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Abstract

The implementation of Basel IIT regulations has become a crucial factor influencing

the financial performance of the banking sector in Bangladesh. The primary objective

of this study is to examine the impact of Basel III implementation on the financial per-
formance of the banking industry in Bangladesh. The research utilizes secondary data

from 20 commercial banks in Bangladesh, including state-owned, private, and Islamic

banks. It offers a diverse and representative sample of Bangladesh’s banking sector,
covering the period from 2014 to 2023. This variety ensures a comprehensive under-
standing of different banking models and their challenges, representing the scenario of
the whole industry. A multivariate regression model with fixed effects, determined by
the Hausman test, was employed to analyze the relationship between capital adequacy
(CRAR, Core Capital Tier-1, Tier-1, and Tier-2 Capital Ratios) and bank-specific fac-
tors (size, provisions) on performance indicators (ROA and NPL). The findings reveal

that higher capital adequacy, particularly the Tier-1 Capital Ratio, and CRAR, posi-
tively influences bank profitability (measured by ROA) and reduces NPLs. Conversely,
larger bank size correlates with lower ROA and higher NPLs, and increased provisions

also lead to higher NPLs. These results underscore the significance of Basel III in en-
hancing the financial performance and stability of the banking sector in Bangladesh,
suggesting that more substantial capital buffers can improve profitability and reduce

risks associated with non-performing loans.

Keywords Basel III, capital adequacy, financial performance,
banking sector, profitability, non-performing loans,
credit risk management, Bangladesh

JEL Classification E43, E58

INTRODUCTION

The banking industry is critical to economic growth and stability, par-
ticularly in emerging economies. The financial crisis of 2007-2008 ex-
posed significant vulnerabilities in the banking sector, leading to wide-
spread reforms to improve economic stability and mitigate systemic
risk (Birindelli et al., 2022). In response to the crisis, international reg-
ulatory frameworks such as Basel III were developed to strengthen the
resilience of banks by introducing more stringent capital adequacy re-
quirements and promoting better risk management practices (Admati
et al,, 2013; Acosta-Smith et al., 2020). Basel III, with its emphasis on
higher capital bufters, liquidity requirements, and leverage ratios, has
reshaped the regulatory landscape of the global banking industry
(Best, 2021). However, implementing these reforms in emerging mar-
kets, such as Bangladesh, raises pertinent questions regarding their
impact on local banks’ financial performance and stability.

http://dx.doi.org/10.21511/bbs.20(1).2025.09
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In Bangladesh, the banking sector has long faced challenges such as high levels of non-performing loans
(NPLs), limited capital adequacy, and inefliciencies in risk management (Akter et al., 2019). The adop-
tion of Basel IIT guidelines, designed to address these issues, could have far-reaching implications for
individual banks’ performance and the broader financial system. Although several studies have exam-
ined the effects of Basel III on banking sectors in developed countries (Birindelli et al., 2022; Fritsch &
Siedlarek, 2022), there needs to be more research on its impact in developing countries, particularly in
the South. The challenges that Bangladesh faces — such as a less-developed regulatory environment (Al
Mamun et al., 2022), a lack of adequate infrastructure for risk management (Ghosh & Saima, 2021), and
the specific dynamics of the local banking sector (Mozumder et al., 2024) - make the implementation

of Basel III particularly complex.

1. LITERATURE REVIEW

The literature on capital adequacy and its impact
on bank performance has been well-established,
particularly about implementing Basel III in glob-
al banking systems. However, its effects must be
more understood within emerging markets such
as Bangladesh (Hasan & Suzuki, 2021a). This re-
view focuses on three key themes relevant to this
research: the relationship between capital adequa-
cyand profitability (Chandrasegaran, 2020), the ef-
fect of capital adequacy on non-performing loans
(NPLs) (Lata, 2015), and the role of bank-specific
factors in shaping these relationships (Gatzert &
Wesker, 2012).

A growing body of literature suggests that high-
er capital adequacy enhances banks’ profitability
by reducing the likelihood of insolvency and im-
proving financial stability. Under Basel III, stricter
capital requirements, particularly the emphasis
on Common Equity Tier 1 (CET1) and capital-to-
risk-weighted Assets Ratio (CRAR), are intended
to reduce systemic risks and support bank profit-
ability (Poudel, 2012; Akter et al., 2019). Studies in
developed markets indicate that banks with more
substantial capital buffers enjoy better profitabil-
ity due to reduced borrowing costs and improved
investor confidence. In the context of Bangladesh,
however, studies like those by Kinyua (2023)
highlight the challenges state-owned and smaller
banks face in meeting these capital adequacy ra-
tios, suggesting a mixed effect on profitability in
developing economies (Hasan & Suzuki, 2021b).

Capital adequacy plays a critical role in determin-
ing banks’ financial health and profitability, par-
ticularly in the context of regulatory frameworks
like Basel III. Adequate capital buffers are essen-
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tial for absorbing financial crisis shocks, reducing
insolvency risk, and maintaining overall stability
(Akter et al., 2019). Banks that meet or beat the
needed capital adequacy ratios (CAR), like the
Capital to Risk-Weighted Assets Ratio (CRAR)
and Tier-1 Capital Ratio, are better able to handle
financial problems and keep running their busi-
nesses without significant problems (Birindelli et
al., 2022). Several studies have highlighted a posi-
tive relationship between capital adequacy and
profitability, suggesting that higher capital ratios
enhance investor confidence, improve access to
capital, and reduce funding costs, all of which con-
tribute to higher Return on Assets (ROA) (Gabriel,
2016; Gatzert & Wesker, 2012; Zheng et al., 2017).
Moreover, banks with sufficient capital reserves
are less likely to experience a rise in non-per-
forming loans (NPLs), as they are better equipped
to absorb credit losses and maintain liquid-
ity, thus enhancing profitability (Le et al., 2023).
Implementing Basel IIIs capital adequacy require-
ments in Bangladesh is meant to make banks
more financially stable. Early research shows that
banks with larger capital buffers do better finan-
cially, especially when making money (Hasan &
Suzuki, 2021a; Kowoon et al., 2022). However, the
relationship between capital adequacy and profit-
ability can be complex, with excessive capital po-
tentially leading to lower returns on equity (ROE),
mainly if not deployed effectively (Liu & Stentoft,
2021). This nuanced interaction between capi-
tal levels and profitability is an important area of
study for understanding the full impact of Basel
IIT on the banking sector, particularly in emerging
markets like Bangladesh.

