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PART A: Internship Report

Chapter 1: Internship Preparation

1.1 Motivation and What I Expected to Learn from This Internship

As a finance student with a foundational understanding of investment banking principles and capital
market operations, | was motivated to pursue an internship at Bangladesh Finance Capital to bridge the
gap between theoretical knowledge and practical application in Bangladesh's dynamic capital market. The
merchant banking sector presented an especially compelling opportunity, as it remains relatively
specialized and requires hands-on experience in client-centric financial advisory work. I was particularly
drawn to Bangladesh Finance Capital's reputation for maintaining high standards in equity research,
company valuation, and securities operations, areas critical to my professional development. Through this
internship, [ aimed to gain practical exposure to real-world equity analysis, valuation methodologies, and
trading operations while working alongside professionals actively shaping Bangladesh's investment
banking landscape.

1.2 Internship Search Process

The recruitment landscape for investment banking internships in Bangladesh is highly competitive, with
limited positions available at established merchant banks. My search process began with targeted
identification of organizations with credible research and advisory divisions. After reviewing several
merchant banks operating in Dhaka, I discovered that Bangladesh Finance Capital aligned with my career
aspirations due to its focus on research-driven solutions and client centric advisory services. The
application process involved submitting a detailed CV highlighting my academic achievements in
finance, coursework in valuation methodologies, and any prior exposure to capital markets analysis.
Following my submission, I received communication from the human resources department regarding the
possibility of an internship position within their Research and Development team.

1.3 Internship Interview Experience

The interview process at Bangladesh Finance Capital was conducted professionally and comprehensively.
I was invited to their office at Motijheel, Dhaka, a centralized location in the capital market district. The
interview panel consisted of senior personnel from the research and portfolio management divisions, who
engaged me in detailed discussions about my understanding of equity valuation, market trends in
Bangladesh, and my motivations for joining the investment banking sector. The interviewers
demonstrated a structured approach, asking specific questions about academic coursework, familiarity
with financial modeling tools, and my ability to work in a fast-paced environment. The conversation was
not merely transactional but exploratory, with the panel providing insights into the types of projects I
would encounter, the expected work pace, and the organizational structure of the Research and
Development team. By the conclusion of the interview, I had developed confidence in my ability to
contribute meaningfully to the organization's work.

1.4 About the Organization

Bangladesh Finance Capital Limited is a full-fledged merchant bank and subsidiary of Bangladesh
Finance PLC, incorporated in August 2011 and licensed by the Bangladesh Securities and Exchange
Commission (BSEC) in February 2012. Operating from its headquarters at 64 Motijheel, Dhaka, the
organization has established itself as a specialized investment banking institution serving both individual



and institutional investors across Bangladesh's capital market.

The organization's core business model centers on providing specialized investment services through its
three primary operational pillars: portfolio management, issue management, and corporate advisory
services. With over a decade of market presence and a managed asset base exceeding $1.2 billion USD,
Bangladesh Finance Capital has cultivated a reputation for delivering research-driven advisory and
transparent client relationships. The organization currently serves over 5,000 clients and maintains a lean,
specialized team of finance professionals concentrated on capital market operations and research.

1.4.1 Mission

To deliver trusted, research-driven investment solutions that create sustainable value for clients and
contribute to the growth and efficiency of Bangladesh's capital market through innovation and
professional expertise.

1.4.2 Vision

To become the most trusted and innovative investment bank in Bangladesh, empowering individuals and
institutions through tailored, ethical, and high-impact financial solutions that drive sustainable economic
growth.

1.4.3 Operational Commitments

Bangladesh Finance Capital is committed to maintaining rigorous research standards in all advisory work,
ensuring that client recommendations are grounded in comprehensive fundamental analysis and market
intelligence. The organization prioritizes transparency in all client relationships and regulatory
compliance according to BSEC guidelines. Additionally, the merchant bank emphasizes continuous
professional development of its team members to maintain competitive advantage in delivering
sophisticated advisory services.

Chapter 2: About The Internship

2.1 Activities of the Research and Development Department

The Research and Development department at Bangladesh Finance Capital is responsible for generating
investment insights, conducting company valuations, analyzing equity performance, and maintaining
market intelligence that informs portfolio recommendations and advisory services. During my internship,
I was positioned within this department to contribute to several core functions that support the
organization's equity research and client advisory capabilities.

The primary activities of the R&D department encompass equity research and analysis, fundamental
valuation of listed companies (MJL BD, there is more which I will add) on the Dhaka Stock Exchange
(DSE) and Chittagong Stock Exchange (CSE), preparation of equity research reports for institutional
clients, portfolio performance monitoring and analysis, and preparation of trading reports documenting
market activity and investment opportunities. The department operates as a research backbone for the
organization's portfolio management and corporate advisory divisions, ensuring all recommendations are
supported by rigorous quantitative and qualitative analysis.



2.2 Work Environment

The office environment at Bangladesh Finance Capital's Motijheel location reflects the professional
culture expected in an investment banking institution. The workspace comprises trading terminals,
research workstations equipped with financial databases and analytical software, and meeting spaces
designed for client interactions and internal strategy discussions. The physical environment is
characterized by focused, deadline-driven work, a natural feature of organizations operating within
capital markets where real-time analysis and rapid decision-making are essential.

The organizational culture emphasizes professionalism and technical competency. Communication
patterns follow formal protocols in client-facing contexts but maintain reasonable openness in internal
team discussions. The department structure reflects clear hierarchical organization, with senior analysts,
investment analysts, and research support roles arranged in distinct reporting lines. Team interactions
during my time were primarily task-oriented rather than casual, reflecting the specialized nature of
investment banking work where research quality and analytical rigor take precedence.

2.3 Duties and Responsibilities as an Intern

My responsibilities within the Research and Development department encompassed several
interconnected functions:

2.3.1 Equity Research and Analysis: Conducting fundamental analysis of publicly listed companies,
analyzing financial statements, assessing competitive positioning, and evaluating valuation metrics to
support equity research reports.

2.3.2 Company Valuation Reports: Preparation of company valuation reports using standard
methodologies including Discounted Cash Flow (DCF) analysis, comparable company analysis, and

precedent transaction analysis. This involved building financial models, making reasonable assumptions
about growth rates and discount rates, and documenting valuation conclusions.

2.3.3 Trading Report Preparation Part of Bangladesh Finance Securities: Compiling and analyzing daily
trading data from both DSE and CSE, documenting significant price movements, volume trends, and
sector-level market activity. These reports provided clients with structured market intelligence and
trading insights.

2.3.4 Portfolio Performance Monitoring: Tracking portfolio holdings for institutional clients, analyzing
performance attribution, comparing returns against relevant market benchmarks, and identifying portfolio
rebalancing opportunities.

