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Executive Summary

This report is centered on The Impact of Credit Risk Management on the Financial Performance 
of Commercial Banks in Bangladesh. 
The banking sector of Bangladesh is mixed with nationalized, private and foreign commercial banks. Numerous efforts have been made to explain the impact of credit risk management on the financial performance of these banks. To understand these banks performance, the relationships between the independent variables Return on Asset (ROA), Return on Equity (ROE), Capital Adequacy Ratio (CAR), Cost per Loan Asset (CLA), Non-Performing Loan Ratio (NPLR), Loan Loss Provision Ratio (LLPR) and Leverage Ratio (LEVR) are essential to be identified so that analysts can get the factual banking performance of the banking sector. Evaluation of the commercial banks performance is specifically significant these days due to strong competition. The banking sector over the past two decades has endured a significant shift. It grow into an imperative that banks are under pressure by internal and external influences and prove profitable. 

The following project report has been created with the support of seven diverse variables on the past six financial performance years (2013-2018) condition of the specified twenty-three (23) commercial banks and is comprises of five chapters. The first chapter refers to the introduction part of the Project. The second chapter is the review of the literature that will help any reader who reads the report may get the appropriate indulgences of the financial terms used in the report. The third chapter is the methodology which articulates around the different analysis methods and the variables used in the project. The fourth chapter describes about the analysis and findings of the report where twenty-three (23) of highly reputed commercial Banks in Bangladesh are being analyzed through the seven independent variables stated above. The final chapter will carry the conclusion and some recommendations so that might help in the evolvement of all the commercial banks financial condition. Loan loss provision ratio and Non-performing loans ratio effects on the commercial banks profitability.
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Chapter-1
[bookmark: _Toc25990202]Introduction

[bookmark: _Toc25990203]1.1 Background of the Study:
The following project report has been created on the impact of credit risk management on the financial performance of commercial banks in Bangladesh. With the support of seven diverse variables the project was concluded with an understanding of credit risk management effect on the past six financial performance years (2013-2018) condition of the specified twenty-three (23) commercial banks using the secondary data from published annual reports of the banks and information provided by the Bangladesh Bank.

[bookmark: _Toc25990204]1.2 Origin of the Project:
[bookmark: _GoBack]The following project on “The Impact of Credit Risk on The Financial Performance of Commercial Banks in Bangladesh” has been generated under the supervision of Muhammad Enamul Haque, which is the part of the fulfillment of the degree of Bachelor of Business Administration (BBA). The information about twenty-three (23) commercial banks for the following period of past six years (2013-2018) to foresee the effect of credit risk management has been analyzed to justify whether credit risk influences the bank performance or not.

[bookmark: _Toc25990205]1.3 Data Collection Process:
The data information of the project has been collected by commencing valid sources which are alienated underneath into two fragments:

[bookmark: _Toc25990206]1.3.1 Primary Source:
· The annual reports and financial statements of the commercial banks of the past six years.
· Informal communication with some of the representatives of the commercial banks.

[bookmark: _Toc25990207]1.3.2 Secondary Source:
· All the commercial banks official websites.
· Numerous online published journals by prominent authors.
[bookmark: _Toc25990208]1.4 Methodology:
The panel data model of fixed effect has been implicated through the variables parameters to evaluate the impact of credit risk management on the financial performance of commercial banks in Bangladesh.

[bookmark: _Toc25990209]1.5 Objective of the Project:
[bookmark: _Toc25990210]1.5.1 General Objective:
The general objective of the project was to determine the impact of credit risk management on the financial performance of commercial banks in Bangladesh.

[bookmark: _Toc25990211]1.5.2 Specific Objectives:
i. Inaugurate the effect of Return on Asset on the performance of commercial banks in Bangladesh.
ii. Conclude the effect of Return on Equity on the performance of commercial banks in Bangladesh.
iii. Inaugurate the effect of Capital Adequacy Ratio on the performance of commercial banks in Bangladesh.
iv. Conclude the effect of Cost per Loan Asset on the performance of commercial banks in Bangladesh.
v. Inaugurate the effect of Non-Performing Loan Ratio on the performance of commercial banks in Bangladesh.
vi. Conclude the effect of Loan Loss Provision Ratio on the performance of commercial banks in Bangladesh.
vii. Inaugurate the effect of Leverage Ratio on the performance of commercial banks in Bangladesh.