Another critical area of research is the relation-

ship between capital adequacy and non-perform-
ing loans (NPLs). A higher capital adequacy ratio
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has positively impacted asset quality by enhanc-
ing banks’ ability to absorb losses and manage
risk (Zheng et al., 2017; Mahyoub & Said, 2021).
In Bangladesh, where NPLs are a persistent issue,
studies have found that banks with higher capi-
tal buffers are better equipped to manage loan de-
faults and mitigate financial instability (Mustary,
2021). However, the size and structure of a bank
are crucial in determining the extent to which
capital adequacy influences NPLs. Larger banks
may face higher levels of NPLs due to their more
extensive loan portfolios, though their more vital
capital positions enable them to absorb these risks
better (Osei-Assibey & Asenso, 2015).

Capital adequacy is crucial in managing non-per-
forming loans (NPLs) within the banking sector.
Capital buffers, like the Capital Risk-Weighted
Assets Ratio (CRAR) and Tier-1 Capital Ratio,
help banks handle losses that might come from
bad assets (Akter etal., 2019; Birindelli et al., 2022).
Banks with higher capital adequacy ratios are gen-
erally better equipped to manage credit risk and
mitigate the adverse effects of loan defaults, as
they have sufficient reserves to cover potential
losses without compromising their financial sta-
bility (Hasnat & Talukder, 2017; Hasan & Suzuki,
2021a). A well-capitalized bank is less likely to
experience a significant rise in NPLs, as it can af-
ford to make more prudent lending decisions and
adjust its risk management strategies according-
ly (Zheng et al., 2017). Moreover, a strong capi-
tal base enables banks to maintain their solvency
even during economic stress, which can reduce
the likelihood of a sharp increase in NPLs (Le et
al., 2023). In the case of Bangladesh, implement-
ing Basel III’s capital adequacy requirements has
been shown to play an essential role in stabiliz-
ing the banking sector and limiting the accumu-
lation of NPLs. The empirical evidence suggests
that banks adhering to Basel III capital standards
are more resilient to credit risk, thus experiencing
fewer NPLs (Kowoon et al., 2022; Mozumder et al.,
2024). However, despite the general observation of
a positive relationship between capital adequacy
and lower NPLs, excessively high capital buffers
may lead to reduced credit supply, especially in
high-risk lending segments, potentially resulting
in a trade-off between capital levels and credit ex-
pansion (Fritsch & Siedlarek, 2022). Consequently,
understanding the dynamic relationship between
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capital adequacy and NPLs is vital for assessing
the broader impact of capital regulation in the
banking sector, particularly in emerging econo-
mies such as Bangladesh.

Beyond capital adequacy, bank-specific factors
such as bank size, provisions for loan losses, and
operational efficiency also play a significant role in
shaping the impact of Basel III on financial perfor-
mance. Research shows that larger banks are more
likely to meet capital adequacy requirements but
may suffer from inefficiencies that negatively im-
pact profitability (Al-Kattan, 2015; Kowoon et al.,
2022; Fritsch & Siedlarek, 2022). In Bangladesh,
studies like those by Ahsan and Nishadi (2023) in-
dicate that while larger banks generally maintain
better capital ratios, they may face challenges in
terms of higher NPLs and operational inefficien-
cies (Ahmed et al., 2015), which can offset the pos-
itive effects of higher capital adequacy (Rahman
et al., 2015).

Bank-specific factors, such as size, provisions, and
operational efficiency, significantly influence the
financial performance of banks, including profit-
ability and the management of non-performing
loans (NPLs). The size of a bank plays a dual role
in its performance. In contrast, larger banks often
benefit from economies of scale and greater mar-
ket power. However, they can also face challenges
in maintaining high profitability, as evidenced by
the negative relationship between bank size and
return on assets (ROA) in some studies (Akter et
al., 2019; Kowoon et al., 2022). Larger banks tend
to have more complex operations, which may lead
to inefficiencies and reduced profitability (Gatzert
& Wesker, 2012).

On the other hand, provisions for insufficient loans,
which are reserves set aside to cover potential loan
losses, are critical for maintaining the stability of
a bank’s financial position. Higher provisions can
actas a safeguard against rising NPLs, but excessive
provisioning may signal underlying issues in loan
quality, leading to a decline in profitability (Hasan
& Suzuki, 2021a). Additionally, the level of capital
adequacy, a bank-specific factor, directly influences
how banks respond to credit risk and manage NPLs.
The study by Zheng et al. (2017) highlights that
well-capitalized banks with robust risk manage-
ment frameworks are likelier to maintain healthy

http://dx.doi.org/10.21511/bbs.20(1).2025.09



NPL ratios, as they can absorb losses without se-
verely impacting their financial stability.

