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The implication of a range of factors on the bank's credit channel of the monetary policy transmission was investigated in this study. One of the most important tools that the government uses to manage the economy is monetary policy. As little more than a result, understanding the trends in the area is a critical topic in economic research. Since the 1990s, Bangladesh's monetary policy objectives, and also the instruments and operational mechanisms for implementing them, have started to experience substantial improvements, have included those of other governments throughout the world. Even though maintaining economic stability (inflation) and stimulating economic growth have traditionally been recognized as essential requirements of the Bangladesh Bank's (BB) monetary policy, consecutive economic downturns in the global economy have changed dramatically Bangladesh's conventional monetary policy strategy. The conclusions of this research which was based on yearly data from the Mercantile Bank’s loan Department (2017-202) and Bangladesh’s monetary policy statement (2017-2021) shows that the lending is affected by changes in the interest rates of the quantitative measures of monetary policy. This research, on the other hand, shows how the loan channel works inside the market system. The impact of monetary policy on bank lending is influenced by the market power. For the banking industry, the findings have significant policy consequences. Although more competition grows angst about economic stability, more market power has a negative relationship with the bank lending and monetary policy transmission in these scenarios. Such findings might support counter banking strategies as a method of accomplishing the intended monetary policy aim. As a result, credit market inefficiencies in our model only account for a small amount of amplification and propagation of genuine monetary policy shocks.
KEYWORDS: monetary policy transmission, market structure, bank risk, monetary policy lending, bank lending channel
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[bookmark: _Toc94094098]Chapter-01 (Introduction)

1.1 [bookmark: _Toc94094099]Introduction of the topic in hand

Monetary policy, the term used by economists to explain ways of managing the supply of money in an economy (Jahan, 2014). The strategy employed by a country's financial authority to manage either the interest rate charged for extremely short-term borrowing (banks borrowing from one another to meet their short-term needs) or the money supply, usually in an effort to reduce inflation or the rate of interest, in order to sustain price stability and market faith in the currency's value and stability, is known as monetary policy.  (Levy Yeyati & Sturzenegger, 2010). It initially appeared that Bangladesh's monetary system is pre-programmed to enhance the money supply. In Bangladesh, Bangladesh Bank (BB) outlines the monetary policy instance, designed to support government’s policies and program in pursuit of quicker comprehensive economic growth and property reduction:  whereas additionally maintaining price stability in Monetary Policy Statements (MPS). The reserve requirement, open market operation, the discount rate, repurchase agreement (REPO), SLR, CRR and interest on reserve are the main monetary tools of central bank. Bangladesh Bank currently implements market-oriented instruments (SLR and CRR) along with repo, reverse repo, and Bangladesh Bank proposal rates for policy instruments that significantly affect real and financial sectors pricing. Recent evidence also suggests that now the fluctuation of completely separate money market rates is tightly connected, with both the market - determined rates tending to concentrate mostly with Bangladesh Bank's policy rates. The interest rate is widely acknowledged to serve numerous important purposes in the market economy. Interest rates have a direct influence on the deposit multiplier and, by extension, inflation because they determine how much new bank loan money circulates in the economy. The targeted level of inflation is being used by several central banks to set interest rates. This appears in many different of industrialized and developing economies. The majority of the previous work has concentrated on banks' lending procedures, which also are hampered in the shorter term by low interest rates. The reality is that now the effect turned out to be positive was indeed the defining moment in the lengthy period. Several researchers have been looking into this changing juncture. Besides that, numerous studies have examined the impact of tight/loose monetary policy on lending as well as economic growth, either by trying to manipulate monetary policy in individual countries or by randomly selecting commercial banks. Even if we don't have any loans or assets, the interest rate's impact on the economy will have an indirect impact on us. By issuing monetary policy statements (MPS), Bangladesh bank declares the monetary policy twice (January and July) in an exceedingly year. BB's monetary policy making has generally been an independent discipline, with nothing but the ultimate result of its activities being publicly disclosed. However, the approach has evolved over the decades, becoming much more collaborative and interactive, as well as externally oriented. The procedure that contributes to monetary policy measures encompasses a comprehensive set of inputs, the preponderance of which are dependent on in-house understanding from qualified professionals. Pre-policy meetings with external experts, representatives of financial institutions, commerce and industry organizations, as well as other stakeholders are convened on a monthly basis to just get their perspective on the economy and monetary policy recommendations. As a consequence, it is absolutely essential for the Bangladesh Bank to implement its supervisory authority in order to strengthen the capital foundation of local banks. This really is necessary to strengthen local banks, specifically in light of increasing competition that local banks will face as the banking system opens up through reform and liberalization, permitting more foreign banks to play an active role. A broader range of factors are taken into account while making monetary decisions, including: 
· Interest rates of short-term loan;
· Interest rates of long-term loan;
· Money velocity in the economy;
· Currency rates
· Credit rating
· Bonds and stocks (corporate ownership and debt)
· Public vs. private sectors expenditure and savings
· Money moves on a big scale across international borders.
· Financial derivatives including options, swaps, and futures contracts, among others.
[bookmark: _Toc90676591][bookmark: _Toc94094100]1.2 Introduction of the organization:

Mercantile Bank Limited emerged as a successful commercial bank to provide efficient banking services and to contribute socio-economic development of the country. On June 2, 1999, the Bank commenced its operation (Bank). Under the Bank Companies Act of 1991, it is a public limited company with limited financial obligations. In DSE and CSE its shares are listed. The bank provides product and services in retail banking, corporate finance, Islamic finance, asset management, equity brokerage and security. The Bank was warmly received by the business community, particularly small business owners, for its forward-thinking business orientation and creative lending options. Thus, it has been possible to build an image in such a brief duration.  The Board of Directors consists of eminent personalities from the realm of commerce and industries of the country. MBL provides several products to its clients and customers, based on their client's satisfaction. As a result, MBL has made significant progress in all areas of its operation. A broad range of financial services are provided by the bank to its customers and corporate clients. Mercantile Bank provides varieties of loan to its customers. The List of loans are given below
· Retail loan
· Home loan
· Cottage Loan
· Car loan
· Personal loan
· Doctors’ loan
· Furnishing Loan for home.
· Refinance Scheme for Green Product/Initiatives
· Secured Over Draft (SOD)
· Education loan
· Corporate loan
· Funded Credit Facilities
· Non- Funded Credit Facilities
· Loan for Small and Medium Enterprise Financing 
· CHAKA (TERM LOAN)
· SAMRIDDHI (CONTINUOUS LOAN)
· MOUSUMI (SHORT TERM SEASONAL LOAN)
· ANANNYA (WOMEN ENTREPRENEUR'S LOAN)
· SANCHALAK (A MIX OF TERM, TIME & CONTINUOUS CREDIT)
· UNMESH (FOREIGN TRADE FINANCE)
· FACTORING OF RECEIVABLES

