEEPA MARINA RASQUINHA 
129 

27. KNOWLEDGE MANAGEMENT: A CONCEPTUAL UNDERSTANDING 

AINARY ARUN KUMAR 
135 

28. A STUDY ON EFFECTIVENESS OF ORGANIZATIONAL HEALTH IN SMALL SCALE INDUSTRIES 

DR. J. S. V. GOPALA SARMA 
142 

29. JOB SATISFACTION DURING RECESSION PERIOD: A CASE STUDY OF PUBLIC & PRIVATE INSURANCE IN PUNJAB 

HARDEEP KAUR 
149 

30. BANKING SECTOR REFORMS IN INDIA 

DR. SANDEEP KAUR 

156 

 REQUEST FOR FEEDBACK 162 



VOLUME NO. 2 (2012), ISSUE NO. 8 (AUGUST) ISSN 2231-5756 

INTERNATIONAL JOURNAL OF RESEARCH IN COMMERCE, IT & MANAGEMENT 
A Monthly Double-Blind Peer Reviewed Refereed Open Access International e-Journal - Included in the International Serial Directories 

www.ijrcm.org.in 

iii 

CHIEF PATRONCHIEF PATRONCHIEF PATRONCHIEF PATRON 
PROF. K. K. AGGARWAL 

Chancellor, Lingaya’s University, Delhi 

Founder Vice-Chancellor, Guru Gobind Singh Indraprastha University, Delhi 

Ex. Pro Vice-Chancellor, Guru Jambheshwar University, Hisar 

    

PATRONPATRONPATRONPATRON    
SH. RAM BHAJAN AGGARWAL 

Ex. State Minister for Home & Tourism, Government of Haryana 

Vice-President, Dadri Education Society, Charkhi Dadri 

President, Chinar Syntex Ltd. (Textile Mills), Bhiwani 

    

COCOCOCO----ORDINATORORDINATORORDINATORORDINATOR 
AMITA 

Faculty, Government M. S., Mohali 

    

ADVISORSADVISORSADVISORSADVISORS 
DR. PRIYA RANJAN TRIVEDI 

Chancellor, The Global Open University, Nagaland 

PROF. M. S. SENAM RAJU 
Director A. C. D., School of Management Studies, I.G.N.O.U., New Delhi 

PROF. M. N. SHARMA 
Chairman, M.B.A., Haryana College of Technology & Management, Kaithal 

PROF. S. L. MAHANDRU 
Principal (Retd.), Maharaja Agrasen College, Jagadhri 

    

EDITOREDITOREDITOREDITOR 
PROF. R. K. SHARMA 

Professor, Bharti Vidyapeeth University Institute of Management & Research, New Delhi 

    

COCOCOCO----EDITOREDITOREDITOREDITOR 
DR. BHAVET 

Faculty, M. M. Institute of Management, Maharishi Markandeshwar University, Mullana, Ambala, Haryana 

    

EDITORIAL ADVISORY BOARDEDITORIAL ADVISORY BOARDEDITORIAL ADVISORY BOARDEDITORIAL ADVISORY BOARD    
DR. RAJESH MODI 

Faculty, Yanbu Industrial College, Kingdom of Saudi Arabia 

PROF. SANJIV MITTAL 
University School of Management Studies, Guru Gobind Singh I. P. University, Delhi 

PROF. ANIL K. SAINI 
Chairperson (CRC), Guru Gobind Singh I. P. University, Delhi 

DR. SAMBHAVNA 
Faculty, I.I.T.M., Delhi 

DR. MOHENDER KUMAR GUPTA 
Associate Professor, P. J. L. N. Government College, Faridabad 

 



VOLUME NO. 2 (2012), ISSUE NO. 8 (AUGUST) ISSN 2231-5756 

INTERNATIONAL JOURNAL OF RESEARCH IN COMMERCE, IT & MANAGEMENT 
A Monthly Double-Blind Peer Reviewed Refereed Open Access International e-Journal - Included in the International Serial Directories 

www.ijrcm.org.in 

iv 

DR. SHIVAKUMAR DEENE 
Asst. Professor, Dept. of Commerce, School of Business Studies, Central University of Karnataka, Gulbarga 

MOHITA 
Faculty, Yamuna Institute of Engineering & Technology, Village Gadholi, P. O. Gadhola, Yamunanagar 

    

ASSOCIATE EDITORSASSOCIATE EDITORSASSOCIATE EDITORSASSOCIATE EDITORS 
PROF. NAWAB ALI KHAN 

Department of Commerce, Aligarh Muslim University, Aligarh, U.P. 

PROF. ABHAY BANSAL 

Head, Department of Information Technology, Amity School of Engineering & Technology, Amity University, Noida 

PROF. A. SURYANARAYANA 
Department of Business Management, Osmania University, Hyderabad 

DR. SAMBHAV GARG 
Faculty, M. M. Institute of Management, Maharishi Markandeshwar University, Mullana, Ambala, Haryana 

PROF. V. SELVAM 
SSL, VIT University, Vellore 

DR. PARDEEP AHLAWAT 
Associate Professor, Institute of Management Studies & Research, Maharshi Dayanand University, Rohtak 

DR. S. TABASSUM SULTANA 
Associate Professor, Department of Business Management, Matrusri Institute of P.G. Studies, Hyderabad 

SURJEET SINGH 
Asst. Professor, Department of Computer Science, G. M. N. (P.G.) College, Ambala Cantt. 

