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ABSTRACT

This study assesses the financial stability of fifteen Nepalese
commercial banks over a decade (2014/15-2023/24) using the
CAMEL framework, addressing the lack of long-run comparative
evaluations in emerging economies. Using descriptive statistics,
the analysis examines trends and variability in capital adequacy,
asset quality, management efficiency, earnings, and liquidity.
Results show that all banks consistently met regulatory thresholds,
reflecting strong capitalization, sound credit risk management,
and stable liquidity positions. Capital adequacy remained well
above the minimum requirement, NPL ratios stayed below 6%, and
ROA indicated effective managerial performance, though ROFK
exhibited moderate volatility due to Interest-rate sensitivity.
Liquidity remained robust across banks, supporting sustainable
credit operations. Overall, the decade-long evidence confirms that
Nepalese commercial banks have maintained resilient financial
health, demonstrating stability, profitability, and capacity to
absorb shocks, while offering regulators and policymakers a
clearer understanding of the system’s long-term performance
dynamics.

Keywords: Financial stability, Commercial Banks, Longgitudinal
study, Nepalese case

INTRODUCTION

The dependent economies (low- and middle-income countries)
have increasing corporate banking stability that determines the
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rate of economic modernization. Commercial banks in Nepal that
facilitate the flow of most household savings and business credit
are not only the instruments of financial intermediation but also
sources of potential pressure to the system. With integrated
financial interconnection, it is vital to evaluate the strengths of
these banks to cushion the development benefits through impeding
the effects of crises contagion. Fragility in banks can provoke the
systemic crisis: when banks collapse there are likely to be
contractions of credit to and contagion throughout the economy
thus the importance of sound supervision and early warning
techniques (Pradhan, 2023). According to Karmacharya (2023)
commercial banks health is one of the factors that define the
economic state of emergent economies. A well-established tool for
evaluating bank soundness is the CAMEL framework, which
assesses Capital adequacy, Asset quality, Management, Earnings,
and Liquidity. Since its introduction in the 1970s (Cargill, 1989),
CAMEL has been widely adopted by regulators and researchers.
The framework has been used both by regulators and researchers
to benchmark interbank performance and to monitor systemic
resilience.

Capital adequacy ensures resilience against unexpected losses.
Study such as Baral (2005) and NRB (2022) highlight that strong
capital adequacy provides a buffer against unexpected losses,
ensuring solvency and depositor confidence while Asset Quality
reflects the sustainability of loan portfolios and exposure to credit
risk. The ratios of non-performing loans undermine bank
profitability and its solvency particularly in emerging markets
where legal and institutional frameworks establish loan recovery
activities are weaker (Gnawali, 2018; Shrestha & Gnawali, 2022).
In Nepal, even though NPL ratios in general have remained within
the regulatory threshold, the differences among banks should
arouse concerns about both credit assessment standards and credit
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risk management performances (Bhandari & Dhakal, 2024;
Bhattarai, 2016). Management Quality, proxied by return on
assets, captures the effective use of resources and governance
structures. It has been empirically observed that organizational
structure mismanagement could enlarge the operating risks,
weaken the profitability, and lower resilience in an economic
downturn (Pandey & Joshi, 2023).

Earnings performance, measured through indicators such as
return on equity, is central to capital generation and long-term
viability but remains highly sensitive to interest rate cycles.
According to the literature on Nepal banks, a majority of the
companies have a higher ROE compared to the regulatory
standard, which affirms that the organizations can achieve returns
despite the macroeconomic environment being volatile (Niraula,
Pradhan, Mainali, & Palikhe, 2024; Shrestha & Gmnawali,
2022) .But the heavily interest-dependent nature of its earnings
highlights the sensitivity of the earnings to interest rates cycles
and credit. Finally, Liquidity positions determine banks’ ability to
meet short-term obligations and withstand depositor runs,
particularly in economies vulnerable to capital flow reversals. In
Nepal, evidence indicates that the banks have broadly complied
with the liquidity rules set by the NRB, but at some time, smaller
banks experience stricter liquidity conditions than their big and
diverse counterparts (Khati, 2020; Ojha, 2018).

In all these dimensions, previous analysis on Nepalese banks
has majorly been descriptive in nature and mostly analyzing the
financials with the reference of set standards within the financials
such as the financial ratios and their comparison with the
regulatory limit of the ratios. As useful a snapshot as such studies
can be, they frequently do not relate CAMEL dimensions to a more
general construct of financial stability. In addition, most of the
available studies examine short-run periods which reduces
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understanding of how banks fare during an economic cycle. The
purpose of this study is to evaluate the long-term financial stability
of Nepal’s commercial banks over the last decade using CAMEL
indicators.

Even though some studies used the CAMEL framework on the
Nepal commercial banks previously, they tend to provide limited
time period findings. They tend to evaluate compliance with
regulatory limits but do not include a long-horizon inter-bank
comparative analysis. Consequently, there 1s no coherent
perspective of how the dimensions of the CAMEL come together to
give accounts of the changing stability of commercial banking
business in Nepal.