[bookmark: _Toc25990212]1.6 Scope of the Project:
The investigation of credit risk management of twenty-three (23) licensed commercial banks which were listed under Bangladesh Bank from the year 2013 to 2018. The variables of the project were return on asset, return on equity, capital adequacy ratio, cost-per loan asset, non-performing loan ratio, loan loss provision ratio and leverage ratio on their financial performance. 

[bookmark: _Toc25990213]1.7 Limitation of the Project:
The project comprised of only the commercial banks whose data were shared on the internet or published by the banks themselves. Consequently, the consequences cannot be indiscriminate all the thirty-three (23) commercial banks in Bangladesh. All the commercial banks are not equivalent to each other as some banks are twice as enormous then other banks and this introduced complications in comparability within the samples, this can also influence the credit risk management procedure.



















[bookmark: _Toc25990214]Background of the Report

In recent civilization, banks play a major role in the financial and economic events of a country. Internationally the banking industries are mainly concentrating on generating credit for the eligible and shortage entities of the economy. Generating the credit is the main income source for the banks but it implicates an enormous threat designed for both the defaulter and the creditor. In this course of action the banks are subjected to a wide array of risks and these risks are categorized into three forms: operational, financial and environmental risks. The risk of non-fulfillment of obligation of a trading partner as per the contract can significantly jeopardize the impeccable functioning of the banks business. Among all the risks banks faces the greatest concern to the bank authorities is the credit risk and this occurs due to the risk that can easily prompt into a bank’s failure.
Credit risk management and its consequences on the performance of banking sector has been fraught with technical hitches and eventually results in incubate tendency and prominent to in distinct balance sheet, failure of banks and financial sectors catastrophe. At the same time, banks also craft credit for their clients to generate money, propagate and endure in the marketplace.  

[bookmark: _Toc25990215](i) Credit Risk Management (CRM) and Related Research:
Credit risk management is the increased importance of risk management policy for the disguised emergent risk for the banks. These banks observe, evaluate and cope to sort its anticipated return from its capital that impacts the performance of loans. In preceding times credit portfolios were considered virtuous management of credit risk but in contemporary times assessing and managing risk is entirely a multifaceted environment to understand (Zmiewski, 2019). 
The primary source of income for commercial banks around the world is granting credit and bearing that in mind credit risk is the utmost risk they face. Thus, the risk management of credit distresses the bank’s profitability (Fan, 2014). Due to affecting the financial performance, survival and progression of a bank, the importance of credit risk management is much more significant. The developed countries such as Japan, Sweden and United States all have endured a couple of crisis allied to non-performing loans (Campbell, 2007). 
Through the commercial banks financial performance analysis they can evaluate the revelations of credit risk in the directive to decrease the adverse consequence of credit default. In the long term profitability and success for the banking institutions the practice of a sound risk management is essential (Ferreti, 2017). 

In proposition to ensure protection and exploit the profitability of the depositor’s funds banks observer the debtors by the means of numerous techniques and technologies to enforce credit contracts. This procedure is completed through loans – pricing, lending, migrating and delegating the incidences on the inclusive portfolio. Among all the studies interconnected to credit risk management speculates that there a positive relationship between the profitability and credit risk management of a bank while some illustrate that there is negative relationship (Alshatti, 2015). On the contrary (Musyoki, 2012) executed a research which assessed numerous parameters applicable to credit risk management as it relates to the financial performance of the bank and found a negative influence.

[bookmark: _Toc25990216](ii) Credit Risk Management (CRM) in Bangladeshi banks:
Due to the consequence of global financial crisis, the international standard setting of organizations and national specialists assess and revise their prospects as how the banks isolate, proportionate, observer and regulate their credit risk. Many guidelines have been created keeping the international standards in mind for effective banking supervision, notably principles 17, 18, 19 and 20 of the core principles issued by the BCBS. Each banks board of directors and senior administrative officials were strongly instructed to acquaint themselves with these principles and implement them all the way through their credit risk management activities. Depending upon the size of the bank, should constitute a credit risk management committee (CRMC) comprising of head of CRM department, head of recovery, head of RMD and treasury. The committee will report to the Boards risk committee who will oversee the credit risk management functions. The CRMC should be primarily accountable for: a) Implementation of the credit risk policy/strategy sanctioned by the board. b) Deciding delegation of credit approving controls, standards for loan collateral, portfolio management, loan review mechanism, risk absorptions, risk monitoring and evaluation, pricing of loans, provisioning, and regulatory/legal compliance.