    

TECHNICAL ADVISORTECHNICAL ADVISORTECHNICAL ADVISORTECHNICAL ADVISOR    
AMITA 

Faculty, Government H. S., Mohali 

MOHITA 

Faculty, Yamuna Institute of Engineering & Technology, Village Gadholi, P. O. Gadhola, Yamunanagar 

    

FINANCIAL ADVISORSFINANCIAL ADVISORSFINANCIAL ADVISORSFINANCIAL ADVISORS    
DICKIN GOYAL 

Advocate & Tax Adviser, Panchkula 

NEENA 

Investment Consultant, Chambaghat, Solan, Himachal Pradesh 

    

LEGAL ADVISORSLEGAL ADVISORSLEGAL ADVISORSLEGAL ADVISORS    
JITENDER S. CHAHAL 

Advocate, Punjab & Haryana High Court, Chandigarh U.T. 

CHANDER BHUSHAN SHARMA 

Advocate & Consultant, District Courts, Yamunanagar at Jagadhri 

    

SUPERINTENDENTSUPERINTENDENTSUPERINTENDENTSUPERINTENDENT    
SURENDER KUMAR POONIA 

 

    

    



VOLUME NO. 2 (2012), ISSUE NO. 8 (AUGUST) ISSN 2231-5756 

INTERNATIONAL JOURNAL OF RESEARCH IN COMMERCE, IT & MANAGEMENT 
A Monthly Double-Blind Peer Reviewed Refereed Open Access International e-Journal - Included in the International Serial Directories 

www.ijrcm.org.in 

v 

CALL FOR MANUSCRIPTSCALL FOR MANUSCRIPTSCALL FOR MANUSCRIPTSCALL FOR MANUSCRIPTS    
We invite unpublished novel, original, empirical and high quality research work pertaining to recent developments & practices in the area of 

Computer, Business, Finance, Marketing, Human Resource Management, General Management, Banking, Insurance, Corporate Governance 

and emerging paradigms in allied subjects like Accounting Education; Accounting Information Systems; Accounting Theory & Practice; Auditing; 

Behavioral Accounting; Behavioral Economics; Corporate Finance; Cost Accounting; Econometrics; Economic Development; Economic History; 

Financial Institutions & Markets; Financial Services; Fiscal Policy; Government & Non Profit Accounting; Industrial Organization; International 

Economics & Trade; International Finance; Macro Economics; Micro Economics; Monetary Policy; Portfolio & Security Analysis; Public Policy 

Economics; Real Estate; Regional Economics; Tax Accounting; Advertising & Promotion Management; Business Education; Management 

Information Systems (MIS); Business Law, Public Responsibility & Ethics; Communication; Direct Marketing; E-Commerce; Global Business; 

Health Care Administration; Labor Relations & Human Resource Management; Marketing Research; Marketing Theory & Applications; Non-

Profit Organizations; Office Administration/Management; Operations Research/Statistics; Organizational Behavior & Theory; Organizational 

Development; Production/Operations; Public Administration; Purchasing/Materials Management; Retailing; Sales/Selling; Services; Small 

Business Entrepreneurship; Strategic Management Policy; Technology/Innovation; Tourism, Hospitality & Leisure; Transportation/Physical 

Distribution; Algorithms; Artificial Intelligence; Compilers & Translation; Computer Aided Design (CAD); Computer Aided Manufacturing; 

Computer Graphics; Computer Organization & Architecture; Database Structures & Systems; Digital Logic; Discrete Structures; Internet; 

Management Information Systems; Modeling & Simulation; Multimedia; Neural Systems/Neural Networks; Numerical Analysis/Scientific 

Computing; Object Oriented Programming; Operating Systems; Programming Languages; Robotics; Symbolic & Formal Logic and Web Design. 

The above mentioned tracks are only indicative, and not exhaustive. 

Anybody can submit the soft copy of his/her manuscript anytime in M.S. Word format after preparing the same as per our submission 

guidelines duly available on our website under the heading guidelines for submission, at the email address: infoijrcm@gmail.com. 

GUIDELINES FOR SUBMISSION OF MANUSCRIPTGUIDELINES FOR SUBMISSION OF MANUSCRIPTGUIDELINES FOR SUBMISSION OF MANUSCRIPTGUIDELINES FOR SUBMISSION OF MANUSCRIPT    

1. COVERING LETTER FOR SUBMISSION: 

DATED: _____________ 

THE EDITOR 

IJRCM 

Subject:  SUBMISSION OF MANUSCRIPT IN THE AREA OF                                                                                                                . 

 (e.g. Finance/Marketing/HRM/General Management/Economics/Psychology/Law/Computer/IT/Engineering/Mathematics/other, please specify) 

DEAR SIR/MADAM 

Please find my submission of manuscript entitled ‘___________________________________________’ for possible publication in your journals. 

I hereby affirm that the contents of this manuscript are original. Furthermore, it has neither been published elsewhere in any language fully or partly, nor is it 

under review for publication elsewhere. 

I affirm that all the author (s) have seen and agreed to the submitted version of the manuscript and their inclusion of name (s) as co-author (s). 

Also, if my/our manuscript is accepted, I/We agree to comply with the formalities as given on the website of the journal & you are free to publish our 

contribution in any of your journals. 

NAME OF CORRESPONDING AUTHOR: 

Designation: 

Affiliation with full address, contact numbers & Pin Code: 

Residential address with Pin Code: 

Mobile Number (s): 

Landline Number (s):  

E-mail Address: 

Alternate E-mail Address: 

NOTES: 

a) The whole manuscript is required to be in ONE MS WORD FILE only (pdf. version is liable to be rejected without any consideration), which will start from 

the covering letter, inside the manuscript. 

b) The sender is required to mention the following in the SUBJECT COLUMN of the mail:  

New Manuscript for Review in the area of (Finance/Marketing/HRM/General Management/Economics/Psychology/Law/Computer/IT/ 

Engineering/Mathematics/other, please specify) 

c) There is no need to give any text in the body of mail, except the cases where the author wishes to give any specific message w.r.t. to the manuscript. 

d) The total size of the file containing the manuscript is required to be below 500 KB. 

e) Abstract alone will not be considered for review, and the author is required to submit the complete manuscript in the first instance. 

f) The journal gives acknowledgement w.r.t. the receipt of every email and in case of non-receipt of acknowledgment from the journal, w.r.t. the submission 

of manuscript, within two days of submission, the corresponding author is required to demand for the same by sending separate mail to the journal. 