· Agricultural Credit
· NABANNO (KRISHI / POLLI LOAN)
· SHAKTI (ETP / BIO-GAS / SOLAR ENERGY LOAN)
Mercantile Bank's product and service correspondingly seems to provide Project Finance in the form of:
· Term- loan
· Hire Purchase 
· Leasing Finance
Corporate companies have been authorized for long-term industries and commercial projects, and also for the BMRE of a preexisting investment.
Working Capital Finance is yet another product and service delivered by Mercantile Bank pn the form of:
· Continuous loan.
· Demand Loan
· Loan for short-term
To businesses engaged in manufacturing, service, and marketing for domestic and/or international consumption.
[bookmark: _Toc90676592][bookmark: _Toc94094101]1.3   Objective of the Study	

In most cases, two types of goals are used to clarify the purpose of a report being created. In this report, two sorts of objectives are utilized, as shown below:
Board Objective: The broad objective explains what the work's primary goal is. The main goal of this study is to obtain a complete result on Bangladesh's lending system as a result of monetary policy.
Specific Objectives: The content of the work is what offers the study's main idea. The following are the specific goals of this research paper: 
· to investigate the Credit department of the Mercantile Bank Ltd. 
· To see if bank loans are impacted by monetary policy.


[bookmark: _Toc90676593][bookmark: _Toc94094102]1.4 Study purpose 

This project is being done since I need to finish a report in order to graduate from my institution with an undergrad degree. From the two options presented to me, I believe the internship report will be more beneficial to my future path since it will provide a basic understanding of field work. As a result, in order to obtain my BBA degree, I needed to complete the report under the supervision of my adviser. It's also worth noting that understanding the influence of monetary policy on bank loans is critical. This was an amazing chance for me to intern at Mercantile Bank Limited to work on this project under the guidance of my adviser.
[bookmark: _Toc90676594][bookmark: _Toc94094103]1.5 The study’s Limitations

Even after giving earnest effort to prepare this report, there are still some limitations of the study. They are as follows
· This report only considers Loan Department of Mercantile Bank Limited
· The most sensitive portion of the organization, loan and advance, has been the subject of this study.
· The bank authorities were hesitant to reveal critical information in order to retain commercial secrets.
·  Three months is insufficient time to accomplish such research in a clear and concise manner.
· In many circumstances, current information is not made public. 
· Due to lack of practical experience, some errors might be occurred during the study.
[bookmark: _Toc90676595][bookmark: _Toc94094104]1.6 Structure of the Study:
 
The structure of the study is divided into Five parts. They are:
· Introduction
· Literature Review
· Methodology
· Analysis
· [bookmark: _Toc90676596]Findings and Conclusion
Chapter-02 (Literature Review):

According to the literature, bank lending plays a critical role in the monetary transmission mechanism. To begin with, the policy by which a country’s money supply, currency and debt are controlled is called monetary policy. Usually, the central bank of a country works to control the money supply of that country. The central bank formulates policies to keep the money supply the desired value. Both the demand and supply sides of monetary policy may have an influence on the actual economy. There are many two types of monetary policy. Contractionary monetary policy means that the money supply is tightened, reserves and deposits of bank are reduced, and the loan supply is reduced. Businesses and individuals that rely on bank loans limit their procurement of consumer goods and resources investment as a result of this policy. Moreover, tight monetary policy depletes bank reserves, leaving banks with fewer loan able money and so limiting lending ( (Bernanke, 1988). Even though non- reservable reselling funds, such as non - insured deposit accounts, can least in part offset the loss of reserves, administrative costs between banks and their financial intermediaries can cause banks to pay a higher external finance premium on reselling funds during periods of higher interest rates (Black, 2011). 


[bookmark: _Toc92629508][bookmark: _Toc92715221]Figure 1Expansionary Monetary Policy