[bookmark: _Toc25990217](iii) Graphs and Interpretations:
The subsequent graphs and interpretations segment attempts to summarize the financial performance of the specified twenty-three (23) commercial banks and analyses the inconsistent circumstances of these commercial banks through the aid of loans and advances, non-performing loans and loan loss provision ratio of the preceding year (2018).

[bookmark: _Toc25990218]i. Loans and Advances (2018):



The graphical representation shows the loans and advances fluctuation conditions of the twenty-three (23) specified commercial banks for the project. It can be noticed that National Bank Limited has the highest percentage of loans and advances (32%) and Midland Bank Limited has the lowest percentage of loans and advances (3%), eminent commercial banks like AB Bank Ltd, BRAC Bank Ltd, Bank Asia Ltd, City Bank Ltd, Dutch-Bangla Bank Ltd, IFIC Bank Ltd and Mercantile Bank Ltd all are between the percentage levels of (20-25) respectively.  

[bookmark: _Toc25990219]ii. Non-Performing Loans (2018):


The graphical representation shows the non-performing loans fluctuation conditions of the twenty-three (23) specified commercial banks for the project. It can be observed that AB Bank Limited has the highest percentage of non-performing loans (8%) which demonstrates that they are at a hazardous phase and Midland Bank Limited has the lowest percentage of non-performing loans (0.10%) which implies that they are at a secure phase, acknowledged commercial banks for instance City Bank Ltd, IFIC Bank Ltd, Prime Bank Ltd, Southeast Bank Ltd, Trust Bank Ltd and United Commercial Bank Ltd all are in the percentage level of (1-2) which states that they are steady stage.



[bookmark: _Toc25990220]iii. Loans Loss Provision Ratio (2018):

The graphical representation shows the loan loss provision ratios fluctuation conditions of the twenty-three (23) specified commercial banks for the project. A Loan Loss Provision Ratio reflects how a bank is protected in contrast to imminent losses and having a higher LLPR means that it can accomplish financial obligations. It can be distinguished that Midland Bank Limited has the highest loan loss provision ratio (4.70) and AB Bank Limited has the lowest loan loss provision ratio (0.20), prestigious commercial banks namely City Bank Ltd, Dutch-Bangla Bank Ltd, IFIC Bank Ltd, Mutual Trust Bank Ltd, Prime Bank Ltd and United commercial Bank Ltd are in a crucial phase between (0.50 – 1.00) on individual origin.









Chapter-2
[bookmark: _Toc25990221]Literature Review

This Stage sight sees on the literature review grounded on the variables underneath the study. It is distributed primarily into two parts - theoretical and empirical, based on the numerous aspects of banks performance and risk management.

[bookmark: _Toc25990222]2.1 Theoretical Review:
 CRM may possibly distinct as the combination of synchronized errands and events for directing and scheming risks provoked by an organization through the incorporation of crucial risk management tactics and processes in relation to the organizations objectives. The accessible literature offers numerous theoretical contemplations to validate the implementation of risk management in banks comprising of financial economics theory, information theory and portfolio theory.

[bookmark: _Toc25990223]2.1.1 The Financial Economics Theory:
The financial economics approach to corporate risk management built on the Modigliani-Miller paradigm and is furthermost prolific in standings to both theoretical model and empirical research. The theory stipulates that the eventual outcome of hedging, if is beneficial to the firm ought to be higher in value that is a hedging premium. The theory was critiqued by saying, “Although risk management does lead to lower variability of corporate value which is the main prerequisite for all other effects, there seems to be little proof of this being linked with benefits specified by the theory” (Jin.Y, 2006).

[bookmark: _Toc25990224]2.1.2 Information Theory:
The theory supposed that, “commercial banks should actively screen loan applicants to assess their characteristics and credit worthiness” (W.K.Derban, 2005).Nevertheless, this procedure of evaluating and assessing debtors by commercial banks before allotting loans require reliable and timely information. It is the symmetric information theory. Debtors can be assessed by either qualitative or quantitative techniques. Nonetheless, qualitative models are subjective and consequently not consistent but quantitative models help in numerical assessment of credit risk.
[bookmark: _Toc25990225]2.1.3 Portfolio Theory:
The theory postulates, “even though credit risk remains the largest risk facing most commercial banks, the practice of applying modern portfolio theory to credit risk has lagged” (Margrabe, 2007) There has been a significant change in the banking sector regarding the development of assessing credit risk in their loan portfolios. The prominent institutions are also credit derivatives to competently allocation risks while solidifying customer relationship, therefore productivity and portfolio quality ratios have been utilized and fortified the procedure of managing credit risk.