2. MANUSCRIPT TITLE: The title of the paper should be in a 12 point Calibri Font. It should be bold typed, centered and fully capitalised. 

3. AUTHOR NAME (S) & AFFILIATIONS: The author (s) full name, designation, affiliation (s), address, mobile/landline numbers, and email/alternate email 

address should be in italic & 11-point Calibri Font. It must be centered underneath the title. 

4. ABSTRACT: Abstract should be in fully italicized text, not exceeding 250 words. The abstract must be informative and explain the background, aims, methods, 

results & conclusion in a single para. Abbreviations must be mentioned in full. 



VOLUME NO. 2 (2012), ISSUE NO. 8 (AUGUST) ISSN 2231-5756 

INTERNATIONAL JOURNAL OF RESEARCH IN COMMERCE, IT & MANAGEMENT 
A Monthly Double-Blind Peer Reviewed Refereed Open Access International e-Journal - Included in the International Serial Directories 

www.ijrcm.org.in 

vi 

 

5. KEYWORDS: Abstract must be followed by a list of keywords, subject to the maximum of five. These should be arranged in alphabetic order separated by 

commas and full stops at the end. 

6. MANUSCRIPT: Manuscript must be in BRITISH ENGLISH prepared on a standard A4 size PORTRAIT SETTING PAPER. It must be prepared on a single space and 

single column with 1” margin set for top, bottom, left and right. It should be typed in 8 point Calibri Font with page numbers at the bottom and centre of every 

page. It should be free from grammatical, spelling and punctuation errors and must be thoroughly edited. 

7. HEADINGS: All the headings should be in a 10 point Calibri Font. These must be bold-faced, aligned left and fully capitalised. Leave a blank line before each 

heading. 

8. SUB-HEADINGS: All the sub-headings should be in a 8 point Calibri Font. These must be bold-faced, aligned left and fully capitalised.  

9. MAIN TEXT: The main text should follow the following sequence: 

 INTRODUCTION 

 REVIEW OF LITERATURE 

 NEED/IMPORTANCE OF THE STUDY 

 STATEMENT OF THE PROBLEM 

 OBJECTIVES 

 HYPOTHESES 

 RESEARCH METHODOLOGY 

 RESULTS & DISCUSSION 

 FINDINGS 

 RECOMMENDATIONS/SUGGESTIONS   

 CONCLUSIONS 

 SCOPE FOR FURTHER RESEARCH 

 ACKNOWLEDGMENTS 

 REFERENCES 

 APPENDIX/ANNEXURE 

 It should be in a 8 point Calibri Font, single spaced and justified. The manuscript should preferably not exceed 5000 WORDS. 

10. FIGURES &TABLES: These should be simple, crystal clear, centered, separately numbered & self explained, and titles must be above the table/figure. Sources 

of data should be mentioned below the table/figure. It should be ensured that the tables/figures are referred to from the main text. 

11. EQUATIONS: These should be consecutively numbered in parentheses, horizontally centered with equation number placed at the right. 

12. REFERENCES: The list of all references should be alphabetically arranged. The author (s) should mention only the actually utilised references in the preparation 

of manuscript and they are supposed to follow Harvard Style of Referencing. The author (s) are supposed to follow the references as per the following: 

• All works cited in the text (including sources for tables and figures) should be listed alphabetically.  

• Use (ed.) for one editor, and (ed.s) for multiple editors.  

• When listing two or more works by one author, use --- (20xx), such as after Kohl (1997), use --- (2001), etc, in chronologically ascending order. 

• Indicate (opening and closing) page numbers for articles in journals and for chapters in books.  

• The title of books and journals should be in italics. Double quotation marks are used for titles of journal articles, book chapters, dissertations, reports, working 

papers, unpublished material, etc. 

• For titles in a language other than English, provide an English translation in parentheses.  

• The location of endnotes within the text should be indicated by superscript numbers. 

 

PLEASE USE THE FOLLOWING FOR STYLE AND PUNCTUATION IN REFERENCES: 

BOOKS 

• Bowersox, Donald J., Closs, David J., (1996), "Logistical Management." Tata McGraw, Hill, New Delhi.  

• Hunker, H.L. and A.J. Wright (1963), "Factors of Industrial Location in Ohio" Ohio State University, Nigeria.  

CONTRIBUTIONS TO BOOKS  

• Sharma T., Kwatra, G. (2008) Effectiveness of Social Advertising: A Study of Selected Campaigns, Corporate Social Responsibility, Edited by David Crowther & 

Nicholas Capaldi, Ashgate Research Companion to Corporate Social Responsibility, Chapter 15, pp 287-303. 

JOURNAL AND OTHER ARTICLES  

• Schemenner, R.W., Huber, J.C. and Cook, R.L. (1987), "Geographic Differences and the Location of New Manufacturing Facilities," Journal of Urban Economics, 

Vol. 21, No. 1, pp. 83-104. 

CONFERENCE PAPERS  

• Garg, Sambhav (2011): "Business Ethics" Paper presented at the Annual International Conference for the All India Management Association, New Delhi, India, 

19–22 June. 

UNPUBLISHED DISSERTATIONS AND THESES  

• Kumar S. (2011): "Customer Value: A Comparative Study of Rural and Urban Customers," Thesis, Kurukshetra University, Kurukshetra. 