2.3.5 Data Collection and Consolidation: Gathering financial data from company disclosure documents,
stock exchange announcements, and financial databases to support analytical work across the department.

These responsibilities provided direct exposure to professional investment analysis standards and the
technical requirements of equity research within Bangladesh's regulatory and market context.

2.4 Application of Educational Learning with Internship

The theoretical frameworks learned through finance coursework found direct application throughout my



internship experience. Academic study of financial statement analysis provided the foundational
understanding necessary to review company balance sheets, income statements, and cash flow statements
with appropriate analytical skepticism. Coursework in valuation methodologies, particularly DCF,
multiples analysis, and terminal value calculations, became immediately practical when building financial
models and testing different assumption scenarios for company valuations.

Conceptual understanding of corporate finance principles informed my analysis of capital structure
decisions, dividend policy choices, and strategic investment decisions undertaken by portfolio companies.
Similarly, academic exposure to equity market microstructure and technical analysis supported my ability
to interpret trading report findings and market behavior patterns. The most significant learning transfer
occurred in recognizing that the academic principles taught in textbooks required significant refinement
when applied to the Bangladeshi capital market's specific characteristics, regulatory environment, and
level of information asymmetry. This internship effectively demonstrated that finance theory must be
adapted rather than directly applied to markets with distinct institutional features and maturity levels.

Chapter 3: Self-Reflection

3.1 Feedback on Internship Experience

Reflecting on my internship at Bangladesh Finance Capital, I have gained valuable professional
experience and developed a more nuanced understanding of investment banking operations in
Bangladesh's capital market. The opportunity to contribute to equity research, company valuations, and
trading analysis provided tangible exposure to the analytical rigor required in professional investment
work. I developed competency in building financial models, conducting fundamental company analysis,
and preparing professionally formatted research communications, skills that will remain relevant
throughout my finance career.

The internship presented several challenges that facilitated professional growth. The expectation for rapid
turnaround on analytical work required me to prioritize efficiently and make timely judgments despite
incomplete information. Managing multiple concurrent analysis projects demanded strong organizational
skills and the ability to segment attention appropriately across competing deadlines. Additionally,
working within the technical requirements and constraints of different financial analysis platforms and
data sources necessitated problem-solving and self-directed learning.

While my technical analytical skills developed substantially during the internship, I encountered certain
limitations in the depth of mentorship and formal professional guidance available. As a relatively lean
research team, senior analysts maintained demanding client-facing responsibilities that limited their
availability for structured guidance and detailed feedback on my analytical work. Consequently, much of
my learning occurred through independent work and observational learning rather than through direct
mentoring relationships. This dynamic required me to develop self-directed learning capacity and
initiative in seeking clarification when necessary, though I recognize that more structured guidance would
have accelerated my professional development in specific technical areas.

3.2 How I Could Perform Better and How the Organization Could Utilize Me More
Effectively

To enhance my contribution to the organization in future internship or employment contexts, [ am
committed to developing several capabilities. First, [ aim to deepen my technical proficiency in financial



modeling, particularly in building dynamic models that accommodate multiple scenario analyses and
sensitivity testing. Second, I recognize the value of developing a more nuanced understanding of sector-
specific dynamics within Bangladesh's listed companies, which would enable me to conduct more
sophisticated comparative analysis across peer companies. Third, [ aspire to improve the clarity and
persuasiveness of my written analytical communication, particularly in executive summaries and
investment theses that must convey complex analysis to clients with varied technical backgrounds.

To utilize interns more effectively, the organization could consider several structural approaches.
Establishing a formal mentorship framework, where each intern is assigned a specific senior analyst
mentor responsible for regular feedback and guidance, would create clearer professional development
pathways. Implementing structured onboarding that covers the organization's analytical standards,
preferred modeling conventions, and client communication protocols would accelerate productive
contribution. Additionally, organizing periodic feedback sessions where interns can discuss their work,

receive guidance on skill development, and clarify learning objectives would enhance the internship
experience. Providing access to training sessions or workshops focused on technical tools commonly used
in research, such as financial modeling software, data analysis platforms, and report writing standards,
would similarly improve internship outcomes.

3.3 Recommendations

3.3.1 Professional Development Framework

Establishing a structured professional development program for research team members would strengthen
organizational capacity. This could include regular training sessions on emerging valuation
methodologies, sector analysis techniques, and emerging technologies relevant to equity research.
Encouraging team members to pursue relevant professional certifications (such as CFA), through training
support or tuition assistance would enhance research quality and client credibility. Creating a knowledge-
sharing culture through periodic internal seminars where team members present sector insights or
analytical innovations would strengthen collective expertise.

3.3.2 Mentorship and Guidance Structure

Implementing formalized mentorship relationships with clear objectives, regular meeting schedules, and
structured feedback mechanisms would enhance both intern and junior analyst development. This could
include documented learning plans that specify technical skill development targets, analytical
competencies to be acquired, and professional goals for the internship period. Regular one-on-one
meetings with mentors would provide accountability and ensure interns receive timely guidance on their
work.

3.3.3 Research Quality Standards Documentation

Creating comprehensive documentation of the organization's analytical standards, preferred modeling
approaches, and report writing conventions would enable more consistent research quality and faster
productivity for new team members. This could take the form of internal research guidelines, model
templates, or analytical checklists that reflect organizational best practices accumulated over the
organization's market presence.



Chapter 4: Personal Development Plan

4.1 Technical Skills Development

4.1.1 Advanced Financial Modeling: I aim to develop expertise in building dynamic, multi-scenario
financial models that accommodate varying assumptions about growth trajectories, discount rates, and
terminal value considerations. Specifically, I plan to develop proficiency in sensitivity analysis, scenario
planning, and model validation techniques that ensure analytical rigor.

4.1.2 DCF Valuation Mastery: While I have developed foundational DCF modeling capability, I
recognize the value of deepening my understanding of discount rate estimation (WACC calculations
under Bangladeshi conditions), cash flow projection methodologies appropriate for different business
models, and terminal value estimation approaches that reflect Bangladesh's long-term economic growth
assumptions.

4.1.3 Sector-Specific Analysis Expertise: | am committed to developing specialized understanding of
Bangladesh's primary listed company sectors, particularly banking, pharmaceuticals, textiles, and
telecommunications. This includes understanding sector-specific valuation multiples, growth rate
assumptions appropriate to each sector, and regulatory factors that influence sector dynamics.

4.1.4 Financial Database and Technology Proficiency: I plan to develop advanced proficiency with
financial analysis software, data retrieval platforms, and reporting technologies commonly used in equity
research environments. This includes developing stronger capability with Excel for complex financial
analysis and familiarity with specialized financial databases used for market research.