[bookmark: _Toc25990226]2.2 Empirical Review:
Several security policies have been fixated on comprehensive banking practices and at times act as an extent to reduce credit risk and literature advocated that enactment of commercial banks can roughly be isolated into non-financial and financial measures (Harold D. F. and Darlene, 2004). An extensive impression, performance entails both efficiency and potentials consistently. Some of the financial trials of performance include Return on Asset (ROA), Return on Equity (ROE) and the value of sales revenue. A research was conducted on how management of financial risk affected performance of commercial banks. It recognized that majority of the commercial banks have positioned financial risk management for observation and managing credit risks.
The capital adequacy ratio ensures the financial solvency of banks in captivating an equitable loss. Historical research has found that proclamation of regulatory revolution is regarded as unfavorable by the market. A research conducted by (Djan, 2015) extents over cost per loan assets, capital adequacy ratio and default rate, initiate that these constraints have a contrary impact on the banks performance, the furthermost conjecturer of the financial performance of the bank is the default rate.
The non-performing loans imitates on the profitability being affected by the health of the financial system. The financial markets having higher NPLs should create portfolios and diversify their risks with NPLs along with performing loans (Young, 2006). A study was conducted to evaluate the dynamics affecting NPLs of the banks in the Euro Zone, this enclosed a period of 2000 to 2008 and it was regarded as the financial crisis and the great depression (Makri, 2014). 
The loan loss provision denotes how provisions by being lower contribute to the pro-cyclicality of the financial systems when credit and outcome are expanding in the contraction period. A study was conducted to observe the extents of Australian banks using LLPs for the management of earnings, capital management and signaling (Anandarajan, 2006). It signified that the Australian banks were using LLPs to manage their capital and earnings, also that more than unlisted commercial banks the listed commercial banks were more aggressively engaged in overshadowing loan loss provisions.
Chapter-3
[bookmark: _Toc25990227]Methodology

This section gazes at the methodology of the project. It is the theoretical and systematic analysis of the pragmatic events that describes the projects philosophy, variables definitions, target population, sample design, data collection, data collection instruments, data collection procedure, data validity, data reliability and ethical issue.  

[bookmark: _Toc25990228]3.1 Model Specification:
The panel data model of fixed effect has been implicated to evaluate the impact of credit risk management parameters (CAR, CLA, NPLR, LLPR and LEVR) on the financial performance (ROA and ROE) of commercial banks in Bangladesh.
It is a multi-dimensional data measured over time which contains observations of multiple singularities gathered over a long period of time for a definite sector. The specific sector’s (company, firm or industry and country) cross sectional data is graphed over a possible period of time. Due to being multi-dimensional it gives less collinearity, data variation and more degree of freedom. It also can minimize the effects of aggregation biasness and enables to understand the complex dynamics of technological changes or economic cycles.
The fixed effect model is evolved into two equations:
I. ROA = β0+ β1CAR + β2CLA+ β3NPLR+ β4LLPR + β5LEVR + eit
II. ROE = β0+ β1CAR + β2CLA+ β3NPLR+ β4LLPR + β5LEVR + eit
In the overhead equations, ROA and ROE are the dependent variables. β0 is the constant and β is the explanatory variables coefficient. CAR, CLA, NPLR, LLPR and LEVR are the independent explanatory variables and eit is the term for error (presumed to be independent and insignificant).

[bookmark: _Toc25990229]3.2 Variable Analysis:
The project was grounded on seven different variables unambiguously five being the independent variables capital adequacy ratio (CAR), cost per loan asset (CLA), non-performing loan ratio (NPLR), loan loss provision ratio (LLPR) and leverage ratio (LEVR), two being the dependent return on asset (ROA), return on equity (ROE) for the reason that they are the gauges of credit risk management which distresses the banks financial performance.
[bookmark: _Toc25990230]3.2.1 Independent Variables:
The five independent variables are the techniques to manage credit risk management of the financial performance of the commercial banks.