Moreover, factors such as the bank’s risk appetite,
governance structure, and management practic-
es also play a significant role in determining the
bank’s financial performance and resilience to ex-
ternal shocks (Liu & Stentoft, 2021; Hasnat et al.,
2025). In Bangladesh, these bank-specific factors
are crucial in understanding the broader effects of
Basel III implementation on the banking sector’s
profitability and NPLs. Mozumder et al’s (2024)
research reveals that while capital adequacy posi-
tively influences bank performance, individual
banks’ ability to manage these internal factors al-
so determines the effectiveness of Basel III regula-
tions. Thus, a nuanced approach, considering both
regulatory frameworks and internal bank-specific
dynamics, is essential for evaluating the overall
stability of the banking industry.

In summary, the existing literature suggests that
capital adequacy positively correlates with bank
profitability and asset quality, though the impact
varies based on bank size and specific market con-
ditions. While the benefits of Basel III in enhanc-
ing capital buffers are clear, its effects in emerg-
ing markets, such as Bangladesh, still need to be
explored. This research aims to contribute to un-
derstanding how capital adequacy influences prof-
itability (ROA) and non-performing loans (NPLs)
in Bangladesh’s banking sector.

The primary objective of this study is to examine
the impact of Basel III implementation on the fi-
nancial performance of the banking industry in
Bangladesh.

HI: ‘There is a significant positive relationship
between capital adequacy (CRAR, Core
Capital Tier-1) and bank profitability (ROA)
in Bangladesh’s banking industry.

H2: 'There is a significant negative relationship
between capital adequacy (CRAR) and non-
performing loans (NPLs) in Bangladeshi
banks.

H3: Bank size negatively affects profitability
(ROA) but positively affects non-performing
loans (NPLs) in Bangladesh’s banking sector.

http://dx.doi.org/10.21511/bbs.20(1).2025.09
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2. RESEARCH METHODOLOGY

This study employs a quantitative research meth-
odology to examine the impact of Basel III capital
adequacy requirements on the financial perfor-
mance of banks in Bangladesh. The research uses
secondary data from the financial reports of 20
commercial banks operating in Bangladesh from
2014 to 2023. The selected banks include a mix of
state-owned, private, and Islamic banks, compre-
hensively representing the country’s diverse bank-
ing sector. The banks in the study are City Bank,
Jamuna Bank, N.C.C. Bank, One Bank, Trust
Bank, U.C.B. Bank, Al Arafah Islami Bank, Bank
Asia, BRAC Bank, Dhaka Bank, Dutch Bangla
Bank, Islami Bank Bangladesh, Rupali Bank,
Janata Bank, Premier Bank, Prime Bank, South
East Bank, I.LE.I.C. Bank, Eastern Bank, and Pubali
Bank. The characteristics of the selected banks are
given in the Appendix.

The selection of these 20 banks, encompassing
both state-owned (e.g., Rupali Bank, Janata Bank),
private commercial banks (e.g., BRAC Bank,
Dutch Bangla Bank), and Islamic banks (e.g.,
Islami Bank Bangladesh, Al Arafah Islami Bank),
ensures a diverse and representative sample of the
banking sector in Bangladesh. This variation in
banking models allows for a comprehensive un-
derstanding of the challenges different types of
banks face in meeting Basel III requirements and
their impact on profitability and non-performing
loans (NPLs).

To analyze the data, a multivariate regression
model is used, employing ROA (Return on Assets)
and NPLs (Non-Performing Loans) as dependent
variables, with capital adequacy ratios (CRAR,
Tier-1, and Tier-2 capital ratios) and bank-specific
characteristics (size, provisions) as independent
variables. The fixed-effect model will be applied
to account for unobserved heterogeneity across
banks, while the Hausman test will be conducted
to determine the model’s suitability.

3. RESULTS AND DISCUSSION

Statistical analysis of regression investigates the
correlation between dependent and independent
variables, demonstrating the impact of changes
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in one or more independent variables on the de-
pendent variables (Sarstedt & Mooi, 2019). It helps
evaluate the strength of these relationships and can
be used to predict future interactions. This study
applied a multivariate regression model to assess
how capital adequacy and bank-specific factors
impacted ROA and NPL. Because the research is
focused on analyzing the concurrent correlations
between Profitability indicators and Capital ade-
quacy with associated bank-specific variables, this
model proved helpful and acceptable (Chatterjee
& Simonoft, 2013). This study creates a model be-
tween Performance indicators, i.e., ROA and NPL,
with different variables related to capital adequa-
cy, mainly to banks, such as CRAR, Core Capital
Tier-1, Tier-1 Capital Ratio, Tier-2 Capital Ratio,
Bank SIZE, and Provision, based on both theoreti-
cal and empirical literature that was evaluated.

where CRAR = Capital to Risk-Weighted Ratio;
CCT-1 = Core Capital Tier-1; T-1 CR = Tier-1;
Capital Ratio T-2CR = Tier-2 Capital Ratio; BS =
Bank Size; Prov = Provision; B0 = constant of the
equation.