This study fills such a gap by describing and analyzing the
detail of commercial Nepal banks, which i1s in 15 as a whole within
a decade with the help of CAMEL indicators. Through the
demonstration of long-run trends and cross-bank comparisons of
capital adequacy, asset quality, management efficiency, earnings
and liquidity, the study is to explore a more systematic indication
of stability as compared to the earlier short-run evaluations. The
results provide insights of value to regulators, policy makers, and
practitioners in terms of the different areas where banks perform
consistently to achieve the regulatory standards and the
dimensions on which there has been relative variability.

METHODOLOGY

Research Design

In this research study, the research design is descriptive
where CAMEL model (Capital adequacy; Asset quality;
Management efficiency; Earnings; and Liquidity) is used to assess
the financial stability of Nepalese commercial banks. This is not
about explanatory or causal modeling, but rather on performance
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indicator summarization and comparison both across institutions
and over time as similar to (Baral, 2005; G. K. Sah & Pokharel,
2023; Shah & Tiwari, 2023; Shrestha & Gnawali, 2022).

Data and Sample

The sample consists of 15 Class “A” commercial banks
operating in Nepal in terms of a constant operation and data
availability. The study period is taken as fiscal years of 2014/15 to
2023/24, where ten years includes both years of stable growth and
years of financial stress. Secondary sources of data were taken as
the annual reports of banks and official publication of Nepal Rastra
Bank (NRB), the central regulatory body.

Measurement and variables

All the CAMEL framework dimensions were operationalized
as known standard financial ratios utilized by financial regulators
and past researchers.

ROA 1is actually a measure of profitability, but 1is
conventionally situated within the Earnings (E) section of the
CAMEL framework; however, in this work it has been viewed as
underlying within the Management (M) section. The justification
lies in the fact that profitability which is expressed in terms of ROA
is both greatly a function of managerial competence in resource
allocation, cost control, and organization of asset use. The higher
the ROA, the more it means that the management has effectively
turned the assets of the bank into net income, and when the ROA
is low, that is an indication of poor managerial performance in this
aspect. In that way, ROA will be used in this context as the proxy
indicator of management quality to show the strong correlation
between effective managerial routines and the ongoing
profitability of the bank that directly affects the financial stability
of banks (McClure, 2021) as shown in table 1.
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Table 1. Measurement and variables with CAMEL framework

CAMEL Variables References Notation
Components
Capital Capital (Baral, 2005) CAR
Adequacy Adequacy Ratio
Asset Quality | Non-Performing (Gautam, 2020) NPLR
Loan Ratio
Management | Return on Asset (McClure, 2021; ROA
Quality Pradhan, Kothari,
& Chalise, 2023)
Earnings Return on (Risal & Panta, ROE
Equity 2019)
Liquidity Total Deposit to (Bhandari & TDAR
Asset Ratio Dhakal, 2024)
Capital Adequacy Ratio = Tier 1 Capital+Tier 2 Capitalxloo,

Risk Weighted Asset
Non-Performing Loans

Non-Performing Loan Ratio = %100,

Total Loan & Advance
Net Income

100,
Total Asset
Net Income

Return on Asset =

Return on Equity = ————————x 100
quity Shareholder’sEquity ’

Total Deposit to Asset Ratio = Total Deposits, 1 o
Total Asset

Analytical Tools

In every variable, descriptive statistics of mean, standard
deviation, coefficient of variation, minimum, and maximum were
calculated. The statistics have been utilized to determine average
performance, stability, and variability of CAMEL dimensions bank
wise and across time, whereas the coefficient of variation (CV)
should standardize the variability of the financial performance of
the variable in relation to the mean, and lower CRs should show a
more stable and predictable performance over time as shown in

tables 2 to 6.
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Table 2. Capital Adequacy Ratio
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Table 3. Non-Performing Loan Ratio
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Table 4. Return on Asset
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Table 5. Return on Equity
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Table 6. Loan to Deposit Ratio
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The high solvency positions were confirmed as all the banks
had CAR that was higher than the regulatory minimum of 11
percent. Agricultural Development Bank (ADB, 17.9%) had the
highest mean CAR but its variance showed that they were exposed
to fluctuations that are eventuated by the policies. Nepal
Investment Bank (NIBL) and Prime commercial bank (PCBL)
posted high CARs (CV < 8%) indicating conservative capital
management. Conversely, Rastriya Banijya bank (RBB) and
Global IME bank (GIBL) exhibited greater fluctuations, suggesting
sensitivity to restructuring and expansion strategies.