4.2 Interpersonal and Professional Skills

Adaptability in Dynamic Environments: Investment banking operates within constantly changing market
conditions, client requirements, and information environments. I am committed to developing the
flexibility and mental agility necessary to adjust analytical priorities, shift focus between projects, and
respond productively to changing client demands. This includes cultivating comfort with ambiguity and
developing judgment about reasonable analytical conclusions despite incomplete information.

Client-Facing Communication: I recognize that technical analytical excellence must be complemented by
the ability to communicate findings clearly to clients with varying levels of technical sophistication. I aim
to develop stronger capability in translating complex financial analysis into clear, compelling investment

narratives that inform client decision-making. This includes developing comfort with presenting findings

and responding to challenging questions about analytical assumptions and conclusions.

Professional Resilience and Self-Direction: Given the mentorship environment I experienced, I have
developed increasing comfort with independent problem-solving and self-directed learning. I aim to
continue cultivating this capacity while simultaneously developing stronger capability in identifying
when expert guidance is necessary and in effectively seeking assistance from colleagues. This balance
between

independence and appropriate reliance on organizational expertise will enhance my long-term
professional effectiveness.



Initiative and Intellectual Curiosity: I am committed to maintaining an actively inquisitive approach
toward financial markets, investment analysis, and the business operations of companies within our
research coverage. Rather than passively receiving analytical assignments, I aim to proactively identify
investment insights, develop analytical perspectives on emerging market opportunities, and contribute to
organizational thought leadership in Bangladesh's capital market.



Part B

An empirical analysis of the key drivers of non-performing loans in
Bangladesh's banking industry

Chapter 1: Introduction
1.1 Background of the Study

The financial stability of a developing nation is inextricably linked to the health of its banking sector. In
Bangladesh, banks serve as the primary engine of economic growth, financing everything from large
infrastructure projects to Small and Medium Enterprises (SMEs). However, in recent years, this engine
has begun to sputter. The banking industry is currently facing what economic analysts and journalists
have termed a “freefall,” driven by a massive accumulation of toxic assets or Non-Performing Loans
(NPLs) (Dowlah, 2025).

An NPL is defined as a loan where the borrower has failed to make scheduled payments of principal or
interest for a specified period (usually 90 days or more). High levels of NPLs erode a bank’s capital base,
restrict liquidity, and reduce the bank’s ability to lend to productive sectors of the economy. As of 2025,
the situation in Bangladesh has reached crisis levels. Following the implementation of stricter
International Monetary Fund (IMF) mandated loan classification guidelines and rigorous internal audits,
the “hidden rot” within the sector has been exposed. In the first quarter of 2025 alone, bad loans surged
by a staggering Tk 74,570 crore. This abrupt spike pushed the total distressed assets in the banking sector
to over Tk 4.20 lakh crore, a figure that represents a significant portion of the country’s GDP (TBS
Report, 2025). Consequently, Bangladesh has now topped Asia’s bad loan charts, surpassing regional
peers such as India, Sri Lanka, and Pakistan, which have managed to stabilize their banking sectors
through aggressive reforms (Habib & WB, 2025).

The crisis is further compounded by the contagion effect spreading to Non-Bank Financial Institutions
(NBFIs), where default loans have risen to 36% of total lending (TBS Report, 2025). This suggests a
systemic failure in credit discipline across the entire financial ecosystem.

1.2 Problem Statement

Despite the growing severity of the NPL crisis, there remains a debate regarding its root causes. Is the rise
in defaults a result of external macroeconomic headwinds, such as inflation and slowing GDP growth? Or
is it a result of internal mismanagement, inefficiency, and corruption within the banks themselves?
Standard economic theory suggests that during periods of economic growth, NPLs should decrease.
However, Bangladesh has maintained positive GDP growth, yet NPLs have skyrocketed. This anomaly
presents a significant research problem. Furthermore, while many studies have analyzed NPLs in the past,
few have covered the critical period of 2019-2024, which captures the transition from the COVID-19
forbearance era to the 2025 crisis of exposure. This study aims to fill that gap by empirically testing
which factors are actually driving this surge.

1.3 Research Question

How do financial performance and macroeconomic factors influence the NPLs of commercial banks in
Bangladesh?

1.4 Research Objectives

Main Objective: To identify the determinants of NPLs in the Bangladeshi banking sector.



Specific Objectives:

1. To analyze the impact of management efficiency and determine whether higher Cost-to-Income
Ratios (indicating inefficiency) lead to higher NPLs or reflect better monitoring investments.

2. To evaluate the role of capital adequacy in mitigating credit risk and determine whether banks
with higher capital buffers maintain better loan quality.

3. To assess the influence of macroeconomic factors (inflation and GDP growth) on borrower
repayment behavior and bank credit risk in the Bangladesh context.

4.  To compare the relative importance of internal bank-specific factors versus external
macroeconomic factors in driving NPL variations across commercial banks.

1.5 Scope of the Research

This study was initially designed to include 12 commercial banks operating in Bangladesh diving in three
categories (State Owned Commercial Banks, Private Commercial Banks and Specialized Banks).
However, due to data availability constraints, eight banks were selected for the analysis, representing the
two dominant ownership structures in the industry.

Private Commercial Banks (PCBs): Brac Bank PLC, Dutch Bangla Bank PLC, Pubali Bank PLC,
United Commercial Bank (UCB). These banks are generally considered more profit-oriented and
technologically advanced.

State-Owned Commercial Banks (SOCBs): Sonali Bank, Agrani Bank, Janata Bank, Rupali Bank.
These banks hold the largest market share of deposits but are also burdened with government-mandated
lending and historical NPL issues.

The time frame of 2019 to 2024 allows for a longitudinal analysis that covers the pre-crisis, pandemic,
and current crisis periods.

1.6 Significance of the Study

The findings of this study are significant for multiple stakeholders. For policymakers at Bangladesh Bank,
understanding whether NPLs are driven by macro factors or internal mismanagement is crucial for
designing effective regulations. If the driver is mismanagement, macro-prudential policies will fail, and
governance reform is the only solution. For bank management, the analysis of the Cost-to-Income ratio
provides actionable insights on whether cost-cutting measures are actually harming credit quality. For
investors, providing a clear picture of the “hidden rot” helps in assessing the true risk of investing in bank
equities.

Chapter 2: Literature Review

2.1 Theoretical Framework

The study is grounded in three primary banking theories that explain why loans go bad. The “Bad
Management” hypothesis, proposed by Berger and DeYoung (1997), posits that low cost efficiency (bad
management) is a leading indicator of future non-performing loans. The rationale is that managers who
are poor at controlling operational costs are likely also poor at evaluating credit applications and
monitoring borrowers. The “Moral Hazard” hypothesis suggests that banks with low capital bases have a
greater incentive to take risks because the shareholders have less of their own money to lose. Conversely,
banks with high Capital Adequacy Ratios are expected to be more prudent to protect their equity
(Khanam et al., 2021). The Macroeconomic/Business Cycle theory links bank performance to the
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wider economy. During economic booms (high GDP growth), borrower incomes rise, and repayment
capability improves, leading to lower NPLs. Conversely, during downturns or periods of high inflation,
real incomes fall, and debt servicing becomes difficult.