The data under consideration for use in regres-
sion are described in depth in Table 1. Statistical
information and specifics were gathered from the
records of 20 Scheduled Banks between 2014 and
2023, including State-owned, privately owned con-
ventional banks, and Islamic banks in Bangladesh.
As aresult, there are 200 data points for each vari-
able (Thornton et al., 1997). The descriptive statis-
tics measured include the minimum, maximum,
mean, standard deviation, skewness, and kurtosis.
Skewness assesses how asymmetrical a distribu-
tion is. In an asymmetrical distribution, one tail
is longer than the other. If the skewness is posi-

Model-1: tive, the distribution leans to the right, while nega-
tive skewness means it leans to the left. A skew-
ROA = 0+ BICRAR + F2(CCT -1) (1)  ness of zero suggests a perfectly balanced distribu-
+B3BS + f4Prov+eg,. tion (MacGillivray & Balanda, 1988). All variables
are symmetric except for ROA and NPL, as their
Model-2: skewness falls between -0.5 and 0.5 (MacGillivray
& Balanda, 1988). Since the return on assets (ROA),
ROA= 0+ BICRAR+ p2(T -1)CR (2) one of the dependent variables, shows negative
+B3T -2CR + B4Prov+eg,. skewness, its values are distributed unevenly, with
a long tail extending to the left. The other depen-
Model-3: dent variable, NPL, has positive skewness, imply-
ing a long distribution tail on the right.
NPL = B0+ BICRAR + B2(CCT -1)
+B3BS + f4Prov+¢,, ) The independent variables - CRAR, Core Capital-
Tier-1, T-1 Capital Ratio, Provision, T-2 Capital
Table 1. Descriptive statistics
Variables NPL CRAR CCT-1 T-1CR T-2CR BS PROV
LN WO WA 1270 . 2360 894 363 ...5..2832 . L2263
Median 2291 12.62 2361 8% . 356 12630 2268
Mode 22.70 14.70 HN/A 10.40 111 2571 2241
StendardError 005 . 015 003 . 012 . 011 004 006
Standard Deviation 0.77.... 213 . 047 .. 176 ... 162 ..056 1..080 .
Sample Variance 0.60 4.55 0.22 3.08 262 i 0.32 0.63
Kurtosis 207 ..176 . 005 18 049 058 1365
Skewness 1.12 -0.45 -0.11 -0.45 028 i 048 i -025
‘Rarge 464 1423 272 1197 762 | 312 548
Minimum 228 370 2218 18 08 . 2501 1918
Maximum . 2592 17.93 24.90 13.82 844 2812 24.66
UM 16914 459034 | 054013 | 471906 178873 72600 | 526307 452609
Count 20000 | 200.00 200.00 200.00 20000 20000 : 20000 . 20000
Largest (1) 202 2592 17.93 24.90 13.82 844 2812 24.66
Smallest (1) 350 | 2128 370 2218 185 082 . 2501 1918
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Variable ROA © NPL  CRAR cCcT-1 T-1CR T-2CR BS PROV
ROA 1.00 T " RO S T ” - ”
NPL ~0.56 1.00 - -
CRAR 037 . -028 - o
eI -0.0005 ..051 L S T
T-1CR 0.573 -0.48 0.12 1.00
T2R -0 oo 0.255 014 I S ST
BS -0.39 il L 074 7028 036 L i.L00 T
PROV -0.48 ©78 0.66 -0.31 028 .76 1.00

Ratio, and bank size — are symmetric. Positive kur-
tosis indicates a distribution with more extreme
data points (outliers) than a normal distribution,
resulting in fatter tails, known as leptokurtic dis-
tributions. In contrast, negative kurtosis suggests
fewer extreme data points, creating thinner tails,
referred to as platykurtic distributions. The table
above clarifies that, except for the T-2 capital ratio,
all the variables exhibit leptokurtic distributions
(Cristelli et al., 2012).

The correlation matrix in Table 2 shows how
strongly each pair of variables is linearly related,
giving a snapshot of the relationships across the
dataset. Correlation coefficients range from -1 to
+1, where positive values suggest a linear relation-
ship, and a value of 0 means there’s no linear con-
nection (Ramsay et al., 1984). This matrix helps
spot multicollinearity, which occurs when inde-
pendent variables are highly correlated. Since all
correlations are below 0.80, multicollinearity is
not an issue (Farrar & Glauber, 1967; Hasnat et al.,
2024).

The present work conducted the Hausman test on
the regression outcomes to determine the most
suitable model between fixed and random effects.
The Hausman test, established by Hausman in
1978, is extensively employed to compare coeffi-
cient estimates in fixed and random effects mod-
els (Baltagi, 2008). This methodology evaluates a
significant correlation between the regressors and
the unobserved random effects specific to each
individual. The test findings in the accompany-
ing tables demonstrate that the pertinent effects

Table 3. Hausman test

are statistically significant. Therefore, the null hy-
pothesis is rejected, and the fixed effects model is
optimal for Models 1, 2, and 3 in Table 3.

ROA=13.06+.03CRAR +.0007(CCT -1) (4
—0.43BS —0.39Prov+¢,.

Table 4. Model 1 (Fixed effect)

ROA Coefficient Std.err |t P>T
CRAR * 03** : ¢ 0.068
CCTL..000077F% 0000 .00

BS —0.43*** 0.00
Prov 7039 081 .00
Cons 13.06 0.00

Note: ** and *** denote significance levels; ** p < 0.05; ***
p <0.01.