ONLINE RESOURCES  

• Always indicate the date that the source was accessed, as online resources are frequently updated or removed.  

WEBSITES  

• Garg, Bhavet (2011): Towards a New Natural Gas Policy, Political Weekly, Viewed on January 01, 2012 http://epw.in/user/viewabstract.jsp 



VOLUME NO. 2 (2012), ISSUE NO. 8 (AUGUST) 

INTERNATIONAL JOURNAL OF RESEARCH IN COMMERCE
A Monthly Double-Blind Peer Reviewed Refereed Open Access International e

IMPACT OF INFLATION 

Ever since Irving Fisher (1930) provided the relationship between the expected inflation and interest rates 

financial controversies and literatures have surrounded this relationship. In Bangladesh context, very less study has been do

liberalizations are of recent past. This study is done with an objective to unearth the influence of inflation on lending rate of commercial banks in Bangladesh.  

The period 2002 - 2011 has been considered for study. The inflation and lending rate satisfy Dickey Fuller Test. Later, the dependent variable 

regressed with the independent variable inflation. The obtained residuals are again subject to Augmented Dickey Fuller test. 

are stationary, and the co-integration tests proves that during the period of s

 

KEYWORDS 
Inflation rate, Interest rate, Augmented Dickey–Fuller test

 

INTRODUCTION 
nflation is a key factor in things that affect interest rates. When a surge in inflation 

time, prices of things tend to steadily increase. Therefore the value of money decreases. Lenders are very aware that inflati

money over the time period of a loan, so they increase interest rates to compensate for the loss. This is how lenders are able to stay visible over time wi

multiple borrowers and multiple outstanding loans. Adjustments are made to interest to recoup the loss made when money loses 

Whenever there is any news on interest rates, it is accompanied by inflation. It is a known fact that there exists a relation

inflation. But, the extent to which one affects the other for different time periods is not ce

1930 maintains that the nominal interest rate is the sum of the constant real rate and the expected decline in the purchasing

Fisher and extending to the present, this seemingly simple and intuitive hypothesis has found limited empirical support. Fisher hypothesis provides the 

relationship between the expected inflation and interest rates. Fisher’s hypothesis is that the nominal interest rate (Rt) ca

interest (Pt) and the rate of inflation anticipated by the public (Πt). Previous studies show that there is a positive relati

inflation (Research department, National Bank of Poland)

relationship between interest rates and inflation rates, and interest rates can be modeled considering expected inflation and

arrive at a more valid model of forecasting interest rates.

Fisher hypothesis is the proposition by Irving Fisher that the real 

Fisher equation is 

 

This means, the real interest rate ( ) equals the nominal interest rate

compounded. For simple rates, the Fisher equation takes form of

 

If is assumed to be constant, must rise when 

rate. 

To understand the relationship between money, inflation and interest rates it is important to understand nominal interest rat

nominal interest rate is the interest rate you hear about at your bank. If y

number of dollars in your account will rise over time. The real interest rate corrects

purchasing power of your savings account will rise over time. An easy estimation of the real i

inflation rate (Note that this estimate is unwise when looking at compounded savings.)

Real interest rate = Nominal Interest Rate - Expected Inflation Rate

Nominal Interest Rate = Real interest Rate + Expected Inflation Rate

If inflation permanently rises from a constant level, let's say 4%/yr., to a constant level, say 8%/yr., that currency's inte

the higher inflation, rising by 4 points a year from their i

evidence that in the long-run, purely monetary developments will have no effect on that country's relative prices (Kwong, Mary; Bigman, David; Taya, Te

2002) 

Interest rate: An interest rate is the rate at which interest

expressed as a percentage rate over the period of one year.

Nominal interest rate: The rate of interest before adjustment for 

At the end of the year their balance is Tk. 110. In this case, the nominal interest rate is 10% per annum.

Real interest rate: The real interest rate is the nominal interest rate minus the inflation rate. It is a measure of cost to the borrower because it takes into account 

the fact that the value of money changes due to inflation over the course of the loan period. Except for loans of a very shor

be known in advance. 

Purchasing power: It is the number of goods and or services that can be purchased with a unit of 

or silver, or fiat currency like Taka. As Adam Smith noted, having money gives one the ability to "command" others' 

power over other people, to the extent that they are willing to trade their labor or goods for 

Inflationary expectations 

According to the theory of rational expectations, people form an expectation of what will happen to inflation in the future. 

ask a nominal interest rate that means they have the appropriate real interest rate on their in

interest rate differential between two countries should be equal to the expected inflation differential. Therefore, countries

will have higher nominal interest rates, and vice versa. 
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ABSTRACT 
Ever since Irving Fisher (1930) provided the relationship between the expected inflation and interest rates considerable attention has been paid for it. Many 

financial controversies and literatures have surrounded this relationship. In Bangladesh context, very less study has been do

one with an objective to unearth the influence of inflation on lending rate of commercial banks in Bangladesh.  

2011 has been considered for study. The inflation and lending rate satisfy Dickey Fuller Test. Later, the dependent variable 

regressed with the independent variable inflation. The obtained residuals are again subject to Augmented Dickey Fuller test. 

integration tests proves that during the period of study, there is no significant relationship between the rates

Fuller test, Co-integration. 

nflation is a key factor in things that affect interest rates. When a surge in inflation occurs, a corresponding increase in interest rates takes place. Over 

time, prices of things tend to steadily increase. Therefore the value of money decreases. Lenders are very aware that inflati

a loan, so they increase interest rates to compensate for the loss. This is how lenders are able to stay visible over time wi

multiple borrowers and multiple outstanding loans. Adjustments are made to interest to recoup the loss made when money loses 

Whenever there is any news on interest rates, it is accompanied by inflation. It is a known fact that there exists a relation

inflation. But, the extent to which one affects the other for different time periods is not certain. The well-known Fisher hypothesis, introduced by Irving Fisher in 