2.2 Empirical Literature Review

Recent studies in Bangladesh have highlighted the dominance of internal factors. Khanam, Hasan, and
Afsar (2021) conducted an exploratory study and found that Bank Size and Loan-to-Deposit Ratio (LDR)
are critical determinants. They argue that aggressive lending (high LDR) often leads to compromised
credit standards. Their findings suggest a mixed relationship where larger banks often have better risk
management systems but are also prone to political pressure.

Hania and Himel (2023) focused on the Cost-to-Income Ratio. Their analytical overview supports the bad
management hypothesis, suggesting that banks that fail to control operating expenses also fail to control
credit risk. They emphasize that in the context of Bangladesh, operational inefficiency is often a mask for
deeper governance issues. Akhter (2023) conducted a comprehensive empirical analysis of the
determinants of non-performing loans in commercial banks of Bangladesh using data from 30 banks over
the 2011-2020 period. The study employed Fixed Effects Regression and GMM system methods and
found that firm-specific factors, including lag of NPLs, loan loss provision to total equity ratio, capital
adequacy ratio, and net loan to total deposit and borrowing ratio, along with macroeconomic factors such
as inflation and GDP ratio, are crucial determinants of NPLs. Notably, Akhter’s findings revealed that
banks with higher Capital Adequacy Ratios and Return on Equity exhibited lower NPLs, supporting the
moral hazard theory that well-capitalized and profitable banks are more cautious in their lending
practices.

The relationship between the economy and NPLs in South Asia was explored by Begum and Haq (2025).
Their study across the region found that GDP Growth generally has a significant negative impact on
NPLs (growth reduces defaults). However, they noted that inflation has a complex role; while it erodes
the value of debt, high inflation in developing nations like Bangladesh often correlates with economic
instability, leading to higher defaults.

Literature emerging in 2025 takes a darker turn. Reports by The Business Standard and The Daily Star
argue that traditional econometric models may fail to capture the current reality because the data was
manipulated for years. The surge in NPLs in Q1 2025 was not due to a sudden economic collapse but due
to the exposure of “hidden rot”, loans that were bad for years but reported as good. This implies that
historical GDP or Inflation data might show no correlation with NPLs because the NPL numbers
themselves were artificially suppressed (TBS Report, 2025; Habib & WB, 2025). Chowdhury (2025)
asserts that this vulnerability has placed the sector in “freefall,” making empirical analysis challenging but
necessary to uncover the true structural relationships.

2.3 Research Gap

While prior studies have established links between NPLs and various factors, most relied on data prior to
the 2024-2025 crisis. This study fills the gap by using the most recent data (up to 2024) and specifically
testing whether the “efficiency” of a bank (measured by Cost-to-Income Ratio) remains a predictor in an
era where “hidden” loans are being exposed.
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Chapter 3: Research Methodology

3.1 Research Design

This study adopts a Quantitative Explanatory Research Design. It is quantitative because it relies
on numerical data and statistical analysis, and explanatory because it seeks to explain the cause-
and-effect relationship between independent variables and the dependent variable (NPL).

3.2 Population and Sample

The population consists of 61 scheduled commercial banks operating in Bangladesh. Due to data
limitations, a purposive sampling technique was used to select 8 banks representing both private and
public sectors. Initially, the study aimed to include all banks; however, the unavailability of complete data
for the entire 2019-2024 period necessitated the selection of these eight banks. The selection criteria
included data availability for the full 2019-2024 period and representation of both private and public
sectors to capture industry-wide trends.

Sampled Banks: - Private Commercial Banks: Brac Bank, Dutch Bangla Bank (DBBL), Pubali Bank,
UCB - State-Owned Commercial Banks: Sonali Bank, Agrani Bank, Janata Bank, Rupali Bank

3.3 Data Collection

The study relies exclusively on secondary data. Bank-specific data were extracted directly from the
audited Annual Reports (2019-2024) of the respective banks, including Total Assets, Net Income,
Operating Expenses, Total Loans, Total Deposits, Non-Performing Loans, and Equity. Macroeconomic
data were sourced from the World Bank Open Data platform and Bangladesh Bank Economic Indicators
to ensure reliability of GDP, Inflation, and related figures.

3.4 Variable Specification

Dependent Variable: - Non-Performing Loan Ratio (NPL): Calculated as (Total Non-Performing
Loans / Total Loans Outstanding) x 100

Independent Variables (Bank-Specific): - Capital Adequacy Ratio (CAR): (Tier 1 + Tier 2 Capital) /
Risk-Weighted Assets, serving as a proxy for solvency and bank capital strength - Cost-to-Income Ratio
(CIR): Operating Expenses / Operating Income, serving as a proxy for management efficiency - Return
on Assets (ROA): Net Income / Total Assets, serving as a proxy for profitability - Loan-to-Deposit
Ratio (LDR): Total Loans / Total Deposits, serving as a proxy for liquidity risk

Independent Variables (Macroeconomic): - GDP Growth Rate: Annual percentage change in GDP -
Inflation Rate: Annual consumer price inflation - Interest Rate: The prevailing nominal interest rate in
the economy

3.5 Econometric Model Specification

The following linear regression model was established to analyze the panel data:

Nplis = Bo+ Bi(CAR;:)+ B2(CIR;¢) + Bs(ROA;¢) + Ba(LDR;;) + Bs(GDP_growth_;) + Bs(Inflation;) +
B-(Interest_rate_;) + €;;
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Source: Author’s Specification

3.6 Analytical Technique: Fixed Effects Model

Definition

Non-Performing Loan ratio for bank i in year t
(dependent variable)

Intercept (base value when all independent
variables equal zero)

Coefficients quantifying the impact of each
independent variable on NPLs

Capital Adequacy Ratio for bank i in year t
(measures capital safety)

Cost-to-Income Ratio for bank i in year t
(measures operational efficiency)

Return on Assets for bank i in year t (measures
profitability)

Loan-to-Deposit Ratio for bank i in year t
(measures lending intensity)

Real GDP growth rate in year t (captures overall
economic health)

Inflation rate in year t (captures price level
changes)

Nominal interest rate in year t (captures cost of
borrowing)

Error term (residual variation unexplained by the
model)

Bank identifier (subscript for individual banks)

Time identifier (subscript for individual years)

The data were analyzed using EViews 2012 (Student Version). A Fixed Effects (FE) model was chosen
over a Random Effects model or Pooled OLS. The banking sector in Bangladesh is highly heterogeneous.
State-owned banks like Sonali Bank operate with fundamentally different mandates, cultures, and
government backing compared to private banks like Brac Bank. A Fixed Effects model allows each bank
to have its own individual intercept, effectively controlling for these unobserved, time-invariant
characteristics (such as management culture or political connections). This ensures that the results are not
biased by the inherent differences between state and private banks.