CAR: The capital adequacy ratio (CAR) refers the amount of securities such as capital equity which a bank holds as auxiliary against risky assets as prevaricate probably at the time of the bank’s failure. It is expressed as a capital percentage of capital funds contrary to risk weighted assets. Its formula is: CAR = Capital funds/Risk weighted asset

CLA: Cost per loan asset (CLA) as a term of monetary value is the average cost per loan advanced to the customer. Its tenacity is to indicate the distribution of loans to customer efficiency. It is measured by the total operating cost contrary to total amount of loans. Its formula is: CLA = Total operating cost/Total amount of loans

NPLR: Non-performing loan ratio (NPLR) is designated for a precise lender to alternate the terms of loans to default from standard that is, the rates and terms specified to the debtors who have failed to decompensate their loans. It is measured by allocating the non-performing loans by total loan. It is also referred as default rate. Its formula is: 
NPLR = Non-performing loan/Total loan

LLPR: Loan loss provision ratio (LLPR) reflects the accumulated provision expenses of current total loans expressed as a percentage. It represents as an irregular indicator to the loan portfolios overall extent and the preserved amount of loan loss reserve by a commercial bank in the total unsettled loan portfolio to counterweigh the default risk. Its formula is: 
LLPR = (Loan loss provision + Profit before tax)/Non-performing loan

LEVR: Leverage ratio (LEVR) is a financial measurement mechanism that states how much as debt comes as capital or to assess the capability of an organization to encounter its financial obligations and to have knowledge about their debt expanse that they can evaluate if they can recompense them off in due time. It is measured by dividing the total amount of debt from total amount of equity. Its formula is: LEVR = Total debt/Total equity
[bookmark: _Toc25990231]3.2.2 Dependent Variable:
The dependent variable of the project was the financial performance of the commercial bank. To measure the performance of a banks innumerable financial ratio analysis methods can be applied such approaches comprise of CAMELS analysis, return on investments, the nonparametric and parametric analysis technique nevertheless primarily concluded by the return on asset (ROA) and the return on equity (ROE). These analyses assist to determine the impact of a bank’s risk management on their stock performances which is termed as abnormal stock return.

ROA: The return on asset (ROA) measures the organizations earnings before interest & taxes contrary to its total net assets. This ratio is considered as an indicator to how competently an organization is consuming its assets to rejuvenate before the commitment of the contract is to be remunerated. It is used as a sign of capital strength of the banking industry & banks having lower return on asset had has large initial investment. Its formula is: ROA = EBIT/Total assets

ROE: The return on equity (ROE) measures the organizations net income contrary to its shareholders equity. It is also assumed as the return on net asset because an organizations asset minus debt is equal to the equity of its shareholders. Its formula is: 
ROE = Net income/Total equity

[bookmark: _Toc25990232]3.2.3 Variables Formula:

Table 1: Variables Brief Description
	Abbreviation
	Description
	Measurements
	Relationship

	ROA
	Return on Asset
	EBIT/Total Asset
	Positive

	ROE
	Return on Equity
	Net Income/Total Equity
	Positive

	CAR
	Capital Adequacy Ratio
	Capital Funds/Risk Weighted Asset 
	Neutral

	CLA
	Cost per Loan Ratio
	Total Operating Cost/Total Loan
	Neutral

	NPLR
	Non-Performing Loan Ratio
	Non-Performing Loan/Total Loan
	Positive

	LLPR
	Loan Loss Provision Ratio
	(Loan Loss Provision + Profit Before Tax)/Non-Performing Loan
	Negative

	LEVR
	Leverage Ratio
	Total Debt/Total Equity
	Negative


[bookmark: _Toc25990233]3.3 Target Population and Sample Design:
The target population of this project was all the thirty-three (33) commercial banks operating under The Central Bank of Bangladesh.
The sample size for the project was twenty-three (23) among the thirty-three (33) registered banks in Bangladesh. The criteria were to include the commercial banks which are listed under The Central Bank of Bangladesh. This project used the annual reports of each commercial bank from the year 2013 to 2018 for the reason that remained the latest and currently the most applicable data. This six years data analysis assists to comprehend the affiliation amongst the banks performances and ROA, ROE, CAR, CLA, NPLR, LLPR and LEVR, which epitomize the credit risk management effectiveness. 