The equation under consideration is elucidated in
Table 4 as follows: It may be asserted that a sig-
nificant relationship exists between all the in-
dependent factors and the dependent variable,
namely ROA. The CRAR regression coefficient is
0.03, which is positive and significantly related to
ROA in a positive way. This means that for every
additional degree of CRAR, ROA will increase by
0.03 on average if other variables remain constant
(Sen, 1968). In many researches, it has been found
that with adequate capital maintenance, banks’
profitability rises. The regression coefficient for
the CCT -1 is 0.00007, indicating a positive rela-
tionship. This implies that for every extra degree
of rise in CCT -1, the Return on Assets will nec-
essarily increase by 0.00007 points, assuming all
other variables remain constant (Asuero et al.,
2006). The regression coeflicient of the Bank Size

Description TEST-1 TEST-2 TEST-3
PROB > CHI2 0.0377 : 0.1 0.0022
S N 1 S S A
TEST TO BE PERFORMED Fixed : Fixed Fixed

http://dx.doi.org/10.21511/bbs.20(1).2025.09
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is -0.43, which is negatively related to ROA (Sen,
1968). This means that for every additional degree
of bank size, ROA will decrease by 0.43 on aver-
age if other variables remain constant. As the to-
tal asset is the denominator in ROA, the ROA will
decline with an increasing total asset. The regres-
sion coeflicient of provision is —0.39, indicating a
harmful dependency between provision and ROA.
Each incremental rise in provision will result in
a corresponding fall of 0.39 points in the Return
on Assets, assuming all other factors stay the same
(Asuero et al., 2006; Liu & Stentoft, 2021). As the
provision is subtracted from the operational profit,
a higher provision will lead to a lower profit. In
conclusion, the null hypothesis is refuted, indicat-
ing a substantial correlation between CRAR, Core
Capital Tier-1, Bank Size, and regulatory provi-
sion with ROA (Kinyua, 2023).

ROA=-0.5+0.076CRAR
+0.093(T - 1)CR — 0.10(T -2)CR +&,.

Table 5. Model 2 (Fixed effect)

ROA Coefficient = Std.err | t @ P>t
CRAR .. 0076%* . 045 0095
T-1CR 0.093** .044 0.034
TR Z010% 047 .0027
Cons -0.5 22 ¢ 0.011

Note: ** and *** denote significance levels; ** p < 0.05; ***
p <0.01.

The dependent variable, ROA, is substantially cor-
related with all of the independent variables in this
equation in Table 5. The CRAR regression coefhi-
cient is 0.076, which is positive and significantly
related to ROA in a positive way (Sen, 1968). This
means that for every additional degree of CRAR,
ROA will increase by .076 on average if other vari-
ables remain constant. As the total asset is the de-
nominator in ROA, the ROA will decline with an
increasing total asset (Rossignolo, 2020). The re-
gression coeflicient of the T-1CR is 0.093, which is
positively related to ROA. This means that for ev-
ery additional degree of T-1CR, ROA will increase
by 0.093 on average if other variables remain con-
stant (Asuero et al., 2006). The regression coefli-
cient of the T-2CR 1is 0.10, which is negatively re-
lated to ROA. This implies that the average ROA
will diminish by 0.10 for each additional degree
of T-2CR, provided that other variables remain
constant. Therefore, the null hypothesis is refut-

104

ed, and it can be concluded that ROA significantly
correlates with CRAR, T-1 capital ratio, and T-2
capital ratio (Kowoon et al., 2022).

NPL =0.31-0.039CRAR

(6)
+0.054(CCT -1)+0.60BS +0.26 Prov + ¢,.
Table 6. Model 3 (Fixed effect)

NPL Coefficient Std. Err. t CPST
CRAR  © -0039** ~© 001 - -219 '@ 0030
CCTL .0.054 .01 048 @ 0633
BS i bere o ..0.08 6.86 @ 000
Prov 0 026%* 007 361 1 000

Cons 0.31 1.88 0.17 : 0.869

Note: ** and *** denote significance levels; ** p < 0.05; ***
p <0.01.

The following explains this equation in Table 6:
It is possible to assert that the dependent vari-
able, NPL, is substantially correlated with all
independent variables except CCT-1. The re-
gression coefficient of CRAR is -0.039, which is
harmful and significantly negatively related to
NPL (Sen, 1968). This means that for every ad-
ditional degree of CRAR, NPL will decrease by

.039 on average if other variables remain con-

stant. As with increasing adequate capital, prof-
itability increases, and as profitability and NPL
are negatively related, CRAR is also negatively
related to NPL. The regression coeflicient of the
CCT-1 is 0.054, but the relationship between
CCT-1 and NPL is insignificant. The regres-
sion coefficient of the Bank Size is 0.61, which
is positively related to NPL (Asuero et al., 2006).
This means that for every additional degree of
bank size, NPL will increase by 0.61 on average
if other variables remain constant. Provision is
positively related to NPL as the regression co-
efficient of provision is 0.26 (Mozumder et al.,
2024). This implies that every time there is an
increase in provision by an additional degree,
the non-performing loan will also increase by
0.26 points if other variables remain constant
(Sen, 1968). As banks need to keep provisions
against classified loans, it is evident that with
increasing NPL, the level of provision will also
rise. So, the null hypothesis is rejected, and it
can be said that CRAR, Bank Size, and regulato-
ry provision have a significant relationship with
NPL (Osei-Assibey & Asenso, 2015; Mahyoub &
Said, 2021).
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CONCLUSION

The primary objective of this study was to examine the impact of Basel III implementation on the
financial performance of the banking industry in Bangladesh, focusing on the relationship between
capital adequacy and key performance indicators such as profitability and non-performing loans
(NPLs). The analysis, based on secondary data from 20 commercial banks over the period 2014-
2023, revealed that higher capital adequacy, particularly the Tier-1 capital ratio and the Capital to
Risk-weighted Assets Ratio (CRAR), positively influenced the profitability of banks and contrib-
uted to a reduction in NPLs.

These findings suggest that the implementation of Basel III regulations has had a beneficial effect
on the stability and financial health of the banking sector in Bangladesh. Higher capital buffers
enhance banks’ ability to absorb shocks, improving their profitability and reducing credit risk. This
suggests that the capital adequacy measures introduced by Basel III are practical tools for strength-
ening the financial performance of Bangladeshi banks, especially in the context of emerging mar-
ket challenges.