Chapter 4: Data Analysis and Interpretation

4.1 Descriptive Statistics

The descriptive statistics for all variables used in the analysis over the 2019-2024 period are presented
below. The dataset comprises 48 observations covering eight commercial banks in Bangladesh across six

years.
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Variable Mean Median Std. Deviation Minimum Maximum
Non- 0.1102 0.1086 0.1174 0.0220 0.6124
Performing (11.02%) (10.86%) (2.20%) (61.24%)
Loans (NPL)

Ratio

Bank Size 1,445,210 1,239,631 682,143 414,855 3,034,231
(Total Assets

in million

BDT)

Capital 0.1227 0.1168 0.0469 0.0093 0.2042
Adequacy (12.27%) (11.68%) (0.93%) (20.42%)
Ratio (CAR)

Cost-to- 0.7282 0.7197 0.1705 0.4605 1.3180
Income Ratio (72.82%) (71.97%) (46.05%) (131.80%)
(CIR)

Return on 0.0813 0.0628 0.2039 -0.0209 (- 0.7000
Assets (ROA)  (8.13%) (6.28%) 2.09%) (70.00%)
Loan-to- 0.7727 0.8117 0.1440 0.4657 1.0999
Deposit Ratio  (77.27%) (81.17%) (46.57%) (109.99%)
(LDR)

GDP Growth 5.88% 5.90% 1.60% 3.40% 7.90%
Rate

Inflation Rate ~ 7.60% 7.50% 1.99% 5.50% 10.50%
Interest Rate 8.13% 8.05% 0.50% 7.52% 8.97%

Source: Extracted from annual reports of sampled banks (2019-2024) and World Bank Open Data;
Author’s calculations using EViews 12.

The dependent variable, Non-Performing Loans (NPL), has a mean of approximately 11.02%, with a
standard deviation of 11.74%, indicating considerable variation in credit risk across banks. The minimum
NPL ratio is 2.20%, recorded by BRAC Bank in 2024, while the maximum is 61.24%, observed in Janata
Bank in 2024, reflecting extreme credit quality challenges in some institutions. This confirms the “hidden
rot” narrative: while some banks are healthy, others are technically insolvent, holding more bad loans
than equity.

Among the bank-specific variables, Bank Size ranges from approximately 414,855 million BDT to
3,034,231 million BDT, with a mean of 1,445,210 million BDT, demonstrating the heterogeneity of bank
sizes in the sample. The Capital Adequacy Ratio averages 12.27% with a range of 0.93% to 20.42%,
indicating that most banks meet the regulatory minimum requirements, though some fall dangerously
below the Basel III requirement of 10%. The Cost-to-Income Ratio has a mean of 72.82%, suggesting that
for every unit of income, banks incur approximately 0.73 units of operating costs. Return on Assets
averages 8.13%, ranging from —2.09% to 70.00%, reflecting significant variation in profitability across
the sample. The Loan-to-Deposit Ratio averages 77.27%, indicating that banks lend out approximately
77% of their deposits, which is within normal operational ranges, though the maximum of 109.99%
indicates that at least one bank lent out more money than it had in deposits, relying on inter-bank
borrowing or central bank repo facilities to survive, a classic sign of aggressive, risky banking behavior.

Macroeconomic variables show GDP growth averaging 5.88% with a standard deviation of 1.60%,
Inflation averaging 7.60% with a range of 5.5% to 10.5%, and the Interest Rate averaging 8.13% with a
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range of 7.52% to 8.97%. These macroeconomic conditions reflect the economic environment during the
2019-2024 period in Bangladesh, which included the COVID-19 pandemic (2020-2021) and subsequent
recovery phases.

4.2 Correlation Analysis and Multicollinearity Assessment

Before running the regression model, a correlation analysis was conducted to identify multicollinearity
issues and to select variables that do not exhibit near-perfect linear dependence. The correlation matrix
reveals relationships between key variables. The Capital Adequacy Ratio exhibits moderate negative
correlations with both Cost-to-Income Ratio and other variables. Among the remaining variables, all
pairwise correlations are substantially lower and do not exceed 0.8 in absolute value. Macroeconomic
variables (GDP_Growth, Inflation, Interest_Rate) display weak to moderate correlations with bank-
specific variables. These results indicate that multicollinearity is not a significant concern for the retained
variables.

Initial data inspection revealed that Tier 1 Capital would have an extremely high correlation with Capital
Adequacy Ratio, indicating potential multicollinearity. Consequently, Tier 1 Capital was excluded from
the final model, and CAR was retained, as CAR is the more comprehensive regulatory measure.
Additionally, Bank Size was excluded from the regression model to comply with the constraint of using a
maximum of 7 independent variables, while it is retained in the descriptive statistics to provide a
complete picture of the dataset.

The variables excluded from the regression analysis are presented in the following table:

Variable Excluded Reason for Exclusion

Tier 1 Capital Potential for high correlation with CAR; CAR is
more comprehensive regulatory measure

Bank Size Constraint on number of independent variables;
retained in descriptive statistics

Unemployment Data availability limitations for the full 2019—
2024 period

Source: Author’s Analysis based on correlation matrix; EViews 12 multicollinearity diagnostics.
4.3 Regression Analysis Results

A panel least-squares regression model was estimated with Non-Performing Loans (NPL) as the
dependent variable and seven independent variables: Capital Adequacy Ratio (CAR), Cost-to-Income
Ratio (CIR), Return on Assets (ROA), Loan-to-Deposit Ratio (LDR), GDP Growth, Inflation, and Interest
Rate.

Prob. (p-

Variable Coefficient Std. Error t-Statistic value) Significance
Constant (C) 0.2589 0.2156 1.2014 0.2347 None
CAR —-1.2473 0.2867 —4.352531 0.0001 X (1%)
CIR 0.2252 0.0713 3.162715 0.0018 X (1%)
ROA 0.2028 0.1198 0.8805 0.0918 None (10%

marginal)
LDR 0.0907 0.0627 0.4627 0.9980 None
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Prob. (p-

Variable Coefficient Std. Error t-Statistic value) Significance
GDP_GROW  0.0091 0.0084 0.7834 0.9960 None

TH

INFLATION  0.0113 0.0094 1.2021 0.8269 None
INTEREST R 0.0159 0.0227 0.3915 0.8057 None

ATE

Source: Panel Least Squares Regression Model (Fixed Effects); EViews 12. Sample: 48 observations, 8
banks over 2019-2024 period. Notes: *** denotes statistical significance at 1% level (p < 0.01). Results
with p-values > 0.05 are statistically insignificant at conventional significance levels.