1930 maintains that the nominal interest rate is the sum of the constant real rate and the expected decline in the purchasing

present, this seemingly simple and intuitive hypothesis has found limited empirical support. Fisher hypothesis provides the 

relationship between the expected inflation and interest rates. Fisher’s hypothesis is that the nominal interest rate (Rt) ca

interest (Pt) and the rate of inflation anticipated by the public (Πt). Previous studies show that there is a positive relati

(Research department, National Bank of Poland). Studies have shown that Fisher hypothesis is true in Bangladesh and that there is a long run 

relationship between interest rates and inflation rates, and interest rates can be modeled considering expected inflation and

a more valid model of forecasting interest rates. 

is the proposition by Irving Fisher that the real interest rate is independent of monetary measures, especially 

nominal interest rate ( ) minus expected rate of inflation (

e rates, the Fisher equation takes form of 

rises. Fisher Effect: The one for one adjustment of the nominal interest rate to the expected 

To understand the relationship between money, inflation and interest rates it is important to understand nominal interest rat

nominal interest rate is the interest rate you hear about at your bank. If you have a savings account, for instance, the nominal interest rate tells you how fast the 

number of dollars in your account will rise over time. The real interest rate corrects the nominal rate for the effect of inflation in order to tell you how fast the 

of your savings account will rise over time. An easy estimation of the real interest rate is the nominal interest rate minus the expected 

inflation rate (Note that this estimate is unwise when looking at compounded savings.) 

Expected Inflation Rate 

ate + Expected Inflation Rate 

If inflation permanently rises from a constant level, let's say 4%/yr., to a constant level, say 8%/yr., that currency's interest rate would eventually catch up with 

the higher inflation, rising by 4 points a year from their initial level. These changes leave the real return on that currency unchanged. The Fisher Effect is an 

run, purely monetary developments will have no effect on that country's relative prices (Kwong, Mary; Bigman, David; Taya, Te

interest is paid by a borrower for the use of money that they borrow from a 

rate over the period of one year. 

before adjustment for inflation. Suppose ‘A’ deposits Tk. 100 with a bank for 1 year and they receive interest of Tk.10. 

At the end of the year their balance is Tk. 110. In this case, the nominal interest rate is 10% per annum. 

inal interest rate minus the inflation rate. It is a measure of cost to the borrower because it takes into account 

the fact that the value of money changes due to inflation over the course of the loan period. Except for loans of a very shor

It is the number of goods and or services that can be purchased with a unit of currency. Currency can be either a 

noted, having money gives one the ability to "command" others' labor, so purchasing power to some extent is 

power over other people, to the extent that they are willing to trade their labor or goods for money or currency. 

According to the theory of rational expectations, people form an expectation of what will happen to inflation in the future. 

that means they have the appropriate real interest rate on their investment. The international Fisher relation predicts that the 

interest rate differential between two countries should be equal to the expected inflation differential. Therefore, countries

 

ISSN 2231-5756 

 & MANAGEMENT 
Included in the International Serial Directories 

23 

RATE IN BANGLADESH 

considerable attention has been paid for it. Many 

financial controversies and literatures have surrounded this relationship. In Bangladesh context, very less study has been done in this regard as interest 

one with an objective to unearth the influence of inflation on lending rate of commercial banks in Bangladesh.  

2011 has been considered for study. The inflation and lending rate satisfy Dickey Fuller Test. Later, the dependent variable lending rates is 

regressed with the independent variable inflation. The obtained residuals are again subject to Augmented Dickey Fuller test. The result shows that the residuals 

tudy, there is no significant relationship between the rates.  

occurs, a corresponding increase in interest rates takes place. Over 

time, prices of things tend to steadily increase. Therefore the value of money decreases. Lenders are very aware that inflation will erode the value of their 

a loan, so they increase interest rates to compensate for the loss. This is how lenders are able to stay visible over time with 

multiple borrowers and multiple outstanding loans. Adjustments are made to interest to recoup the loss made when money loses value. 

Whenever there is any news on interest rates, it is accompanied by inflation. It is a known fact that there exists a relationship between interest rates and 

known Fisher hypothesis, introduced by Irving Fisher in 

1930 maintains that the nominal interest rate is the sum of the constant real rate and the expected decline in the purchasing power of money. Starting with 

present, this seemingly simple and intuitive hypothesis has found limited empirical support. Fisher hypothesis provides the 

relationship between the expected inflation and interest rates. Fisher’s hypothesis is that the nominal interest rate (Rt) can be taken to be the sum of real rate of 

interest (Pt) and the rate of inflation anticipated by the public (Πt). Previous studies show that there is a positive relationship between interest rates and 

es have shown that Fisher hypothesis is true in Bangladesh and that there is a long run 

relationship between interest rates and inflation rates, and interest rates can be modeled considering expected inflation and other macroeconomic variable to 

is independent of monetary measures, especially the nominal interest rate. The 

). Here all the rates are continuously 

rises. Fisher Effect: The one for one adjustment of the nominal interest rate to the expected inflation 

To understand the relationship between money, inflation and interest rates it is important to understand nominal interest rate and real interest rate. The 

, for instance, the nominal interest rate tells you how fast the 

the nominal rate for the effect of inflation in order to tell you how fast the 

nterest rate is the nominal interest rate minus the expected 

rest rate would eventually catch up with 

on that currency unchanged. The Fisher Effect is an 

run, purely monetary developments will have no effect on that country's relative prices (Kwong, Mary; Bigman, David; Taya, Teizo-

is paid by a borrower for the use of money that they borrow from a lender. Interest rates are normally 

. Suppose ‘A’ deposits Tk. 100 with a bank for 1 year and they receive interest of Tk.10. 