On the other side, Expansionary monetary policy includes a central bank purchasing Treasury notes, lowering interest rates on bank loans, or lowering the reserve requirement, all of which expand the money supply and decrease interest rates. Bangladesh is now employing an expansionary money supply strategy since a restrictive monetary policy with higher interest rates and expenses will discourage investment, resulting in a drop in loan demand and volume. A loan is when a person borrows money from a bank, friend, relative or company promising to pay him interest along with capital in the future. The Quantitative measures of monetary policy has a great effect on the bank’s credit business. CRR, SLR, Bank Rate, Repo Rate, Reverse Repo Rate, Open Market Operations are the quantitative measures of monetary policy in Bangladesh. Capital is the actual amount of money that the person has borrowed and interest is the amount that the person has to pay some extra money to the borrower. The loan usually depends on three factors - capital, interest and loan interest term, for example, how long the borrower will have to pay interest on the loan (Edward, 2001). Changes in reserve levels cause changes in bank loan supply, which are caused by central bank interest rate decisions. The influence of several steps of the central bank's main monetary policy instrument (i.e., a target interest rate) on the operation of the bank lending channel is examined in this paper, which is dependent on a set of macroeconomic variables. The interest rate channel is one of the supply- side effect & pathways. Besides, financial frictions resulting from information gaps may have an impact on the costs for banks to borrow and lend money. Apart from this, the links between these frictions and relatively brief interest rates are one of the ways that monetary policy effects loan availability (Gertler, 1995). Above and beyond, the bank lending channel, particularly operates through banks’ liability side, can be used to implement monetary policy through credit. Apart from this, the central bank should maintain expansionary monetary policy. At the same time, they need to take initiatives to reduce the risks in the financial sector and get out of the excess liquidity situation in implementing it (Amit, 2020)). Also, there is no need for excess liquidity in formulating an expansionary monetary policy, as excess money does not play a positive role in increasing the demand for goods among the people in banking sector (Hossain, 2020). Recently, it is found to be said that in the formulated monetary policy, special emphasis has been laid on necessary financing in more productive and employment-friendly sectors and initiatives without extending credit to unproductive sectors. For the time being, money seems to be the medium of exchange, but money is not the only medium of exchange. Rather, money affects economic activity in many ways. For example, if the supply of money and the amount of debt increase in a country, then there is inflation. On the other hand, if the money supply is reduced, the flow of debt is reduced, the country may experience currency contraction and unemployment. At the same time recession can be seen in the country. Therefore, maintaining the economic stability of a country is a matter of utmost importance. That is why it is necessary to keep the amount of money and loans in the country desirable (sen, 2002). Furthermore, recent theoretical work demonstrates how monetary policy changes affect bank risk. According to Mercantile bank’s annual report, Lending, trade finance, leasing, and treasury operations are the most common sources of credit risk. This may be thought of as a possible loss resulting from a counter-inability party to execute as per the Bank's contractual arrangement. The failure might be the consequence of the counterparty's disposition or a decrease in his or her financial situation. As a result, the Bank's credit risk management efforts are geared toward addressing these issues. When calculating the individual Borrower / Large credit line, Bangladesh Bank's directions being properly implemented. Apart from this, monetary contractions raise the real value that banks must pay to keep deposits, putting pressure on banks’ real liquidity. This leads to fewer long-term initiatives being funded by bank (Douglas W. Diamond, 2006). In addition, amid monetary shocks, the Diamond as well as Rajan model of bank maturity transformations forecasts that the duration of loan originations would decrease. This stability version of the loan channel is put to the test in the research. Financial institution agency issues, particularly when capital is low as well as relatively brief funding is scarce, may enhance banks’ risk aversion in the aftermath of monetary contractions (Claudio Borio, 2012). This means that adjustments in monetary policy cause financing accessibility to be reallocated among infrastructure investments (Matsuyama, 2007). Clients’ capacity to qualifying for relatively long loans may be harmed because they become costlier. The basic purpose of monetary and fiscal policy is just to maintain economic stability and to achieve employment by keeping commodity prices stable. The means used by the government or the central bank to control the flow of money are called non-monetary tools. The responsiveness of aggregated lending to a budget deficit is the subject of early empirical work on identifying the credit channel. According to Kashyap and Stein (1995, 2000), for example, show that smaller, less liquid banks loan supply is more susceptible to monetary policy changes since growing wholesale liabilities is more costly for these banks. Another research has found that the estimated costs of accumulating non-reservable liabilities are rising as a result of monetary tightening. Through to a spike in bank’s outward financing premiums, a decrease in debtor’s net worth, or maybe a decrease in bank’s desire to accept on financial distress, monetary deflation can shorten the maturity of bank loan supply. Since loan size is a proxy for firm size, then a monetary constraint should result in an increase in loan size, indicating a flight to quality for much of the same arguments. Former Governor of Bangladesh Bank, Salehuddin Ahmed (2021) said that in the current situation, it is difficult to implement monetary policy. The targets set in different sectors are difficult to achieve. It was not possible to achieve those targets even in the outgoing year. There have been ambitious targets. There is no concerted effort to prevent corona infection. As a result, it cannot be prevented. Corona has no effective plan on how to move the economy forward. It initially appeared that Bangladesh's monetary system is pre-programmed to enhance the money supply. The central banks of other countries put pressure on the government in various ways to discourage the government from spending unnecessarily. But various initiatives are pursued by Bangladesh Bank to support the country's growth aspirations and supported market development agenda which can help better finance long-term investment of the country. Bangladesh Bank continues to focus on SMEs, agriculture, and green initiatives because these can give young labor force of the country more and better job options.
Monetary policy has an impact on the money supply. The degree of bank capitalization is one of the bank features that affects the effectiveness of the bank lending channel (Juurikkala, 2009). The higher the amount of bank capitalization, the less reliant they are on monetary and fiscal policy, and vice versa. The size of the lending channel grows as banks' capital increases. Changes in macroeconomic circumstances can help to explain variations in bank credit volumes. An increase in the monetary base, as well as an increase in the money supply, characterizes an increase in bank lending. On the other hand, changes in the interbank lending rate and the refinancing rate have a far less impact on bank lending (Frank). 
The impact of monetary policy has an inverse relationship with bank loan. Increase in interest rates have such a detrimental impact on firms' balance sheets, increasing agency costs, and decrease credit allocation efficiency. Interest rate levels may not always reflect changes in credit circumstances. As a result, it's imperative to comprehend how credit market defects impact macroeconomic equilibrium, as well as the channels through which monetary policy choices are transmitted on to the actual economy mostly through the banking sector. On the other hand, one factor of monetary policy increases will result in the decrease of bank lending. For example: If the call money rate percentage is low, there will be an increase in money supply, but the lending rate will not rise. The money supply will be reduced as the reverse repo rate rises, resulting in higher lending rates. When prices rise due to inflation, demand for borrowing grows as well, resulting in higher interest rates that favor lenders. So, we can say if monetary policy increases the money supply in the market, then the lending rate will decrease and in the other side decrease in the money market will result in increasing lending rate. As a consequence, the following is a brief description of both the link between monetary policy and bank risk: The mechanisms are being used by the monetary authority as component of its monetary policy. The policy rate is acknowledged as among the most significant mechanisms used among central banks to start regulating bank performance. Bank risk-taking is determined by monetary policy. The influence of monetary policy on banks' risk appetites should be taken into account. It moreover indicates that monetary policy does have a substantial impact on the economy's future such as through influencing creditworthiness. Furthermore, monetary policy really does have a significant impact on bank balance sheets primarily influencing perception of risk. As a possible consequence, the bank's balance sheets are altered and revalued.
Following the Covid epidemic, the BB's expansionary monetary policy (lower rates on monetary instruments such as CRR, repo, reverse repo, and ADR) resulted in a significant rise in surplus liquidity in the country's money market. Low demand for credit in the private sector, along with substantial remittance inflows, has contributed to the accumulation of excess liquidity in the banking system. Excess liquidity in the banking sector of Bangladesh surged to Tk 2.31 lac crore in June 2021, up from Tk 1.15 lac crore in April 2020. The existence of a large quantity of excess liquidity in the economy also aided in the creation of certain pricing pressures. Inflation in FY21 was 5.56 percent, which was higher than the government's objective of 5.40 percent. Inflation reached 5.64 percent in June, the highest level in the prior eight months. 