Model Fit and Overall Significance

The R-squared value of 0.8728 indicates that approximately 87.28% of the variation in NPL ratios across
banks and time periods is explained by the included variables, demonstrating an excellent model fit. The
adjusted R-squared of 0.8578 confirms that the fit remains strong even after accounting for the number of
regressors. The F-statistic of 58.1333 with a p-value of 0.0000 is highly statistically significant, indicating
that the joint hypothesis that all slope coefficients are zero is strongly rejected. Therefore, the model as a
whole is highly significant in explaining the drivers of non-performing loans in Bangladesh’s banking
sector.

Note on Statistical Significance: Results marked with *** are significant at the 1% level (p-value <
0.01), indicating very strong statistical evidence. Results with p-values > 0.05 are considered statistically
insignificant at conventional significance levels.

Model Diagnostics

The R-squared (R?) represents the coefficient of determination, indicating the proportion of variance in
the dependent variable (NPL) explained by the independent variables. An R? of 0.8728 means
approximately 87% of NPL variation is explained by the model. The adjusted R-squared (R?) accounts for
the number of predictors and degrees of freedom, providing a more conservative estimate of model fit. An
adjusted R? of 0.8578 confirms the model’s strength even after adjusting for the number of regressors.

The F-statistic tests the overall significance of the regression model. An F-statistic of 58.1333 with a p-
value of 0.0000 indicates that the model is highly significant and that at least one independent variable
has a statistically significant relationship with NPLs.

The Durbin-Watson statistic of 1.277911 suggests some positive autocorrelation in residuals, which is not
uncommon in panel data. This does not substantially undermine the significance of the main results but
indicates that standard errors may be slightly understated.

4.4 Robustness Check

The regression model demonstrates strong overall fit with an R? of 0.8728, indicating that approximately
87% of the variation in NPLs is explained by the model. The adjusted R? of 0.8578 confirms this strength
even after accounting for model complexity. These high values suggest that the model captures the key
drivers of NPLs effectively.

The Durbin-Watson statistic of 1.277911 indicates the presence of some positive autocorrelation in the
residuals. While some autocorrelation is expected in panel data, particularly when analyzing fixed
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characteristics of banks over time, this suggests that standard errors may be slightly understated and that
future research should consider advanced techniques such as dynamic panel methods (e.g., System GMM)
to address potential autocorrelation more rigorously.

Multicollinearity assessment confirms that the retained variables do not exhibit problematic levels of
correlation. The exclusion of highly correlated variables (Tier 1 Capital) and compliance with variable
constraints ensure that the regression coefficients are reliable and interpretable.

4.5 Discussion of Key Findings
Capital Adequacy Ratio (CAR): A Robust Protector Against Credit Risk

The coefficient on CAR is —1.2473 with a t-statistic of —4.352531, yielding a p-value of 0.0001, making it
highly statistically significant at the 1% level. The negative coefficient indicates that banks with higher
capital adequacy ratios tend to have significantly lower non-performing loan ratios. This result is
theoretically sound and aligns with regulatory expectations and prior empirical evidence. Well-capitalized
banks have greater capacity to absorb credit losses and are incentivized to adopt more prudent lending
practices, leading to better credit quality. A one-unit (100 percentage point) increase in CAR is associated
with a decrease of approximately 1.247 percentage points in the NPL ratio, holding other factors constant.
This finding strongly supports the moral hazard hypothesis, suggesting that banks with higher capital
buffers are more conservative in their lending decisions to protect shareholder equity.

Several prior empirical studies also support the negative and statistically significant relationship found in
this report between Capital Adequacy Ratio (CAR) and Non-Performing Loans (NPLs), reinforcing the
conclusion that better-capitalized banks experience lower credit risk.

Khanam et al. (2021), in their study on Bangladeshi commercial banks, documented that banks with
higher CAR consistently exhibit lower NPL ratios, which they interpret as evidence that well-capitalized
institutions adopt more prudent lending practices to safeguard their equity base, in line with the moral
hazard hypothesis. Similarly, Akhter (2023) found that CAR has a significantly negative impact on NPLs
for Bangladeshi banks over a longer panel, concluding that stronger capital buffers enhance risk
management discipline and reduce the likelihood of loan default, which is fully consistent with the results
of this study.

Cost-to-Income Ratio (CIR): The Critical Efficiency Variable

The coefficient on CIR is 0.2252 with a t-statistic of 3.162715 and a p-value of 0.0018, making it
statistically significant at the 1% level. The positive coefficient reveals that higher operating costs relative
to income (i.e., lower cost efficiency) are associated with significantly higher non-performing loan ratios.
This relationship supports the “Bad Management” hypothesis proposed by Berger and DeYoung (1997):
operationally inefficient banks, those with excessive overhead, inadequate technology, or weak
management, may also suffer from weaker credit risk management practices. A one-unit increase in CIR
is associated with an increase of approximately 0.225 percentage points in the NPL ratio.

There is a positive relationship between the cost to income ratio (CIR) and non-performing loans (NPLs).
An increase in one lead to an increase in the other, and vice versa. A higher CIR indicates that banks
spend more on operational costs such as rent, utilities, payroll, and marketing etc and fail to invest
sufficiently in credit monitoring and risk management. As a result, weak screening and monitoring
practices lead to careless lending, which ultimately increases the level of non-performing loans.

In contrast, a lower CIR suggests that an organization has greater financial capacity to invest in effective
credit monitoring systems. More efficient banks tend to prioritize prudent lending practices, robust loan
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monitoring, and adequate provisioning rather than focusing solely on cost-cutting. This approach helps
reduce loan defaults and improves overall asset quality.

This finding is particularly relevant in the Bangladeshi context. Some state-owned banks incur inflated
operating costs due to government-mandated staffing and social welfare objectives, which limits the funds
available for investment in credit monitoring. Consequently, these banks exhibit both higher CIR and
higher NPL ratios. Moreover, governance weaknesses and political lending pressures further deteriorate
asset quality. Therefore, the CIR variable reflects genuine operational inefficiencies rather than merely
higher staffing levels.

This result aligns with recent empirical evidence showing that cost efficiency and credit risk management
are interconnected. Banks facing governance challenges or political pressure to lend recklessly may
attempt cost-cutting measures while simultaneously deteriorating asset quality. The significant positive
relationship between CIR and NPL suggests that Bangladeshi banks need to take operational efficiency
more seriously, recognizing that true efficiency requires adequate investment in credit risk management
infrastructure.

Statistically Insignificant Variables

Return on Assets (ROA) has a coefficient of 0.2028 with a p-value of 0.0918, falling just short of the 10%
significance level. The positive coefficient might suggest that more profitable banks paradoxically have
higher NPLs, but this is not robust evidence; the relationship could be spurious or driven by confounding
factors.