However, while the results indicate a positive influence on profitability and NPLs, the study also high-
lights that the full benefits of Basel III have yet to be fully realized, mainly due to challenges such as
limited regulatory enforcement and infrastructural gaps. Therefore, further efforts are needed to ensure
the smooth and effective implementation of Basel III and a more robust risk management framework to
maximize its potential benefits for the Bangladeshi banking sector.

In conclusion, this study provides valuable insights into the impact of Basel III on the financial perfor-
mance of banks in Bangladesh, underlining the importance of capital adequacy in maintaining stability
and profitability within the banking industry.

AUTHOR CONTRIBUTIONS

Conceptualization: Nafis Yamin, Mostafa Asif, Md. Abu Hasnat, Muhammad Nasiruddin, Hissan
Khandakar.

Data curation: Nafis Yamin, Mostafa Asif, Mohammed Monzurul Islam, Hissan Khandakar, Md. Azizur
Rahman.

Formal analysis: Nafis Yamin, Mostafa Asif, Md. Abu Hasnat, Mohammed Monzurul Islam,
Muhammad Nasiruddin, Md. Azizur Rahman.

Investigation: Nafis Yamin, Mohammed Monzurul Islam.

Methodology: Nafis Yamin, Md. Abu Hasnat, Mohammed Monzurul Islam, Muhammad Nasiruddin,
Hissan Khandakar, Md. Azizur Rahman.

Project administration: Mostafa Asif, Md. Azizur Rahman.

Software: Mostafa Asif, Muhammad Nasiruddin.

Supervision: Md. Abu Hasnat, Muhammad Nasiruddin, Md. Azizur Rahman.

Validation: Mohammed Monzurul Islam, Hissan Khandakar, Md. Azizur Rahman.

Visualization: Nafis Yamin.

Writing - original draft: Nafis Yamin, Mohammed Monzurul Islam, Hissan Khandakar.

Writing - reviewing & editing: Mostafa Asif, Md. Abu Hasnat, Muhammad Nasiruddin, Md. Azizur
Rahman.

CONFLICT OF INTEREST STATEMENT

Author(s) reported no conflict of interest.

http://dx.doi.org/10.21511/bbs.20(1).2025.09 /l 05



Banks and Bank Systems, Volume 20, Issue 1, 2025

REFERENCES

1. Acosta-Smith, J., Grill, M., & Lang,
J. H. (2020). The leverage ratio,
risk-taking and bank stability.
Journal of Financial Stability, 74,
100833. https://doi.org/10.1016/j.
j£5.2020.100833

2.  Admati, A. R., DeMarzo, P. M.,
Hellwig, M. E, & Pfleiderer, P. C.
(2013). Fallacies, irrelevant facts,
and myths in the discussion of
capital regulation: Why bank eq-
uity is not socially expensive. Max
Planck Institute for Research on
Collective Goods, 23, 13-7. https://
doi.org/10.2139/ssrn.2349739

3.  Ahmed, S. U,, Ahmed, S., Islam, M.

N., & Ullah, G. M. (2015). Impact
of Basel IT implementation on the
financial performance of private
commercial banks of Bangladesh.
European Journal of Economics,
Finance and Administrative Sci-
ences, 77. https://doi.org/10.2139/
ssrn.2645671

4.  Akter, R., Ahmad, S., Kulsum, U,
Hira, N. J., Akhter, S., & Islam, M.
S.(2019). A study on the imple-
mentation of Basel III: Bangladesh
perspective. Academy of Strategic
Management Journal, 18(6), 1-10.
Retrieved from https://www.
abacademies.org/articles/a-study-
on-the-implementation-of-basel-
iii-bangladesh-perspective-8751.
html

5. Al Mamun, M. A., Islam, H., &
Sarker, N. K. (2022). Affilia-
tion between Capital Adequacy
and Performance of Banks in
Bangladesh. Journal of Business
Studies Pabna University of Science
and Technology, 3(1), 155-168.
https://doi.org/10.58753/jb-
spust.3.1.2022.10

6. Al-Kattan, R. (2015). Mapping
the Ailing (but resilient) Syrian
Banking Sector. Syria Studies, 7(3),
1-36. Retrieved from https://0js.
st-andrews.ac.uk/index.php/syria/
article/view/1175

7. Asuero, A. G, Sayago, A., &
Gonziélez, A. G. (2006). The
correlation coefficient: An
overview. Critical Reviews
in Analytical Chemis-
try, 36(1), 41-59. https://doi.
0rg/10.1080/10408340500526766

106

10.

11.

12.

13.

14.

15.

Baltagi, B. H. (2008). Dynamic
Panel Data Models. In Econo-
metric analysis of panel data

(pp. 135-145). Chichester: Wiley.
https://doi.org/10.1007/978-3-
030-53953-5

Best, S. (2021). Minimum capital
requirements for market risk: An
overview and critical analysis

of the standardised approaches
under Basel ITII (Working Paper,
No. 10/2021). Wiesbaden: Rhe-
inMain University of Applied
Sciences, Wiesbaden Institute of
Finance and Insurance. Retrieved
from https://www.econstor.eu/
bitstream/10419/266230/1/wifin-
wpl0.pdf

Birindelli, G., Ferretti, P, Ferri, G.,

& Savioli, M. (2022). Regulatory
reform and banking diversity:
reassessing Basel 3. Annals of Fi-
nance, 18(4), 429-456. https://doi.
0rg/10.1007/s10436-021-00406-3

Chandrasegaran, L. (2020). Capi-
tal adequacy requirements and
profitability: An empirical study
on banking industry in Sri Lanka.
Journal of Economics and Busi-
ness, 3(2). Retrieved from https://
papers.ssrn.com/sol3/papers.
cfm?abstract_id=3588987

Chatterjee, S., & Simonoff, J. S.
(2013). Handbook of regression
analysis. John Wiley & Sons.