[bookmark: _Toc90676597][bookmark: _Toc94094105]Chapter-03 (Methodology):

[bookmark: _Toc90676598][bookmark: _Toc94094106]3.1 Introduction

The methods for performing the study are discussed in this chapter. In the methodology chapter, research philosophy, research design, research approach, research method, research strategy, data collection procedure, sampling method, and data analysis procedure are discussed. To solve the analysis problem and answer the research questions, the following methodology was used for this study:
The following is a breakdown of how this study was carried out:
· Primary Data: The goal of the report was to determine the influence in the loan department of bank by Monetary policy, gathering data from banks was critical to its completion. I needed to build an excel sheet in order to do the study, and I also read the annual report to learn more about the effects of monetary policy on the loan department of Mercantile Bank.
· Secondary Data: Secondary Data does not allow for mathematical computations such as finding an arithmetic mean, a correlation, and so on, as it does with primary data. In order to have a thorough understanding of this study, several publications, periodicals, journals, newspapers, websites, and financial reports were examined.
[bookmark: _Toc90676599][bookmark: _Toc94094107]3.2 The Research Philosophy

Research philosophy is preoccupied only with creation, character, underlying the development of information. It is critical to understand the philosophical concerns in order to effectively perform a study. Research philosophy dictates how data should be gathered, evaluated, and used subsequently. Within the Western scientific tradition, there are two primary research philosophies: positivist (often known as scientific) and interpretivist (also called as Anti positivist)  (RD Galliers, 1991)
1. Positivism: Positivists think that reality is steady and that it is possible to see and describe it objectively. The positivist approach is based on the belief that whatever fact emerges through observation is valid and should be considered.

2. Interpretivism: Interpretivists believe that the only way to completely comprehend reality is via subjective interpretation and intervention. Interpretivism, unlike other methods on top of it, considers human interests before taking actions.
[bookmark: _Toc90676600][bookmark: _Toc94094108]3.2.1 A positivist approach to reasoning

After extensively studying the two research philosophies mentioned above, it will be said that the positivist method is the most appropriate one in the context of this study. The reason for choosing this one is because it is based on highly organized financial data, and the sample size is also rather huge. Because this is quantitative research, it is based on examining statistical statistics from the chosen organization's financial statements data. The reason of this research is to determine the impact in the bank’s lending by the monetary policy.
[bookmark: _Toc90676601][bookmark: _Toc94094109]3.3 Research Approach:

The strategies and processes for study are known as research approaches which include the use of fundamental premises to specific obtaining data, assessment, and interpreting methodologies. This strategy necessitates a number of decisions, none of which must be made in the sequence in which they make sense to me or in which they are presented here. The ultimate choice concerns whether method should be employed to investigate a subject.
[bookmark: _Toc90676602][bookmark: _Toc94094110]3.3.1Qualitative and Quantitative and Mixed Methodologies

There are three types of research methods: quantitative, qualitative, and mixed method studies.
Murphy claims that (Murphy, 1995), Quantitative research establishes the meaning of interactions in terms of effects, whereas qualitative research establishes the meaning of relationships in terms of acts. According to Woods (2006), discovering the meanings that connect participants to their behavior is simply referred to as qualitative research, which aids in understanding their interpretations and perspectives on certain situations.
In a quantitative approach, numbers are frequently chosen based on thought. These chosen numbers are used in inferential statistics equations to look at the relationship between two or more variables. When doing quantitative research, researchers use a variety of quantitative metrics and experimental approaches to examine hypothetical generalizations that highlight the underlying link between various variables.  (Golafshani, 2003). Qualitative and quantitative techniques should not be considered as polar opposites or contradiction, but rather as flexible, diverse categories. Instead, they represent opposite extremes of a spectrum. A qualitative study is more likely to be qualitative than quantitative research, or vice versa. Mixed methods research is a kind of investigation that involves gathering both quantitative and qualitative data, combining the two types of data, and employing different designs that may include philosophical assumptions and theoretical frameworks. The underlying premise of this technique is that combining qualitative and quantitative approaches yields a more comprehensive knowledge of a study subject than either strategy alone. A mixed method strategy is one that employs both qualitative and quantitative methods. Because it combines components of both qualitative and quantitative methodologies, mixed methods research sits in the middle of this spectrum.
[bookmark: _Toc90676603][bookmark: _Toc94094111]3.3.2 Quantitative approach Justification 

A quantitative technique seemed most appropriate for correctly characterizing the topic or topics of this investigation.
[bookmark: _Toc90676604][bookmark: _Toc94094112]3.4 Sample Designing

Sampling procedure is a simple equation that determines the chances of developing any random situation. The sampling technique is critical for obtaining the most accurate image of the issue. The procedure is discussed in detail below.
[bookmark: _Toc90676605][bookmark: _Toc94094113]3.5 Sample Size

Loans from Mercantile Bank Limited were chosen at random for this study. Although the loans were picked at random, the responses were chosen based on their suitability and competence. As a result, the loans that are the most popular among consumers are picked.
[bookmark: _Toc90676606][bookmark: _Toc94094114]3.6 Data Collection and Measurement

Our study is principally supported by secondary information. We have used the secondary data collected chiefly from journals, books, previous studies and websites to investigate the past and prevailing monetary policies and loan patterns in Bangladesh. The study is formed based on the analysis of secondary data obtained from the Bangladesh Bank and publications of Bangladesh Bank, its different issues of Monetary Policy Statements (MPS) of five years. I have got also done five years data collection through the bank's annual report. After data collection, I tried to express it in the form of a graph.