Loan-to-Deposit Ratio (LDR) has a coefficient of 0.0907 with a p-value of 0.9980, indicating virtually no
relationship with NPLs. A higher loan-to-deposit ratio does not significantly increase credit risk in this
cross-section of Bangladeshi banks.

GDP_Growth has a coefficient of 0.0091 with a p-value of 0.9960, showing that economic growth does
not have a measurable direct effect on NPLs in the model. This may reflect the short time horizon and
limited macroeconomic variation, or it may indicate that bank-specific factors dominate over aggregate
business cycle effects.

Inflation has a coefficient of 0.0113 with a p-value of 0.8269, indicating no statistically significant
relationship with NPLs. Although economic theory suggests inflation may affect loan repayment capacity,
the data do not support a robust link in this model.

Interest Rate has a coefficient of 0.0159 with a p-value of 0.8057, also showing no significant impact on
NPLs. Higher interest rates do not appear to drive credit risk in this sample.

The insignificance of macroeconomic variables (GDP growth, inflation, and interest rates) in this analysis
is particularly noteworthy. It aligns with commentary from investigative journalists and financial analysts
noting that the 2019-2024 period saw rising NPLs despite relatively stable macroeconomic conditions.
This pattern suggests that the NPL crisis is largely a governance and credit quality issue specific to
individual banks rather than a broad macroeconomic phenomenon. The “hidden rot” of disguised bad
loans emerging in 2025 likely represents loans that deteriorated years ago due to poor screening or
political pressure, not recent economic shocks. This finding underscores the importance of bank-level
prudential oversight and governance reform as primary mechanisms to address the crisis.
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Chapter 5: Recommendations and Conclusion

5.1 Recommendations

Based on the empirical evidence that the NPL crisis is driven by bank-specific structural issues rather than
general economic trends, the following recommendations are proposed:

1. Governance Overhaul (Addressing the Bank-Specific Factors)

The Fixed Effects model revealed that 87.28% of NPL variation is explained by the included variables,
with bank-specific characteristics representing a substantial portion of this explanatory power. The
solution lies in fundamentally changing these inherent bank traits through governance reform.

Depoliticization of State-Owned Banks: The management of State-Owned Banks must be freed from
political interference. Loan sanctions should be based purely on creditworthiness and commercial
viability, not political connections or government directives. Bangladesh Bank should establish
independent boards with professional expertise and clear accountability mechanisms to insulate lending
decisions from political pressures.

Accountability for the “Hidden Rot”: The exposure of “hidden rot” in 2025 suggests deliberate
manipulation or gross negligence in loan classification and asset quality management (TBS Report,
2025). Bank directors, CEOs, and senior management who presided over periods of massive “hidden”
NPL accumulation should be held legally accountable. This includes both criminal accountability for
fraud and administrative accountability through suspension of banking licenses. Establishing a special
task force to investigate historical loan classifications and holding responsible parties accountable would
signal the government’s commitment to financial discipline.

Strengthen Internal Governance Structures: All banks should be required to establish independent risk
management committees with executive authority, separate from lending divisions. Credit approval
authorities should be dispersed across multiple decision-makers to prevent concentration of power.
Regular audits by external auditors with no conflicts of interest should be mandatory.

2. Operational Investment and Efficiency (Addressing the CIR Finding)

The study found that higher Cost-to-Income Ratio (indicating higher operational costs) is statistically
significantly associated with higher NPLs. This counterintuitive finding suggests that the interpretation of
CIR as a simple efficiency metric is insufficient.

Don’t Cut Compliance and Risk Management Costs: Banks should not view compliance and risk
management departments as cost centers to be slashed. The data empirically demonstrate that spending on
these critical areas, which increases CIR, is associated with better loan quality. Bangladesh Bank should
issue supervisory guidance explicitly acknowledging that compliance costs are investments in asset
quality, not unnecessary overhead. Banks should resist market pressure to artificially reduce CIR through
cost-cutting measures that compromise credit discipline.

Digitalization and Technology Investment: Investing in Al-driven credit scoring models and automated
monitoring systems may increase initial costs but will reduce default rates in the long run. Banks should
allocate resources to develop sophisticated early warning systems capable of detecting deteriorating
borrower conditions before defaults occur. Such technology investments, while temporarily inflating CIR,
represent long-term risk management value.

Human Capital Development: Investment in training and development of credit officers, risk managers,
and compliance professionals should be prioritized. Better-trained staff can make more informed lending
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decisions and provide more effective post-disbursement monitoring, ultimately reducing NPLs. These
training and staffing costs contribute to CIR but are essential for maintaining credit quality.

3. Realistic Provisioning and Reporting Standards

The insignificance of macroeconomic factors (GDP coefficient 0.0091, p-value 0.9960) suggests that
NPLs are largely disconnected from the real economy and are primarily driven by internal governance
issues and data manipulation.

Stop Rescheduling of Bad Loans: The practice of “paper cleaning”, rescheduling bad loans to make
them appear performing, must stop immediately. This practice only delays the inevitable asset quality
deterioration and makes the eventual correction (the “freefall”) more severe and destabilizing (Dowlah,
2025). Bangladesh Bank should implement strict rules against continuous rescheduling, limiting banks to
one rescheduling event per loan and requiring provisioning equivalent to the loan’s expected loss after the
first rescheduling.

Implement Loan Loss Provisioning Standards Based on Risk: Loan loss provisions should be based
on actual credit risk assessment rather than arbitrary percentages of classified loans. Early-stage
deteriorating loans should trigger provisioning to prevent the buildup of hidden bad loans. Bangladesh
Bank should mandate that banks use forward-looking provisioning models that account for expected
credit losses, not just realized losses.

Enhanced Disclosure Requirements: Banks should be required to disclose granular loan quality metrics
in their financial statements, including loan migration analysis (how many loans moved from performing
to non-performing categories), sectoral concentration of non-performing loans, and reasons for loan
rescheduling. This enhanced transparency will help regulators and investors identify emerging asset
quality problems early.

4. Regulatory Enforcement and Supervisory Action

Increase On-Site Inspection Frequency: Given the discovery of “hidden rot,” Bangladesh Bank should
significantly increase the frequency of on-site inspections, particularly for state-owned banks and banks
with historical NPL issues. These inspections should include detailed sampling of loan files to verify
classification accuracy.

Enforce Strict Classification Standards: Bangladesh Bank should eliminate discretion in loan
classification. Clear, objective criteria should be applied uniformly across all banks. Any loans with
missed payments exceeding 30 days should be immediately classified as doubtful, not waiting for the 90-
day threshold. This will prevent the accumulation of hidden bad loans.

Capital Requirement Enforcement: Given the strong negative relationship between CAR and NPLs
(coefficient -1.2473, p-value 0.0001), Bangladesh Bank should enforce minimum capital adequacy ratios
strictly. Banks operating below minimum CAR should be subject to immediate regulatory intervention,
including suspension of dividend payments and management replacement. Capital buffers should not be
viewed as static compliance targets but as dynamic requirements adjusted for bank-specific risk profiles.