Cristelli, M., Zaccaria, A., &
Pietronero, L. (2012). Universal
relation between skewness and
kurtosis in complex dynamics.
Physical Review E, 85(6), 066108.
https://doi.org/10.1103/Phys-
RevE.85.066108

Farrar, D. E., & Glauber, R. R.

(1967). Multicollinearity in regres-

sion analysis: the problem revis-
ited. The Review of Economics and
Statistics, 49(1), 92-107. https://
doi.org/10.2307/1937887

Fritsch, N., & Siedlarek, J. P.
(2022). How Do Banks Respond to
Capital Regulation? — The Impact
of the Basel 11 Reforms in the
United States (Working Paper No.
22-11). FRB of Cleveland. https://
doi.org/10.2139/ssrn.4088845

16. Gabriel, G. (2016). The impact of
the Basel 3 capital requirements on
the performance of European banks.
Liége: University of Liége.

17. Gatzert, N., & Wesker, H. (2012).
A comparative assessment of Basel
II/1IT and Solvency II. The Geneva
Papers on Risk and Insurance-
Issues and Practice, 37, 539-570.
https://doi.org/10.1057/gpp.2012.3

18. Ghosh, R., & Saima, E N. (2021).
Resilience of commercial banks
of Bangladesh to the shocks
caused by COVID-19 pandemic:
an application of MCDM-based
approaches. Asian Journal of Ac-
counting Research, 6(3), 281-295.
https://doi.org/10.1108/AJAR-10-
2020-0102

19. Hasan, A. K., & Suzuki, Y. (2021a).
“Sub-debt trap”: a real effect of an

ill-design adoption of Basel accord
in the Bangladeshi banking in-
dustry. Journal of Islamic Account-
ing and Business Research, 12(8),
1124-1145. https:/doi.org/10.1108/
JIABR-09-2020-0298

20. Hasan, A. K., & Suzuki, Y. (Eds.).
(2021b). BIS and the Basel Ac-
cord: Looking Back at History. In
Implementation of Basel Ac-
cords in Bangladesh: The Role of
Institutions (pp. 13-34). Palgrave
Macmillan, Singapore. https://doi.
org/10.1007/978-981-16-3472-7_2

21. Hasnat, A., & Talukder, K. I.
(2017). The Role of Banking Sec-
tor during the Global Financial
Crisis of 2007 and 2008. Inter-
national Journal of Scientific and
Research Publications, 7(2), 189-
2250. Retrieved from https://www.
ijsrp.org/research-paper-0217.
php?rp=P626197

22. Hasnat, A,, Dagli, H., Rahimy, Z.,
& Islam, M. M. (2024). Factors
Influencing Individual Inves-
tors investment Decisions at The
Dhaka Stock Exchange. Journal
of Research in Business, 9(1), 104-
134. https://doi.org/10.54452/
jrb. 1321514

23. Hasnat, Md. A., Khandakar, H.,
Rahman, Md. A,, Islam, S. N, &
Hasan, K. K. (2025). Capitalism
in modern ignorance (jahilliyah):

http://dx.doi.org/10.21511/bbs.20(1).2025.09



24.

25.

26.

27.

28.

29.

exploring Islamic alternatives to
reshape human behaviour and
provide solutions for the 21st
century. International Journal
of Islamic and Middle Eastern
Finance and Management, 18(3).
https://doi.org/10.1108/IME-
FM-08-2024-0393

Kinyua, P. K. (2023). Capital
structure, bank size and financial
performance of lower tier commer-
cial banks in Kenya (Doctoral The-
sis). Karatina University. Retrieved
from https://karuspace.karu.ac.ke/
handle/20.500.12092/3005

Kowoon, Y., Sembel, R., & Malau,
M. (2022). The Effect of Return on
Equity, Net Interest Margin, Loan
to Deposit Ratio, Total Assets
Turnover, and Assets to Equity on
Price Earnings Ratio in Top Five
Banks of Indonesia and Korea: A
Moderating Effect of Interest Rate.
International Journal of Business,
Economics and Law, 27(1), 71-84.
Retrieved from http://repository.
uki.ac.id/10117/2/Hasil Turni-
tinTHEEFFECTOFRETURN-
ONEQUITYNETINTEREST-
MARGIN.pdf

Lata, R. S. (2015). Non-perform-
ing loan and profitability: The case
of state-owned commercial banks
in Bangladesh. World Review of
Business Research, 5(3), 171-182.
Retrieved from https://wrbrpapers.
com/previous_issue/Septem-
ber/2015

Le, T. N. L., Nasir, M. A., & Huynbh,
T. L. D. (2023). Capital require-
ments and banks performance
under Basel-III: A comparative
analysis of Australian and British
banks. The Quarterly Review of
Economics and Finance, 87, 146-
157. https://doi.org/10.1016/].
qref.2020.06.001

Liu, E, & Stentoft, L. (2021).
Regulatory capital and incentives
for risk model choice under Basel
3. Journal of Financial Econo-
metrics, 19(1), 53-96. https://doi.
org/10.1093/jjfinec/nbaa029

MacGillivray, H. L., & Balanda,
K. P. (1988). The relationships
between skewness and kurto-
sis. Australian Journal of Statis-
tics, 30(3), 319-337. https://doi.
org/10.1111/j.1467-842X.1988.
tb00626.x

http://dx.doi.org/10.21511/bbs.20(1).2025.09

30.

31.

32.

33.

34.