[bookmark: _Toc90676607][bookmark: _Toc94094115]3.7 Data Analysis Tools

As a consequence, various products such as Microsoft Word, Microsoft Excel, and Microsoft PowerPoint were often used to get the study's results.
[bookmark: _Toc90676608][bookmark: _Toc94094116]3.8 Data's Presentation

The report should be sent to the designated supervisor by e-mail; either the PDF or the first copy of the report, or both, should be sent.
[bookmark: _Toc94094117]3.9 Data’s Reliability and Validity

Data dependability refers to the completeness and accuracy of data, and it is a critical foundation for establishing data confidence throughout an organization. When it comes to making knowledgeable choices, business executives can eliminate the unpredictability using reliable statistics. It's the propellant that powers reliable analytics and insights. And it's one of the most crucial aspects to do right when it comes to boosting an organization's data's overall health. The first step is to evaluate which data is trustworthy since it is not, which may be done through some kind of procedure known as data reliability evaluation.
In most ways actually, the data reliability evaluation will analyze three main elements of data reliability and validity.  In this report, the data are Correctly Formatted and properly stored. Data are collected from the monetary policy statement and MBL website for last Five years. The changes in the rates over five years of call money, repo, reverse repo, inflation and bank lending are presented by graphs. All the data are real and no dummy entries have been made
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[bookmark: _Toc90676610][bookmark: _Toc94094119]4.1 Analysis

This research looks into how monetary policy decisions are transmitted across the economy and how they affect bank loans. The budgetary system in Bangladesh is experiencing significant transformation, including new frameworks as well as institutional arrangements becoming developed and strengthened. The financial market, on the other hand, remains compartmentalized, which, together with some other restrictions, undermines the country's economic allocation of capital efficiency and productivity. The report will be analyzed by the Loan Department of Mercantile Bank Limited. To cushion the economy, a series of synchronized fiscal, monetary, and macro policy steps, including stimulus packages and easy credit availability are implemented by the Government of Bangladesh and Bangladesh Bank (BB). The interest rate policy of the Bangladesh Bank takes into account monetary policy and is an element of the credit supply functions both directly and indirectly. For comparison purposes, it makes an appearance as an opportunity cost for a bank which uses inter-bank markets to finance loans. Secondly, the policy interest expected to have a negative impact on the number of accessible deposits (or money). Changes in the market rates will have a substantial influence on the volume of bank loans and deposits, especially if market rates vary. Higher interest rates would eventually reduce profitability to the extent that loan demand is more sensitive (elastic) to interest rates on balance than deposit demand. The mechanism of monetary transmission gives monetary authorities a strong weapon to influence the actual economy. This mechanism encompasses a number of routes via which monetary policy influences the economy of the country. The most significant channels are the money perspective and the credit view. Monetary policy changes impact aggregate demand through interest rates in monetary perspective but monetary policy changes modify loan availability and supply to accommodate the transmission of policy choices in credit view. According to Bernanke and Blinder (1988), the basic justification supporting the credit channel of monetary policy is that changes in monetary policy impact the volume of deposits (public money) approachable to banks. Because all these banks have a hard time correcting for fluctuations in deposit quantities, the credit channel emerges. 
Fluctuations in money market can help explain changes in bank lending volumes. An expansion in bank lending is attributed to an increase in the monetary base, as well as a development in the money supply. Changes in the interbank lending rate and the refinancing rate, on the other hand, have a much smaller influence on bank lending. The effects of these factors throughout time have been investigated. In terms of dynamics, it has been demonstrated that the money supply and monetary base are also quite important. Furthermore, the influence of the interbank lending interest rate is variable, which might be linked to variations in bank refinancing volumes. It is clear that the regulator affects amount of money in circulation in non-crisis years in a significant way through interest instruments and credit organization refinancing. The independent parameters are being used to evaluate the impact of monetary policy on bank lending: call money rate, repo rate, reverse repo rate, inflation, and interest rate.
[bookmark: _GoBack]When trading on margin in a brokerage account, the call money rate, also known as the broker loan rate, is used to calculate the borrowing rate an investor will pay. Margin trading is a high-risk practice in which investors make transactions using borrowed funds. The risk of trading with borrowed funds rises. The liquidity demand and supply are influenced by the call money rate. The call money rate rises in tight liquidity situation and vice versa. It is a monetary multiplier measurement. In Bangladesh, the call money market has been growing in a difficult context, but it did not expand as much as projected, instead experiencing bigger fluctuation. In the monetary policy statement published by Bangladesh bank the call money rate in Bangladesh for last five years are:


	Year
	Call Money Rate

	2021
	2.25%

	2020
	5.01%

	2019
	4.2%

	2018
	4.5%

	2017
	4%
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Figure 2Graphical representation of call money rate for last 5 years.

In 2019, the money market was relatively liquid. Call money rates of Interbank varied from 3.40 to 5.05 percent, but the policy rates were remained unchanged at 4.75 and 6.00 percent, indicating modest money market stability. The Mercantile Bank's money market desk which is known as Treasury Division has kept a close eye on the interbank market throughout the year, guaranteeing a 45.37 percent rise in profit from the operation of money market through forecasting skills and the management of liquidity constraints.
A buyback option or agreement is referred to as a 'REPO.' It is a monetary mechanism used by the Bangladesh Bank to allow commercial banks to borrow money against collateral such as government bonds and treasury bills when they are in need of funds. Commercial banks and other lenders raise their interest rates when the repo rate rises. This implies you will pay more on your loans unless you have a fixed interest rate. In other words, as the repo rate rises, the cost of borrowing money rises as well. The Bangladesh Bank is in charge of establishing interest rates in Bangladesh. The Bangladesh Bank manages two policy interest rates: the repo rate (repurchase rate), which it uses to introduce money into the economy, and the reverse repo rate, which it uses to make a withdrawal from the financial system. Repo rate according to the monetary policy of Bangladesh is presented below: 



	Year
	Repo Rate

	2021
	4.75%

	2020
	5.25%

	2019
	6%

	2018
	6%

	2017
	6.75%


[bookmark: _Toc92887273]Table 2Repo rate


                  
[bookmark: _Toc92629509][bookmark: _Toc92715223]Figure 3Graphical representation of repo rate for last 5 years.

Repo rate was 4.75% in 2017. In 2018 and 2019 the rate was 6%. The declined in 2020 and 2021 to 5.25% and 4.75% respectively.