[bookmark: _Toc25990234]3.4 Data Collection Process:
The data source of this study was the twenty-three (23) commercial banks annual reports for six years, 2013-2018. The data was mostly available either on paper or in electric form, its necessities were looking into financial statements, credit risk management disclosure and notes to the financial statements within the disclosure annual reports ensuring the reliability of the collected data within the projects study period and ensuring that the data was complete, original and accurate from original source.











Chapter-4
[bookmark: _Toc25990235]Analysis & Findings

[bookmark: _Toc25990236]4.1 Analysis:

Statistical analysis is a procedure of data analysis and it involves with collecting and inspecting all the data gathered from the chosen sample. It is used to understand the nature of the data, explore its relations and generate a model that summarizes the related data to assess the validity of the model. The statistical analysis is primarily generated to recognize the trends for the forthcoming.


The Panel Data model is a multi-dimensional data measured over time which contains observations of multiple singularities gathered over a long period of time for a definite sector. The specific sector’s (company, firm or industry and country) cross sectional data is graphed over a possible period of time. Due to being multi-dimensional it gives less collinearity, data variation and more degree of freedom. It also can minimize the effects of aggregation biasness and enables to understand the complex dynamics of technological changes or economic cycles. 
    

This project imitates on the descriptive, quantitative, evocative ratios and maneuvers of the econometric analysis to seminal the impact of credit risk management on the commercial banks financial performance in the course of interval phase (2013 – 2018), comprising of cross sectional analysis, regression analysis, correlation analysis and F-test analysis which are anticipated by the panel square method (PLS), applying the static program on the data linking the indicators of credit risk throughout the projects period receded by all the issued Bangladeshi commercial banks annual reports and aids the researcher to apprehend the overall effect of credit risk management on the financial performance of  commercial banks by exhausting partial credit risk indicators.

[bookmark: _Toc25990237]4.2 Statistical Analysis & interpretation:

[bookmark: _Toc25990238]4.2.1 Descriptive Analysis: 
Descriptive analysis shows the distribution of the collected data and enables to detect association and improbable values between variables for further statistical analysis.

Table 2: Descriptive analysis result of the research variables
	Variables
	Observations
	Mean
	Standard Deviation
	Minimum
	Maximum

	Bank
	0
	
	
	
	

	Year
	138
	2015.5
	1.714047
	2013
	2018

	ROA
	138
	1.045507
	.4521095
	-.08
	2.26

	ROE
	138
	11.84101
	4.543216
	-1.15
	22.16

	CAR
	138
	16.01051
	18.57008
	9.01
	196.4

	CLA
	138
	5.465072
	3.831822
	1.96
	30.84

	NPLR
	138
	4.857681
	3.235749
	0
	33.07

	LLPR
	138
	1.625507
	2.444276
	0
	20.36

	LEVR
	138
	13.18138
	10.5645
	.49
	85.61

	Bank1
	138
	12
	6.657415
	1
	23

	.sum



Interpretation: The descriptive analysis of the twenty-three (23) Bangladeshi commercial banks integrated in the project are as follows as regarded to the financial performance indicators, the average ROA was very low (1.05%) and the average value for ROE was (11.84%) which designate that the majority of the commercial banks in Bangladesh enclose on a higher return on equity (ROE) supplementary to the return on asset (ROA). On an average, the Capital adequacy ratio generates (16.01%) which suggests that the commercial banks have a minimal amount of funds for safeguarding their depositor’s assets and the Cost-per loan asset is (5.47%), while the Non-performing loan ratio equals to (4.86%), the Loan loss provision ratio is (1.63%) and (13.18%) is the value of Leverage ratio equals to (13.18%) respectively. 



[bookmark: _Toc25990239]4.2.2 The Multicollinearity Test:
Multicollinearity test helps to understand the correlation coefficients between the variables undertaken in a research. Individually the cells illustrate the correlation between two variables and summarize the data to be used as a diagnosis for an advance analysis. The dispute of multicollinearity may possibly ascend if more than two variables remained extremely correlated which has to be verified by inspecting the correlation matrix.