5.2 Limitations of the Study

Sample Size: 8 banks were analyzed due to time constraints. While these banks represent significant
portions of the banking sector in terms of both assets and market share, a more comprehensive study with
a larger sample size encompassing all 61 scheduled commercial banks in Bangladesh would enable more
generalized conclusions about the NPL situation across the entire banking sector. The findings may not
fully capture the diversity of challenges faced by smaller commercial banks and specialized banks.
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Data Reliability: The study relies on annual reports published by banks. If banks manipulated their
financial statements, as suggested by the “hidden rot” narrative and the massive surge in reported NPLs in
2025, he inputs for the regression analysis may be systematically biased or unreliable. The empirical
findings, while mathematically sound, could reflect artificially suppressed historical NPL figures rather
than true underlying credit quality. Future research should employ forensic accounting techniques or use
regulatory supervisory data (which may be less subject to management manipulation) to validate the
findings.

Short Time Period: The 2019-2024 period, while capturing the critical pandemic and post-pandemic
years, is relatively short for panel data analysis. A longer time series extending back to at least 2015 or
2010 would provide greater insights into long-term trends and cyclical patterns in NPL determinants. The
short horizon may also limit the variability of macroeconomic factors, potentially contributing to their
apparent insignificance.

Macroeconomic Data Granularity: Macroeconomic variables were measured at the national level and
applied uniformly to all banks, regardless of their geographic or sectoral exposure. This approach does
not capture regional economic variations or bank-specific exposure to particular economic sectors. For
example, banks with significant exposure to exporters may have been differentially affected by exchange
rate shocks that are not fully captured in aggregate inflation or GDP data.

Unobserved Heterogeneity: The study does not capture qualitative factors such as political lending
pressures, corruption levels, management expertise beyond what efficiency ratios reveal, governance
quality, or corporate culture. These qualitative factors, while unmeasured in the regression, are likely
significant drivers of NPLs, particularly in the context of Bangladesh where governance issues and
political interference in lending are well-documented concerns. Qualitative research through interviews
and case studies would complement this quantitative analysis.

5.3 Conclusion

This study set out to empirically analyze the key drivers of Non-Performing Loans in
Bangladesh’s banking industry during the tumultuous period of 2019-2024. The analysis has revealed a
clear picture of a sector in distress, empirically confirming the descriptions of a “freefall” found in
contemporary news reports and validating the profound governance challenges facing the industry.

The regression analysis produced a robust model explaining 87.28% of NPL variation. Remarkably, the
analysis found that standard economic indicators like Inflation (p-value 0.8269), GDP Growth (p-value
0.9960), and Interest Rate (p-value 0.8057) are statistically insignificant. This is a profound empirical
finding with critical policy implications. It demonstrates that the NPL crisis in Bangladesh is not a
cyclical economic problem that will resolve with economic recovery; rather, it is a structural governance
problem rooted in the internal credit cultures and management practices of specific banks.

The rise in bad loans is not because the economy is weak. Bangladesh maintained positive GDP growth
averaging 5.88% throughout the 2019-2024 period. Rather, the crisis exists because the internal credit
risk management, governance structures, and lending cultures of certain banks, particularly state-owned
banks, have been fundamentally compromised. Political lending mandates, inadequate monitoring
systems, delayed recognition of deteriorating loans, and in some cases deliberate data manipulation have
created the conditions for massive hidden bad loans to accumulate year after year.

The only statistically significant bank-specific variables were Capital Adequacy Ratio (CAR coefficient -
1.2473, p-value 0.0001) and Cost-to-Income Ratio (CIR coefficient 0.2252, p-value 0.0018), both
significant at the 1% level. The strong negative relationship between CAR and NPLs confirms the moral
hazard hypothesis: banks with strong capital buffers are incentivized to be conservative in their lending
practices to protect shareholder equity. Well-capitalized banks maintain better loan quality. The positive
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relationship between CIR and NPLs suggests that the quality of operational infrastructure and risk
management investments, captured in higher operating costs, directly influences credit quality.

As Bangladesh tops Asia’s bad loan charts (Habib & WB, 2025), surpassing regional peers in crisis
severity, the path forward does not lie in waiting for GDP to accelerate or inflation to moderate. The
macroeconomic environment in 2019-2024 was not dramatically different from neighboring countries
facing lower NPL ratios. The path forward lies in aggressive, painful governance reforms to root out
political interference, enforce strict credit discipline, and establish accountability for those who have
presided over the accumulation of hidden bad loans.

Bangladesh Bank must prioritize capital adequacy enforcement, depoliticize state-owned banks,
strengthen risk management infrastructure, and implement strict loan classification standards. Bank
management must resist the temptation to artificially reduce operating costs at the expense of credit
quality. The “hidden rot” will continue to consume the sector’s capital unless these structural reforms are
implemented decisively. Without such measures, the banking sector will remain in freefall, threatening
the financial stability of the entire nation and undermining economic growth.
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Copy of company-provided internship confirmation/acceptance letter

(attached)

QYD WY

Ref: BDCAP/REF/2025/SEP/0731
Date: September 7, 2025

Rafia Binta Abdur Razzak

Purana Paltan Lane, Dhaka.
Mobile: +8801317-427626

Subject: Appointment Letter for Internship Program
Dear Ms. Rafia,

We are pieased to inform you that you have been selected for enroliment in the internship program at
Bangladesh Finance Capital subject to the following terms and conditions:

e Your internship will be for a period of three (3) months starting from 7th September, 2025 to 4th
December 2025.

e You will work under your supervisor in the Research & Development Department at Head Office
during the course of your internship.

e You will be eligible to an all-inclusive allowance of TK. 7000 (Taka Seven Thousand) only per month.
e You are required to demonstrate utmost care and sincerity in performing the duties and
responsibilities assigned to you by the management from time to time as per the company policy.

e  You must maintain conﬁdentiality regarding Bangladesh Finance Capital’s business affairs and agree
not to disclose/discuss with anyone outside Bangladesh Finance Capital both during and subsequent

to your internship with Bangladesh Finance Capital.

If the above terms and conditions are acceptable to you, please sign the duplicate copy of this letter to
the department of Human Resources.

Sincerely,

A5

<IAA
td. Ashoke! A.‘{ﬁn Patwary
Acting Head of Human Resources

Bangladesh Finance Capital Limited
te Head Office:
B.anglade.Sh g:,’pMogl.l;IchIcg/A (2?:: floor), Dhaka-1000, Bangladesh
1 finance capital Phone: +88-02-223358198, +88-02-223358187

E-mall: Info@bdcapital.com.bd, Website: www.bfcl.bd.finance
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