A reverse repurchase agreement, often known as a "reverse repo," is when you buy securities with the intention of selling them at a better price at a later date (venkatesh, Dec 08, 2021). Short-term borrowing and lending, often overnight, is done through repos and reverse repos. Reverse repos are a type of open market operation that allows central banks to inject money to the money market. When the reverse repo rate goes higher, the money supply goes down and vice versa, providing the other factors stay the same. Commercial banks will be more enticed to park their funds with the Bangladesh Bank when the reverse repo rate rises, reducing the amount of money available in the market. In the monetary policy statement published by Bangladesh bank the reverse rate in Bangladesh for last five years are:

	Year
	Reverse Repo Rate

	2021
	4.00%

	2020
	4.75%

	2019
	4.75%

	2018
	4.75%

	2017
	4.75%


[bookmark: _Toc92629537][bookmark: _Toc92715189][bookmark: _Toc92800725][bookmark: _Toc92887274]Table 3 Reverse Repo Rate
                    
[bookmark: _Toc92629510][bookmark: _Toc92715224]Figure 4 Graphical representation of Reverse repo rate for last 5 years.
Reverse repo rate for 2017 to 2020 was 4.75% but in 2021 the reverse repo date had a decline and stands at 4%.
Inflation is defined as a rise in the cost of goods and services that reduces the purchasing power of money. Depending on the conditions, inflation might benefit both borrowers and lenders. Prices can be directly affected by the money supply; prices may rise as the money supply rises, assuming no change in economic activity. Inflation benefits borrowers because they may be able to repay lenders with money that is worth less than it was when they borrowed it. When prices rise as a result of inflation, demand for credit grows as well, resulting in higher interest rates for lenders. The annual fluctuation in the cost to the general consumer of acquiring a quantity of goods and services that may be fixed or modified at predetermined times, such as yearly, is reflected by inflation as measured by the consumer price index. Global economic activity has weakened and inflation has significantly reduced as a consequence of the Coronavirus (COVID-19). The epidemic, on the other hand, could perhaps stimulate agricultural production and interrupt the distribution system. As a consequence, food inflation is expected to increase in the months that followed. Inflation rate according to the monetary policy statement of five years are given below:


	Year
	Inflation Rate

	2021
	5.56%

	2020
	5.65%

	2019
	5.48%

	2018
	5.78%

	2017
	5.44%


[bookmark: _Toc92629538][bookmark: _Toc92715190][bookmark: _Toc92800726][bookmark: _Toc92887275]Table 4 Inflation Rate
                
[bookmark: _Toc92629511][bookmark: _Toc92715225]Figure 5 Graphical representation of Inflation rate for last 5 years.
The inflation rate in 2017 was 5.44% and in 2018 it inclined to 5.78%. The rate declined in 2019 was 5.48%. The rate was 5.65% and 5.65% in 2020 and 2021 respectively. The controlling inflation conundrum for an upper middle-income Bangladesh is multifaceted, and it necessitates a comprehensive review and what should be realistic short-run inflation, how minimal it ought to be, and how it will be evaluated through potential inflation-growth trade-offs. It is indeed important to understand the various sources of inflationary, as well as the conventional policy instruments was using to combat it. The current information in Bangladesh demonstrates that inflation unpredictability is influenced by variables that affect overall non-food and food inflation. Food price fluctuations are caused by a wide variety of circumstances, including supply disruptions due to floods and other natural disasters, pricing manipulations by market intermediaries, and an increase in food import prices, to mention a few. Controlling inflation in Bangladesh undoubtedly necessitates other initiatives in exchange for monetary instruments.
Monetary policy has an impact on the money supply. As a result, it also has an impact on interest rates and inflation. Monetary policy has an impact on business expansion and have a direct or indirect effect on aggregate demand net because of some components like imports and exports, employment, debt costs, and the relative cost of spending versus saving. All of these actions increase the money supply, which lowers interest rates. Whereas increase in interest rates have such a detrimental impact on firms' balance sheets, increasing agency costs, and decrease credit allocation efficiency. Interest rate levels may not always reflect changes in credit circumstances. As a result, it's imperative to comprehend how credit market defects impact macroeconomic equilibrium, as well as the channels through which monetary policy choices are transmitted on to the actual economy mostly through the banking sector. This incentivizes banks to lend and businesses to borrow.
Interest rate changes have an impact on investment decisions and, as a consequence, actual economic activity. As a result, the traditional interest rate channel is the foremost channel of monetary policy influence. The interest rate is widely acknowledged to serve numerous important purposes in the market economy. Interest rates have a direct influence on the deposit multiplier and, by extension, inflation because they determine how much new bank loan money circulates in the economy. Even if we don't have any loans or assets, the interest rate's impact on the economy will have an indirect impact on us. Interest rates in Bangladesh's finance industry have pretty much entirely been freed ever since implementation of reforms, especially in comparison towards the administered interest rate regime of the preceding cycle, that also held in check for both threshold and cost of borrowing money rates throughout order to restrict the expenditure of financial intermediaries and focus on ensuring a reasonable structure of lending and deposit rates. The loan rate in Bangladesh for the previous five years has been as follows, according to the Bangladesh Bank's monetary policy announcement:
	Year
	Lending Interest Rate

	2021
	7.33%

	2020
	7.95%

	2019
	9.58%

	2018
	9.96%

	2017
	9.56%


[bookmark: _Toc92629539][bookmark: _Toc92715191][bookmark: _Toc92800727][bookmark: _Toc92887276]Table 5 Lending interest Rate
                     