inal interest rate minus the inflation rate. It is a measure of cost to the borrower because it takes into account 

the fact that the value of money changes due to inflation over the course of the loan period. Except for loans of a very short duration, the inflation rate will not 

can be either a commodity money, like gold 

, so purchasing power to some extent is 

According to the theory of rational expectations, people form an expectation of what will happen to inflation in the future. They then ensure that they offer or 

vestment. The international Fisher relation predicts that the 

interest rate differential between two countries should be equal to the expected inflation differential. Therefore, countries with higher expected inflation rates 
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LITERATURE REVIEW 
The empirical research conducted in Bangladesh suggests that there does not exist any co

between the variables is also not significant. The inflat

(Md. M Alam, K. A Alam and MD. G.S Uddin-2008).  William J Crowder and Dennis L Hoffman (2007)

inflation can be modeled under the unit root hypothesis. A fully efficient estimator that separates estimation of long run eq

parameters is applied. The study finds considerable support for the tax

inflation. However, it also finds that the short term interest rates may not be good predictors of future inflation. Evans, M

co-integration between nominal interest rates and inflation in a sample of post war data and applies the DOLS estimator to estimate the long ru

nominal interest rates with respect to inflation. They support their case with Monte Carlo evidence. They conclude th

consistent with postwar data once we recognize that agents have been forced to form expectations from an inflation process th

structural changes in the post war period and that their results sim

Khan and Schimmelpfennig (2006) have recorded clear ideas about the determinants of inflation in developing countries. Most t

as the major source of inflation in the respective economies. Taslim (1982) attempted to analyze the inflationary process in Banglade

structuralize monetarist controversy using the data for FY60 to FY80. The author systematically tested both the 

hybrid model considering both views together. Martin Evans and Karen Lewis (1995) characterize the shifts in inflation by a M

that rational anticipations of infrequent shifts in the inflation process induce significant small sample biases in estimates of the long

These small sample biases may create the appearance of permanent shocks to the real rates even when none are truly present. T

relationship between nominal interest rates and inflation and are unable to reject the hypothesis that in the long

inflation one-for-one 

 

NEED AND IMPORTANCE 
Level of inflation always has a bearing on the interest rates. The interest rate is a key financial variable that affects decisions of consumers, business firms, 

financial institutions, professional investors and policy makers. Timely forecasts of inflation rates can therefore provide v

Forecasts of interest rates can also help to reduce interest rate risks faced by individuals and firms. In Bangladesh context

inflation changes and returns were not of much concern due to admi

capital market the interest rates are market determined. The earlier findings report that no relationship between interest ra

rates of subsequently observed inflation exist. However the general finding is that there are relationships between current rates of in

inflation. If interest rates are not adjusted for changes in inflation then the real rate of return decrea

purchasing power, thus on the level of consumption also. Hence interest rate determination in Bangladesh context also needs f

 

RESEARCH METHODOLOGY 
PROBLEM STATEMENT 

This paper studies whether there is any such impact of bank lending rate on the inflation of Bangladesh

OBJECTIVE 

To check the relationship between inflation and bank lending rate

LIMITATION 

The study is limited to a period of 10 years only. 

DATA SOURCE 

This study has been carried out on the basis of secondary data collected from the official web sites of Bangladesh Bank and Bangladesh bureau of statistics.

SAMPLE FRAME 

Yearly inflation and interest rate data for ten years from 2002 to 2011.

RESEARCH TOOLS 

Augmented Dickey–Fuller test (ADF) is a test for a unit root in a time series sample. It is an augmented version of the Dickey

complicated set of time series models. The augmented Dickey

the rejection of the hypothesis that there is a unit root at some level of confidence. 

The testing procedure for the ADF test is the same as for the Dickey

where  is a constant,  the coefficient on a time trend and  

 corresponds to modeling a random walk and using the constraint  

By including lags of the order p the ADF formulation allows for higher

when applying the test. One possible approach is to test down from high orders and examine the t

information criteria such as the Akaike information criterion

The unit root test is then carried out under the null hypothesis 

 
Once a value for the test statistic is computed it can be compared to the relevant critical value for the Dickey

non symmetrical so we do not consider an absolute value) than (a larger negative) the 

unit root is present. 

The intuition behind the test is that if the series is integrated then the lagged level of the series  (

change in besides the one obtained in the lagged changes  (

A model that includes a constant and a time trend is estimated using sample of 50 observations and yields the  

than the tabulated critical value of −3.50, so at the 95 per cent level the null hypothesis of a unit root will be rejected (

1996) 

 

HYPOTHESIS ON STATIONARITY OF DATA 
Null hypothesis: H₁: Time Series Data is Stationary 

Alternative hypothesis: Hₒ: Time Series Data is Non Stationary
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The empirical research conducted in Bangladesh suggests that there does not exist any co-movement of inflation with interest rates and the relationship 

ion premium, equal to expected inflation that investors add to real

2008).  William J Crowder and Dennis L Hoffman (2007) recognizes that the persistence in nominal interest

inflation can be modeled under the unit root hypothesis. A fully efficient estimator that separates estimation of long run eq

parameters is applied. The study finds considerable support for the tax-adjusted Fisher effect. It reveals a long run relationship between interest rates and 

inflation. However, it also finds that the short term interest rates may not be good predictors of future inflation. Evans, M

ween nominal interest rates and inflation in a sample of post war data and applies the DOLS estimator to estimate the long ru

nominal interest rates with respect to inflation. They support their case with Monte Carlo evidence. They conclude th

consistent with postwar data once we recognize that agents have been forced to form expectations from an inflation process th

structural changes in the post war period and that their results simply suffer from small sample bias. Liu and Adedeji (2000), Ubide (1997), Leheyda (2005),and 