Prudential limit of non-performing loans (NPLs) had been
maintained below the 5 percent mark across all banks, indicating
successful management of credit risks at the sectoral level.
Nevertheless, interinstitutional variation was also significant.
NPLRs in ADB, RBB, and Nepal Bank Limited (NBL) indicated
some difficulties in the quality of the loan portfolio (3—4%).
Conversely, Sanima bank and Everest Bank (EBL) have recorded
the lowest NPLRs (less than 1%), which is indicative of strong risk-
screening processes. Banks that have greater diversification of
NPLR are indicative of poor credit management habits.

The Return on Assets (ROA) was 1.1 to 2.0 percent,
comparable to the emerging economies of the world. The maximum
ROA (3.6%), was best at ADB, showing good earnings in some
years. On the other hand, NBL had the lowest ROA (0.01%), which
is an indicator of inefficiency in its operations. Governance and
cost-management issues were highlighted because GIBL, Sanima
Bank, and NMB Bank had good ROA performance, but RBB and
Himalayan bank (HBL) had high volatility (CV > 40%).

Shareholder returns, measured by ROE, ranged from 8 to 30
percent. EBL, NIMB, and HBL consistently delivered high returns,
albeit with considerable variability. Sanima and PCBL offered
moderate but stable ROE, which may appeal to risk-averse
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investors. NBL recorded the lowest mean ROE (8.9%), reflecting
weak profitability relative to peers. The volatility of ROE across
several banks indicates that profitability remains sensitive to
interest rate cycles and credit growth dynamics.

Loan to Deposits Ratios (LDR) were at good levels of 70-95
percent indicating sound liquidity control in the entire sector. The
largest mean LDR was reported by Kumari Bank (KBL) which is
characterized by aggressive credit issuance. Sanima Bank Limited
(SBL) showed the highest stability in liquidity, but the NMB Bank
has very high fluctuations, which can be regarded as a more
dynamic and risky style of credit development. All in all, the
liquidity positions indicate that banks had the capacity to meet
their short-term commitments and lend.

FINDINGS

Descriptive CAMEL analysis shows that no commercial bank

in Nepal performed below the minimum level, confirming stability
In capital, asset quality, management, and liquidity as noted in
past studies Baral (2005); Risal and Panta (2019); Shah and Tiwari
(2023).
All banks maintained CAR above the 11% requirement, proving
resilience against financial shocks. NMB, NBL, and ADB had
significantly high averages, while NIBL and HBL maintained
lower but consistent CARs. Basel implementation strengthened
capital adequacy, and CAR was positively linked to financial
performance as seen similar in Shah and Tiwari (2023).

NPL ratios of all banks stayed well below the 5% limit.
SANIMA showed the highest variability, while GIBL, NMB, and
SBL maintained stable, low NPLs, reflecting strong credit risk
systems. Studies confirm that lower NPLs improve profitability
and performance, aligning with the findings of Baral (2005).
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ROA levels exceeded standard thresholds across all banks,
showing strong management efficiency. NMB, SANIMA, and GIBL
maintained consistently high ROA, while RBB and ADB were more
variable but still profitable. Stable ROA was considered more
attractive for long-term investors than volatile ROE as found in
literature of Sah and Sahani (2024) which acts similar to Quality
management similar to (Pradhan, 2017).

All banks showed positive ROE, with NIBL, EBL, and HBL
reaching very high but volatile returns. SANIMA and PCBL
delivered steady, moderate returns, appealing to conservative
investors. ROE was found to positively impact ROA also seen in
the study by Baral (2005). Nepalese banks kept LDR between 70—
95% over the last decade, avoiding liquidity risks. SBL was the
most stable, while NMB was the most volatile. High performers
like HBL, EBL, and GIBL maintained moderate, stable LDRs.
Findings confirm that stable LDR supports ROE and attracts long-
term investors also hinted by Sah and Pokharel (2023)

CONCLUSION

The CAMEL approach analysis of the Nepal commercial banks
revels that there has been stagnancy in the overall performances
of the banks where none of the banks were performing below
minimum threshold. The levels of capital adequacy were also high
in all banks signifying that they are well-prepared to absorb
financial shocks and to plan capital well. The quality of assets was
also good with non-performing loans remaining well below the
limits stipulated by the regulators which indicate that banks have
strong credit risk management routines.

Both ROE and management effectiveness were positive among
all the banks though the percentages were quite high in some
banks regarding the ability of asset utilization. Similarly, the
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profitability of shareholders was maintained by ROE values,
although some of the banks were more volatile in nature whereas
steady and sustainable performance covering a long period was
also displayed by other banks appealing to the conservative
investors.

Trading operations held good liquidity positions as indicated
by loan-to-deposit percentages which reflect that trading
operations are not exposed to high levels of credit extension risk.
The stability of LDR in majority of banks exemplifies good liquidity
management and the capability to conduct sustainable lending.

On the whole, Nepalese commercial banks show financial
strength in terms of capital, asset quality, management, earnings,
and liquidity that enable them to withstand shocks, remain
profitable and attract the attention of investors.
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