Table 3: The Correlation Matrix
	Variables
	ROA
	ROE
	CAR
	CLA
	NPLR
	LLPR
	LEVR

	ROA
	1.0000
	
	
	
	
	
	

	ROE
	0.7480
	1.0000
	
	
	
	
	

	CAR
	-0.0638
	-0.1214
	1.0000
	
	
	
	

	CLA
	-0.0306
	0.0006
	0.5324
	1.0000
	
	
	

	NPLR
	-0.2849
	-0.2266
	-0.2906
	-0.1218
	1.0000
	
	

	LLPR
	0.3842
	0.1043
	-0.0120
	-0.0400
	-0.3237
	1.0000
	

	LEVR
	-0.2209
	-0.0147
	0.0133
	-0.0197
	-0.0442
	-0.1195
	1.0000

	.corr roa roe car cla nplr llpr levr
(obs=138)



The correlation coefficient matrix test demonstrates that on no account the existence of multicollinearity among the independent variables of the research, the absolute correlation coefficient is 0.7480 originated via a correlation amongst the return on equity and the return on asset and is considered within the limit of percentage acceptance. 








[bookmark: _Toc25990240]4.2.3 Panel Data Model I (Fixed effect of ROA): 
The hypothesis test of the project is: To evaluate if the independent variables (CAR, CLA, NPLR, LLPR and LEVR) have an impact on the financial performance (ROA) of commercial banks in Bangladesh. We can consent to either null or alternative of the following hypotheses,
H0: The independent variables (CAR, CLA, NPLR, LLPR and LEVR) have no impact on the financial performance (ROA) of commercial banks in Bangladesh.
HA: The independent variables (CAR, CLA, NPLR, LLPR and LEVR) have a remarkable impact on the financial performance (ROA) of commercial banks in Bangladesh.

Table 4: Dependent Variable (ROA)
	ROA
	Coef.
	Std. Err.
	t
	P > [t]
	[95% Conf. Interval]

	CAR
	-.0072937
	.0033999
	-2.15
	0.034
	-.0140315         -.000556

	CLA
	.012089
	.0200721
	0.60
	0.548
	-.0276891         .0518672

	NPLR
	-.019916
	.0121062
	-1.65
	0.103
	-.0439077         .0040756

	LLPR
	.0386321
	.0157378
	2.45
	0.016
	.0074434          .0698208

	LEVR
	-.0073928
	.0044052
	-1.68
	0.096
	-.0161228        .0013372

	_Cons
	1.227613
	.1295361
	9.48
	0.000
	.9709025        1.484323

	sigma_u
sigma_e
Rho
	.2564583
.35950595
.33725984   (fraction of variance due to u_i)

	Fixed effects (within) regression
Group variable: Bank1
R-sq.: within = 0.7209 
          between = 0.1166 
          overall = 0.1826	

corr (u_i xb) =0.0320
	Number of obs = 138
Number of groups = 23
Obs per group: min = 6 
                        avg = 6.0 
                        max = 6
F(5,110) = 6.24
Prob > F = 0.0000 

	F test that all u_i=0:                                 F(22, 110) = 2.60                                   Prob > F = 0.0006


 
To evaluate the consequence of each independent variable on the dependent variable the research has entrenched that ROA is significantly affected by positive Loan Loss Provision Ratio whereas it was theoretically revised and it negatively affected credit risk management, other independent variables Capital adequacy ratio, Cost per loan asset, Non-performing loan ratio and Leverage ratio on no account has any significant impact.
[bookmark: _Toc25990241]4.2.4 Panel Data Model II (Fixed effect of ROE):
The hypothesis test of the project is: To assess if the independent variables (CAR, CLA, NPLR, LLPR and LEVR) have an impact on the financial performance (ROE) of commercial banks in Bangladesh. We can only accept the null or alternative from the following hypotheses,
H0: The independent variables (CAR, CLA, NPLR, LLPR and LEVR) have no impact on the financial performance (ROE) of commercial banks in Bangladesh.
HA: The independent variables (CAR, CLA, NPLR, LLPR and LEVR) have a considerable impact on the financial performance (ROE) of commercial banks in Bangladesh. 

Table 5: Dependent Variable (ROE)
	ROE
	Coef.
	Std. Err.
	t
	P > [t]
	[95% Conf. Interval]

	CAR
	-.0268687
	.0347088
	-0.77
	0.441
	-.0956534     .0419159

	CLA
	.0386435
	.2049122
	0.19
	0.851
	-.3674444     .4447314

	NPLR
	-.2731303
	.1235898
	-2.21
	0.029
	-.5180563     -.0282043

	LLPR
	.2144743
	.1606646
	1.33
	0.185
	-.1039252     .5328739

	LEVR
	-.0799439
	.0449717
	-1.78
	0.078
	-.1690672     .0091794

	_Cons
	14.09193
	1.322409
	10.66
	0.000
	11.47122     16.71263

	Sigma_u
Sigma_e
Rho
	3.0457859
3.6701274
.40783206   (fraction of variance due to u_i)