[bookmark: _Toc92629512][bookmark: _Toc92715226]Figure 6 Graphical representation of lending rate for last 5 years.
The lending rate proposed by Monetary policy in 2017, 2018, 2019, 2020 and 2021 were 9.56%, 9.96&, 9.58%, 7.95%, 7.33% respectively. Monetary policy has an impact on banks' balance sheets when it comes to lending.  For instance, Banks will have to pay more in the overnight lending market if the monetary authority boosts interest rates. The overnight rate rises when banks shift out of risky loans and into safer assets, causing interest rates to adjust and the amount of bank credit to drop. Household spending on durables and homes should fall as bank lending declines because of the monetary contraction: Increases in rates of interest cause family balance sheets to deteriorate due to a decrease in cash flow.
Rising interest rates increase the profitability of the banking sector. Due to customer balances and business activity, financial institutions such as retail banks, commercial banks, investment banks, insurance firms, and brokerages have substantial cash holdings Banks make more money when interest rates are higher because they may profit from the difference between the interest they pay to clients and the income they can gain by investing. A bank may pay a whole percentage point less to its clients than it receives on short-term interest rate investments. Furthermore, higher interest rates are associated with periods of faster economic development, with the Federal Reserve boosting rates to halt the expansion. A stronger economy means more people are looking for loans, which benefits banks since they profit from the difference between the interest rate, they charge investors and the amount they make by investing that money.
If the interest rate decreases, then the cost of borrowing will decrease, mortgage payments will be cheaper; real value of savings will decline (if the interest rate is lower than inflation); for banks low interest rate will be less profitable; as borrowing becomes more affordable; asset prices may climb; currency will decline, making exports cheaper and imports more costly. It is probable that the investment will be more appealing. Borrowing expenses for the government will be cheap. On the other hand, if the interest rate increases, then Borrowing costs will rise. Savers will get a better return. Mortgage interest payments will be higher. Cost of Bank loan will increase.  Banks may be more ready to lend if the economy improves. Borrower trust might be harmed. The value of the currency will rise, making exports less competitive and imports more affordable. Inflation – is expected to be lower. Economic growth will be slower in the future. Unemployment is expected to climb. Borrowing costs will rise for the government.
Due to the changes in the Monetary policy, we can see changes in the amount of Mercantile Bank’s Loan Department each year. The changes in the amount in the last five year are given below:



	Year
	Loan and Advances (in million)

	2021(up to September)
	238,274.01

	2020
	248,994.39

	2019
	236,890.45

	2018
	224,230.6

	2017
	199,660.72


[bookmark: _Toc92629540][bookmark: _Toc92715192][bookmark: _Toc92800728][bookmark: _Toc92887277]Table 6Loans and Advances
                
[bookmark: _Toc92629513][bookmark: _Toc92715227]Figure 7 Graphical representation of Loan and advances of MBL for last 5 years.
The total loans and advances for 2021 at Mercantile Bank Limited are 238,274.01 million BDT (up to September). The total amount of loan and advances of Mercantile banks were BDT 248,994.39 million as of 31st December, 2020, and at the end of 2019 it was BDT 236,890.38 million. The bank's loans and advances climbed by 5.11 percent. As of December 31, 2019, the Bank's total loans and advances were at BDT 236,890.38 million, up from BDT 199,660.72 million in 2018. The bank's loans and advances increased by 5.65% in 2019. The entire loan and advances of the in 2017 were 199,660.72 million dollars. Last fiscal year, bank deposits grew dramatically as the coronavirus-related fear prompted consumers to curtail non-essential spending and save more, while loan growth slowed marginally due to the slowing economy. As a result, the more banks that can lend, the more credit available to the economy. And when credit becomes more plentiful, the cost of borrowing (intrigued) decreases. As loan experts prefer to accept repayment of their advances, the amount of credit available to the economy decreases.
With Covid-19 breaking out in China in December 2019 and rumors of a single-digit interest rate implementation plan circulating, the year 2020 began as a year of consolidation for Mercantile Bank Limited, despite the fact that the year was full of uncertainties regarding life and livelihood caused by Covid-19 (MBL). MBL set out at the outset of the year to focus on nurturing its current portfolio rather than expanding its business too quickly. Mercantile Bank is dedicated to providing the country in order to support it overcome from the Covid-19 crisis. The government has previously announced a Tk. 50,000 million stimulus program for the agriculture sector. Agriculture will be one of the most significant aspects in mitigating the financial crisis, according to the bank. As a result, despite the central bank's deadline for disbursing Tk. 700 million, Mercantile Bank has already distributed Tk. 486.5 million, contributing for around 70% of the objective.
Monetary policy may affect borrowers' capital and, as a result, banks' willingness to provide loans, by impacting actual interest rates, which affect organizations' disposable income and cash flows, and by impacting asset prices, which influence the price of assets. As a result, the external financial advantage may alter. The operation of the bank lending channel framework is demonstrated by variations in the quantities of bank loan supply in response to changes in monetary policy. The procedure that contributes to monetary policy measures encompasses a comprehensive set of inputs, the preponderance of which are dependent on in-house understanding from qualified professionals. Pre-policy meetings with external experts, representatives of financial institutions, commerce and industry organizations, as well as other stakeholders are convened on a monthly basis to just get their perspective on the economy and monetary policy recommendations. As a consequence, it is absolutely essential for the Bangladesh Bank to implement its supervisory authority in order to strengthen the capital foundation of local banks. The nominal interest rate is influenced by the central bank's open market activities. The central bank impacts variations in loan supply by commercial banks through effecting changes in restructuring credit-linked securities volumes. As a consequence, the credit rate fluctuates.
Some of the primary areas in which Mercantile Bank has issued loan include businesses, apparel industries, large and medium-scale industries, construction, agricultural and related sectors such as hospital and medical services, transportation, and so on. For Bangladesh, the blue economy has already opened up a new vista with enormous possibilities.
In addition, the Bank continues to support Small and Medium Enterprises (SMEs) and extended financing opportunities for them through its SME Financing Division.
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[bookmark: _Toc90676612][bookmark: _Toc94094121]5.1 Findings

The goal of this research is to examine the effect of monetary policy on economic activity in Bangladesh. Both political and economic circumstances in our country may be reflected in the growing relevance of monetary and fiscal policy and shrinking role of fiscal policy in economic stabilization measures. In recent years, the Bangladesh Bank has encouraged banks to reduce spreads in order to improve management efficiency, particularly loan collection. Monetary policy is a strong weapon, but it can also have unintended or undesirable repercussions. To be successful in the conduct and execution of monetary policy, the authorities of monetary should have an accurate assessment of the timing and impact of their actions on the economy.  The impact of monetary policy on bank credit systems are:
· interest rates on deposits should not be reduced.
· higher interest rates on advances cause borrowing entities' production costs to rise. 
· The liquidity of the market is ballooning. A flexible interest policy was formulated as component of the economic sector reform agenda.
· In the pandemic situation, the investment sector of the country is going downward. 
· Banks, on the other hand, could differentiate interest rates by up to 3% while evaluating potential risks across borrowers in almost the same loan categories. 
· With the gradual liberalization of interest rates, banks have already been highly suggested to acknowledge the mid-rate of the limit (if any) for different sectors, and banks may adjust interest rates 1.5 percent higher or lower than that of the forthcoming mid-rate regarding the comparative credit risk. 
· The deposit and lending interest rates are publicly released across each bank's website.
· If the call money rate % is low, there will be an increase in money supply, but the lending rate will not rise. 
· The money supply will be reduced as the reverse repo rate rises, resulting in higher lending rates.
· When prices rise due to inflation, demand for borrowing grows as well, resulting in higher interest rates that favor lenders. 