Khan and Schimmelpfennig (2006) have recorded clear ideas about the determinants of inflation in developing countries. Most t

ajor source of inflation in the respective economies. Taslim (1982) attempted to analyze the inflationary process in Banglade

structuralize monetarist controversy using the data for FY60 to FY80. The author systematically tested both the views in the context of Bangladesh as well as a 

hybrid model considering both views together. Martin Evans and Karen Lewis (1995) characterize the shifts in inflation by a M

in the inflation process induce significant small sample biases in estimates of the long

These small sample biases may create the appearance of permanent shocks to the real rates even when none are truly present. T

relationship between nominal interest rates and inflation and are unable to reject the hypothesis that in the long-run nominal interest rates reflect expected 

interest rates. The interest rate is a key financial variable that affects decisions of consumers, business firms, 

financial institutions, professional investors and policy makers. Timely forecasts of inflation rates can therefore provide valuable to fina

Forecasts of interest rates can also help to reduce interest rate risks faced by individuals and firms. In Bangladesh context

inflation changes and returns were not of much concern due to administered interest rate mechanism. Since the economic reforms and the liberalization of 

capital market the interest rates are market determined. The earlier findings report that no relationship between interest ra

ubsequently observed inflation exist. However the general finding is that there are relationships between current rates of in

inflation. If interest rates are not adjusted for changes in inflation then the real rate of return decreases. Expected price changes have a bearing on the 

purchasing power, thus on the level of consumption also. Hence interest rate determination in Bangladesh context also needs f

any such impact of bank lending rate on the inflation of Bangladesh 

To check the relationship between inflation and bank lending rate 

e basis of secondary data collected from the official web sites of Bangladesh Bank and Bangladesh bureau of statistics.

Yearly inflation and interest rate data for ten years from 2002 to 2011. 

is a test for a unit root in a time series sample. It is an augmented version of the Dickey

complicated set of time series models. The augmented Dickey–Fuller (ADF) statistic, used in the test, is a negative number. The mo

the rejection of the hypothesis that there is a unit root at some level of confidence.  

The testing procedure for the ADF test is the same as for the Dickey–Fuller test but it is applied to the model 

 

the coefficient on a time trend and   the lag order of the autoregressive process. Imposing the constraints 

corresponds to modeling a random walk and using the constraint    corresponds to modeling a random walk with a drift. 

the ADF formulation allows for higher-order autoregressive processes. This means that the lag length 

when applying the test. One possible approach is to test down from high orders and examine the t-values on coefficients. An alternative approach is to examine 

Akaike information criterion, Bayesian information criterion or the Hannan-Quinn information criterion

The unit root test is then carried out under the null hypothesis  against the alternative hypothesis of 

Once a value for the test statistic is computed it can be compared to the relevant critical value for the Dickey–Fuller Test. If the test statistic is less (this test is 

non symmetrical so we do not consider an absolute value) than (a larger negative) the critical value, then the null hypothesis of 

The intuition behind the test is that if the series is integrated then the lagged level of the series  ( ) will provide no relevant information in predicting the 

besides the one obtained in the lagged changes  ( ). In that case the null hypothesis is not rejected.

A model that includes a constant and a time trend is estimated using sample of 50 observations and yields the  

−3.50, so at the 95 per cent level the null hypothesis of a unit root will be rejected (Elliott, G., Rothenberg, T. J. & J. H. Stock, 

ₒ: Time Series Data is Non Stationary 
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movement of inflation with interest rates and the relationship 

ion premium, equal to expected inflation that investors add to real-risk free rate of return, is ineffective. 

recognizes that the persistence in nominal interest rates and 

inflation can be modeled under the unit root hypothesis. A fully efficient estimator that separates estimation of long run equilibrium relationship from nuisance 

sher effect. It reveals a long run relationship between interest rates and 

inflation. However, it also finds that the short term interest rates may not be good predictors of future inflation. Evans, Martin and Karen Lewis (1995) observes 

ween nominal interest rates and inflation in a sample of post war data and applies the DOLS estimator to estimate the long run response of 

nominal interest rates with respect to inflation. They support their case with Monte Carlo evidence. They conclude that the Fisher hypothesis is generally 

consistent with postwar data once we recognize that agents have been forced to form expectations from an inflation process that has undergone several 

ply suffer from small sample bias. Liu and Adedeji (2000), Ubide (1997), Leheyda (2005),and 

Khan and Schimmelpfennig (2006) have recorded clear ideas about the determinants of inflation in developing countries. Most the studies stress money supply 

ajor source of inflation in the respective economies. Taslim (1982) attempted to analyze the inflationary process in Bangladesh in light of the 

views in the context of Bangladesh as well as a 

hybrid model considering both views together. Martin Evans and Karen Lewis (1995) characterize the shifts in inflation by a Markov switching model. They argue 

in the inflation process induce significant small sample biases in estimates of the long-run Fisher relationship. 

These small sample biases may create the appearance of permanent shocks to the real rates even when none are truly present. They examine the long-run 

run nominal interest rates reflect expected 

interest rates. The interest rate is a key financial variable that affects decisions of consumers, business firms, 

aluable to financial market participants. 

Forecasts of interest rates can also help to reduce interest rate risks faced by individuals and firms. In Bangladesh context the relationship between anticipated 

nistered interest rate mechanism. Since the economic reforms and the liberalization of 

capital market the interest rates are market determined. The earlier findings report that no relationship between interest rates observed at point of time and 

ubsequently observed inflation exist. However the general finding is that there are relationships between current rates of interest and past rates of 

ses. Expected price changes have a bearing on the 

purchasing power, thus on the level of consumption also. Hence interest rate determination in Bangladesh context also needs focus. 

e basis of secondary data collected from the official web sites of Bangladesh Bank and Bangladesh bureau of statistics. 

is a test for a unit root in a time series sample. It is an augmented version of the Dickey–Fuller test for a larger and more 

Fuller (ADF) statistic, used in the test, is a negative number. The more negative it is, the stronger 

the lag order of the autoregressive process. Imposing the constraints  and  

corresponds to modeling a random walk with a drift.  

order autoregressive processes. This means that the lag length p has to be determined 

lues on coefficients. An alternative approach is to examine 

rmation criterion. 