	Fixed effects (within) regression
Group variable: Bank1
R-sq.: within = 0.1180 
          between = 0.0004 
          overall = 0.0514

corr (u_i, xb) = -0.1394
	Number of obs = 138
Number of groups = 23
Obs per group: min = 6
                        avg = 6.0
                        max = 6
F(5, 110) = 2.94
Prob > F = 0.0157

	F test that all u_i=0:                               F(22, 110) = 3.61                                     Prob > F = 0.0000



To assess the magnitude of each independent variable on the dependent variable the research has acclaimed that ROE is relevantly affected by negative Non-Performing Loan Ratio whereas it was theoretically revised and it positively affected credit risk management, other independent variables Capital adequacy ratio, Cost per loan asset, Loan loss provision ratio and Leverage ratio on no account has any significant impact.

[bookmark: _Toc25990242]4.3 Findings:

The main purpose of the research is to inspect the effect of credit risk management on the financial performance of commercial banks in Bangladesh, conducted by the credit risk and financial performance ratios throughout the years (2013-2018) time period. It has investigated the overall effect of credit risk on financial performance of commercial banks via explicit fractional credit risk indicators.

The empirical evidence show that there is a positive effect of credit risk indicator of Loan loss provision ratio on the financial performance (ROA) and a negative effect of Non-performing loans ratio on the financial performance (ROE). The other indicators Capital adequacy ratio, Cost per loan asset and Leverage ratio has no significant effect on the financial performance.

There exists an agreement by (Fan, 2014) found that when the financial performance was measured by ROA and ROE the Non-performing loans ratio had a positive effect and Capital adequacy ratio had no effect on credit risk management. In a finding by two separate study the capital adequacy measured credit risk management found a positive significant effect on the financial performance of a bank (Ogboi, 2013) and (Kurawa, 2014).

The overall effect of the credit risk management on financial performance is statistically significant as indicated by the computed F-statistic and its probability (0.0000 and 0.0006) of the research models. Therefore, the research submits that there is an effect of credit risk management on the financial performance (measured by ROA and ROE) of commercial banks in Bangladesh.






Chapter-5
[bookmark: _Toc25990243]Conclusion & Recommendation

[bookmark: _Toc25990244]5.1 Conclusion: 

The primary tenacity of this research is to investigate the effect of credit risk management on the financial performance of commercial banks, by isolating the credit risk management and financial performance indicators and to discover an empirical evidence of the degree to which credit risk management affects commercial banks financial performance and how they can enhance them. 

The research implies that Loan loss provision ratio is estimated to have a negative impact on credit risk management but on the contrary the result indicates that loan loss provision ratio has a positive effect on the commercial banks financial performance (ROA).
The research also implies that Non-performing loans ratio is estimated to have a positive effect on the contrary the result shows that non-performing loans ratio has a negative effect on the commercial banks financial performance (ROE) and they should establish efficient arrangements to deal with credit risk management.

The result reveals that the Capital adequacy ratio, Cost per loan asset and leverage ratio constraint profits of the commercial banks measured by both ROA and ROE, implies that only Loan loss provision ratio and Non-performing loans ratio effects on the commercial banks profitability.
The researcher concluded that the considered credit risk management indicators in the research are important in explaining the effect of credit risk management on the financial performance of commercial banks in Bangladesh. 



[bookmark: _Toc25990245]5.2 Recommendation: 

Based on the findings from the study, empirical analysis comprises of the following recommendations through which the commercial banks can improve their credit risk management to have an effective role on financial performance. The commercial banks in Bangladesh should take these recommendations into consideration, 
· Banks should establish a suitable credit risk environment under a credit granting process through maintaining, processing and monitoring over the credit risk administration.
· Banks should create credit risk management strategies for conducting a credit evaluation before granting any kind of loans.
· The commercial banks should check on their capital structure to increase their financial leverage.
· A widespread comparative research can be conducted among all the commercial banking sectors (NCBs, PCBs and FCBs) for the financial performance to understand the financial health scenario of the banks.
· The Central Bank should create a precautionary policy to grant cash loan (CTR) or an invoice purchase as an unfunded loan.
· To render more credible research, extensive interviews should be conducted with financial experts and advisors on the financial performance of commercial banks. 
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