Bank lending is critical to the transmission of monetary policy because it helps meet the external financial needs of businesses, particularly smaller businesses. If the money supply falls, banks will cut back on lending. If the interbank lending interest rate falls, banks will boost lending. The usefulness of this instrument, on the other side, is substantially lesser. It is clear that the refinancing rate serves a regulatory rather than a monetary purpose. Nonetheless, it has a significant impact. The presence of the banking credit channel has significant implications for monetary policymaking. As a result, a grasp of the mechanisms through which monetary policy affects the economy is essential. 

[bookmark: _Toc94094122]5.2 Recommendations 

One of the most effective tools that the government chooses to manage the economy is monetary policy. As a result, understanding the trends in the area is a critical topic in economic study.
· interest rates on deposits should not be reduced in order to sustain the decreasing trend in lending rates. While setting the highest lending rate at 9%, the Bangladesh Bank argued that higher interest rates on advances cause borrowing entities' production costs to rise, their competitiveness in marketing products and services to fall, their inability to repay loan dues on time (in some cases), credit discipline to be disrupted, and economic development to be hampered. 
· The monetary policy should cut interest rate, then the cost of borrowings will be lower as a result investment activity will increase.
· According to Monetary policy statement, the liquidity of the market is ballooning which will be a challenging to maintain the financial market stable. MPS should make plans to absorb the liquidity from the market.
· As we are going through a pandemic situation authorities should decrease the interest rate so that investment of the country will rise. Banks, with the exception of Export Credit, are required to charge both deposit and lending rates. There is presently no interest rate limit on bank lending, with the exception of pre-shipment export credit and agricultural loans.
· The expectation of improved economic activity may lead banks to loosen lending regulations, allowing businesses and individuals to spend more.
· Low interest rates also tend to cause currency depreciation since demand for domestic goods rises as imported goods become more expensive.
· MPS should include some innovative ideas as a result people will be interested for borrowing money from banks.
· An increase in money supply and as well as in monetary will help all the Commercial Banks including Mercantile Bank to increase the amount of lending.
· To improve the performance of the bank lending channel, one must also strengthen the proportion of credit organization refinancing and ensure the future development of the financial instrument market.
· In order to obtain optimal policy outcomes, monetary policy should remain more transparent, involving increased participation from across all stakeholders.
The economy's framework experiences significant transformation, the purposes, instruments, and methodology of monetary policy procedures in Bangladesh are changing dramatically. The primary objective for BB will indeed be to continue providing an example amongst developing country's central banks by continually innovating the framework, procedures, and transmissions of monetary policy in order to accomplish the quadruple goals of employment creation, reasonable inflation, and financial soundness. Without the need for a question, monetary and fiscal policy formulation and implementation are dynamic and ever changing, both in reaction to and also as a consequence of advancements in the financial system as well as the actual economy.









[bookmark: _Toc94094123]Chapter-06 (Conclusion)
The primary objective of this research was to try and understand the comparative effectiveness of monetary policy on economic activity in Bangladesh. Both the political and economic considerations of our nation may be reflected in the rising prominence of monetary policy and the involvement of fiscal policy in economic structural adjustment measures. The procedures adopted to govern the quantity of money, the cost, and the availability of credit are referred to as monetary policy. It also addresses the allocation of credit between users and users, as well as bank lending and borrowing rates. Monetary policy has proven to be a useful instrument for combating depression and inflation in a developing country like ours. From the above discussion we can say:
· By trying to regulate inflation and stabilizing currency, the central bank leverages interest rates, the money supply, and a wide assortment of other monetary policy measures to contribute to the economic growth.
· If the money supply falls, banks will cut back on lending. If the interbank lending interest rate falls, banks will boost lending.
· MBL set out at the outset of the year to focus on nurturing its current portfolio rather than expanding its business too quickly. Mercantile Bank is dedicated to providing the country in order to support it overcome from the Covid-19 crisis.
· The interest rate policy of the Bangladesh Bank takes into account monetary policy and is an element of the credit supply functions both directly and indirectly.
True, the new operations and maintenance framework assumes that the interest rate channel of monetary transmission, which is more effective under a liquidity shortfall, will continuing to dominate. The general framework aids in the overall liquidity conservation and protection of the deficit mode. As a result, monetary policy transmission in terms of movement in the call money rate has improved. Interest rates in the money market are now more closely matched. The transmission of monetary policy changes to the credit market, on the other hand, is complicated and occurs through the cost channel. Banks adjust deposit rates in response to policy changes based on liquidity and credit demand. Lending rates respond to policy rate changes with a temporal lag since the cost of deposits rises with money market rates.
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Repo Rate
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MBL/NPR/Internship/2021/ 3406

November 29, 2021

TO WHOM IT MAY CONCERN

This is to certify that Ms. Sumaiya Hasem, a student of Department of
Accounting Information System (AIS), School of Business and Economics,
United International University has completed her internship program at our
branch during the period of 12.07.2021 to 12.10.2021 (3 Months) as part of
her B.B.A in AlS.

She was routed through almost all the operational sections/departments of
the branch. During the period of her Internship Program, we found her
punctual, honest and devoted to perform the assigned jobs.

We wish her every success in life.

»

Mohammiad Khabir Hossain
FVP & Head of Branch
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NBC Tower. 24-25 Nawabour Road. Wari, Dhaka, Phone : 02 223352833, Email : hob nawabour@mbibd.com




image1.jpeg
ALISH:
m;\\&

\"

@’”Anm\\

unireo