35.

36.

37.

Banks and Bank Systems, Volume 20, Issue 1, 2025

Mahyoub, M., & Said, R. M.
(2021). Factors influencing
non-performing loans: Empirical
evidence from commercial banks
in Malaysia. Research Journal of
Business and Management, 8(3),
160-166. https://doi.org/10.17261/
Pressacademia.2021.1448

Mozumder, S., Abedin, M. Z,,
Lalon, R., & Hossain, A. (2024).
Which User-Friendly Model is the
Best for BASEL-III? An Emerging
Market Study. Computational Eco-
nomics, 64, 3049-3086. https://doi.
0rg/10.1007/s10614-023-10545-6

Mustary, T. (2021). Implementa-
tion of Basel III accords in Mutual
Trust Bank: risk-based capital
adequacy ratios requirement of
Bangladesh Bank (Internship
Report). RAC Business School.
Retrieved from https://dspace.
bracu.ac.bd/xmlui/bitstream/han-
dle/10361/16232/17104242_BBA.
pdf

Osei-Assibey, E., & Asenso, J. K.
(2015). Regulatory capital and its
effect on credit growth, non-per-
forming loans and bank efficiency:
Evidence from Ghana. Journal of
Financial Economic Policy, 7(4),
401-420. https://doi.org/10.1108/
JFEP-03-2015-0018

Poudel, R. P. S. (2012). The impact
of credit risk management on
financial performance of commer-
cial banks in Nepal. International
Journal of Arts and Commerce,
1(5), 9-15. Retrieved from https://
www.semanticscholar.org/paper/
The-impact-of-credit-risk-man-
agement-on-financial-Prakash-Po
udel/134ef2852ef87f9d3e074bea32
975b45d71cf9db

Rahman, M. M., Hamid, K., &
Khan, A. M. (2015). Determinants
of Bank Profitability: Empiri-

cal Evidence from Bangladesh.
International Journal of Business
and Management; 10(8), 135-150.
https://doi.org/10.5539/ijbm.
v10n8p135

Ramsay, J. O., ten Berge, ., &
Styan, G. P. (1984). Matrix cor-
relation. Psychometrika, 49(3),
403-423. https://doi.org/10.1007/
BF02306029

Rossignolo, A. F. (2020). Basel 3.5
vs. Basel III: A radical overhaul
of the capital requirements pillar.

38.

39.

40.

41.

The case of commodity exposures.
International Journal of Banking,
Accounting and Finance, 11(1),
1-34. https://doi.org/10.1504/
IJBAAF2020.104479

Sarstedt, M., & Mooi, E. (Eds.).
(2019). Regression analysis. In
Concise Guide to Market Re-
search (pp. 209-256). Springer,
Berlin, Heidelberg. https://doi.
org/10.1007/978-3-662-56707-4_7

Sen, P. K. (1968). Estimates of the
regression coeflicient based on
Kendall’s tau. Journal of the Ameri-
can Statistical Association, 63(324),
1379-1389. https://doi.org/10.1080
/01621459.1968.10480934

Thornton, P. E., Running, S. W,, &
White, M. A. (1997). Generating
surfaces of daily meteorological
variables over large regions of
complex terrain. Journal of
Hydrology, 190(3-4), 214-251.
https://doi.org/10.1016/S0022-
1694(96)03128-9

Zheng, C., Rahman, M. M., Be-
gum, M., & Ashraf, B. N. (2017).
Capital regulation, the cost of
financial intermediation and bank
profitability: Evidence from Ban-
gladesh. Journal of Risk and Finan-
cial Management, 10(2), 9. https://
doi.org/10.3390/jrfm10020009

107



Banks and Bank Systems, Volume 20, Issue 1, 2025

APPENDIX A

Table A1. List of selected banks

Bank name

City Bank

Islami Bank Ban

Rupali Bank

Pubali Bank

Table A2. Characteristics of banks

Bank name

Characteristics

City Bank

: Leading private sector bank, offers retail, corporate banking, and innovative digital services

Jamuna Bank

Focuses on retail and SME banking, known for its customer-centric approach and community outreach

N.C.C. Bank Provides retail and corporate banking, with a strong focus on rural and SME financing
..... One Bank Emphasizes corporate and institutional banking, with a growing focus on retail and digital services
..... Trust Bank A private commercial bank, known for offering diversified financial services, including remittances
..... U.C.B. Bank Known for offering a variety of personal banking products, and strong corporate banking services

Al Arafah Islami Bank

An Islamic bank offering Shariah-compliant products, including corporate and retail banking services

Bank Asia Focuses on SME banking, retail banking, and innovative digital banking solutions
BRAC Bank Offers retail, SME, and corporate banking services, known for its strong focus on financial inclusion
Dhaka Bank Provides a full range of banking services with a strong emphasis on corporate banking

Known for its technological advancements in banking, especially in mobile banking and digital services

One of the largest Islamic banks in Bangladesh, offering Shariah-compliant financial services

Rupali Bank

Offers a variety of banking services with a focus on trade finance and remittance services

Janata Bank

One of the largest state-owned commercial banks, providing services to individuals and businesses

Premier Bank

Known for its commercial banking services and focus on lending to SMEs.

Prime Bank

Offers both retail and corporate banking services, with a strong presence in the capital market

South East Bank

Provides a full range of banking services with a focus on trade and project financing

I.F.I.C. Bank

Focuses on retail banking and Islamic banking services, offering Shariah-compliant products

Eastern Bank

Known for its strong corporate banking portfolio and retail services with modern digital solutions

Pubali Bank

i Offers a range of retail and corporate banking products, with a focus on SME financing and remittances
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