  

Fuller Test. If the test statistic is less (this test is 

critical value, then the null hypothesis of  is rejected and no 

) will provide no relevant information in predicting the 

null hypothesis is not rejected. 

statistic of −4.57. This is more negative 

Elliott, G., Rothenberg, T. J. & J. H. Stock, 
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RESULT AND DISCUSSION 
Testing of stationarity 

For interest rates 

Null Hypothesis: D(tseries) has a unit root     

Exogenous: Constant     

Lag Length: 0 (Automatic Based on AIC, MAXLAG=0)   

       

      t-Statistic Prob.* 

Augmented Dickey-Fuller test statistic -4.273113 0.014674 

Test critical values:  1% level  -4.581538   

  5% level  -3.321041   

  10% level  -2.801304   

Interpretation 

The data is stationery at 5% critical value. 

For inflation rate: 

Null Hypothesis: D(tseries) has a unit root     

Exogenous: Constant     

Lag Length: 0 (Automatic Based on AIC, MAXLAG=0)   

      t-Statistic Prob.* 

Augmented Dickey-Fuller test statistic -4.320802 0.013827 

Test critical values:  1% level  -4.581538   

  5% level  -3.321041   

  10% level  -2.801304   

Interpretation 

The data is stationery at 5% critical value. 

Co-intergration 

Since interest rate and inflation data series are proved to be Stationary, now test for co integration is executed to evaluate if these two are linearly related. 

Engel-Granger Co-integration technique is utilized in this study due to its simplicity and reliability. The residuals obtained are tested for Stationarity using ADF 

test. If this residual series is proved to be stationary then it can be said that a relationship exists between interest rates and inflation over a long term.  

Regression 

A regression of interest rate on inflation is run using both MS Excel and SPSS. The output of the regression is as follows. 

 

Output      Interest rate on inflation 

Observations 10.000 

Sum of weights 10.000 

DF 9.000 

R² 0.147 

Adjusted R² 0.025 

 

Analysis of variance: 

Source DF Sum of squares Mean squares F Pr > F 

Regression 1 6.405 6.405 1.209 0.308 

Residual 8 37.082 5.297   

Total 9 43.486    

Computed against model Y=Mean(Y) 

 

Model parameters:  

Source Value Standard error T Pr > |t| Lower bound (95%) Upper bound (95%) 

Intercept 4.769 3.041 1.568 0.161 -2.426 11.964 

5.4 0.497 0.452 1.100 0.308 -0.573 1.568 

 

Observation Pred(9.65) Residual 

Obs1 7.654 1.836 

Obs2 6.311 0.569 

Obs3 7.555 -2.625 

Obs4 7.754 1.816 

Obs5 8.251 2.859 

Obs6 8.350 -0.980 

Obs7 9.678 0.562 

Obs8 8.082 -3.692 

Obs9 8.405  -0.345 

Obs10 8.734 -0.187 

Next, we check the stationarity of the residuals obtained. If the residuals are stationary, then the two variables are said to co-integrate with each other. i.e., 

there exists a relationship between inflation and interest rates.  
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The results obtained are as follows; 

Null Hypothesis: D(tseries) has a unit root   

Exogenous: Constant   

Lag Length: 0 (Automatic Based on AIC, MAXLAG=0)   

      t-Statistic Prob.* 

Augmented Dickey-Fuller test statistic -3.773237 0.032243 

Test critical values:  1% level  -4.801997   

   5% level  -3.403396   

10% level  -2.841690   

 

FINDINGS 
The above results show that there is stationary at 5% critical value. Hence, there might be some relationship between the two. However, also keeping in view 

the regression statistics, i.e., the values of F-test and significance of the test, it can be said that there is no significant relationship between interest rates and 

inflation. 

 

CONCLUSION 
This paper has attempted to study the existence of relationship between interest rates and inflation. The data that has been collected was tested for stationarity 

and then put to further use. The stationarity was tested using the Augmented Dickey Fuller test (ADF ) which revealed that the data was stationary for interest 

rate and inflation. The persistence of a relationship between interest rates and inflation was tested using the Engle Granger co-integration test. This test involves 

running a regression of long term interest rates on inflation. The test throws up a list of residuals. These residuals are then tested for stationarity, the result of 

which proves the existence of a relationship. This test showed feeble relationship between the two for the particular study period. From the above ADF and 

Granger co-integration test, it can be said the there is no significant relationship between interest rates and inflation during the period of study .i.e., from 2002 

to 2011. 

 

SCOPE FOR FURTHER STUDY 
This research showed the affect of inflation on interest rate only, a part from inflation there are other factors which influence interest rates, so further research 

can be done on other factors like deferred consumption, alternative investments, risk of investment, liquidity preference etc. 
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APPENDIX 
INTEREST RATES AND INFLATION RATES FROM 2002 TO 2011 

Year Interest rate Inflation rate 

2002 9.65 5.40 

2003 9.49 5.80 

2004 6.88 3.10 

2005 4.93 5.60 

2006 9.57 6.00 

2007 11.11 7.00 

2008 7.37 7.2 

2009 10.24 9.87 

2010 4.39 6.66 

2011 8.06 7.31 

Source: Bangladesh Bank and Bangladesh Bureau of Statistics 
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