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Editoral

It is with great academic pride and responsibiligt we present Volume 5,
Issue 1 of Resunga Journal, a peer-reviewed sthplabolication of Resunga
Multiple Campus. The publication of this fifth vohe represents a significant
milestone in our continuing effort to institutiorad research culture and uphold
academic excellence in alignment with the standsetiby the University Grants
Commission Nepal.

Since its establishment, Resunga Journal has dmnawvide a credible
platform for scholars, researchers, and acadensi¢@disseminate original
research findings across disciplines. In conformiityh UGC publication
guidelines, the journal strictly maintains editbtransparency, and follows
recognized standards of research ethics. All maipisaindergo plagiarism
screening to ensure originality, and editorial dexis are based solely on
scholarly merit, methodological rigor, and relevana the academic community.

The articles included in this issue reflect inteaijllinary engagement in
areas such as education, humanities, managemergpaial sciences. The
contributors demonstrate clarity in research objest theoretical grounding,
appropriate research design, systematic data asadysl critical discussion of
findings. Emphasis has been placed on methodolicgpeadness, proper citation
practices (APA style), and ethical compliance—aaiguirements for UGC-
recognized academic publications.

As a community-based institution, Resunga Multipempus remains
committed to producing research that is both lgaasponsive and globally
informed. The studies published herein addresssogmbrary issues relevant to
Nepal’s educational, social, and economic contekige contributing to broader
scholarly conversations. We strongly encourageltfiaooembers and emerging
researchers to engage in innovative inquiry andigtulwork that meets national
accreditation and indexing benchmarks.

The Editorial Board extends sincere gratitude ertviewers for their
constructive feedback, to the authors for theioaty contributions, and to the
Campus Management Committee for their continuegaupn strengthening
research infrastructure and publication stand&rdsir collective effort ensures
the credibility and sustainability of Resunga Jailirn

As we move forward, we aspire to enhance the jdisraesibility through
ISSN registration, digital archiving, DOI integati, and inclusion in recognized
indexing databases in accordance with UGC requingsn&/e welcome high-
quality submissions and constructive feedbackuture issues.

On behalf of the Editorial Board, | thank all cobtrtors and readers for
their trust and engagement. May this volume furdthrance the culture of
research, academic integrity, and intellectual ghoat Resunga Multiple Campus
and beyond.
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Systematic Literature Review on Effect of Ethical leadership on Employee Job
Performance

Surya Upadhya
Campus Chief
Resunga Multiple Campus, Tamghas, Gulmi

panthisuryal 979@gmail.com

Abstract

This study systematically reviews that existing literature of ethical
leadership and employee performance to examine therelationship between these
variables used in the study leadership and employee job performance across
diverse organizational contexts of the study conducted in different countries.
Ethical leadership that has been characterized by fairness, integrity and concern for
stakeholders, has increasingly been recognized as a critical determinant of positive
employee outcomes. The review of this studysynthesizes that empirical studies
published in top ranking journal between 2012 to 2025, highlighting that how
ethical leaders influence employee attitudes, motivation and behavior. Findings
consistently indicate that ethical leadership enhances job performance by fostering
trust, job satisfaction, organizational commitment and psychological safety. Ethical
leaders serve as role models, promoting ethical conduct and reducing workplace
deviance, which in turn improves task performance and organizational citizenship
behaviors. Additionally, the review identifies those mediating mechanisms such as
employee engagement and ethical climate, as well as moderating factors including
cultural context and individual moral identity. The implications suggest that
cultivating ethical leadership can be a strategic approach to optimizing employee
performance and reinforcing ethical organizational practices.

Keywords: Ethical leadership, Employee performance, organization

culture, Systematic

Introduction

An organization's performance relies not only on its financial capacity but also on
other performance such as leadership and employee behavior research highlights
that the role of leadership in improving organizational performance (Panthi, 2025).
The success of an organization largely depends on the behavior of its leaders, as
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leadership behavior significantly influences employee motivation, engagement and
performance, which are key determinants of organizational success (Hurduezeu,
2015).Ethical behavior in managementcharacterized by fairness, transparency,
integrity, respect and accountabilityextends beyond legal compliance to cultivate
trust and psychological safety within organizations. As defined by Brown, Trevifio
and Harrison (2005), ethical leadership refers to “the demonstration of normatively
appropriate conduct through personal actions and interpersonal relationships and
the promotion of such conduct to followers through two-way communication,
reinforcement and decision-making.” This definition highlights that ethical
leadership operates both at the individual and systemic levels, directly influencing
employees’ attitudes and behaviors.

Achieving high organizational performance requires not only knowledge,
skillsandgreat financial capital but also requires ethical behavior or ethical
leadership Yukl, et al., (2013). The relationship between managerial ethics and
employee performance is multidimensional, influencing not only measurable
outcomes such as productivity and efficiency but also qualitative aspects including
creativity, engagement and organizational citizenship behavior. Empirical research
consistently indicates that employees who perceive their leaders as ethical report
higher levels of job satisfaction, organizational commitment and discretionary
effort. For example, Mayer, Kuenzi, Greenbaum, Bardes and Salvador (2009)
found that ethical leadership positively influences individual and group
performance through enhanced trust and reduced workplace deviance. Conversely,
unethical managerial practicessuch as favoritism, deception, or exploitation—can
severely damage employee morale, increase turnover intentions and encourage
counterproductive work behaviors, ultimately eroding organizational human
capital (Tepper, 2000).

A primary pathway through which ethical leadership enhances performance is the
cultivation of trust in the leader. When employees perceive their leaders as
honest, reliable and principled, they are more likely to engage in risk-taking, open
communication and discretionary efforts without fear of exploitation. This
psychological safety net reduces transaction costs associated with monitoring and
control, allowing employees to focus cognitive and emotional resources on their
core tasks. As noted by Ko et al. (2018), trust acts as a critical lubricant in the
social exchange relationship, where employees reciprocate the fairness and care
shown by ethical leaders with increased commitment and diligent performance.
This trust-based currency is indispensable for fostering a cooperative and high-
performing work environment.
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Brown, et al. (2005) and Trevino, et al. (2003) further argued that ethical leader
plays role model for their followers and use reward and punishment to promote
ethical behavior. Followers will behave similarly to their leader through imitation
and observation learning. Ethical leadership is expected to have a positive effect on
employees’ behavior which result in good organizational performance (Trevino, et
al, 2003). Leadership in various cultures by being aware of the rules, principles and
methods of decisionmaking. This approach is advantageous for organizations that
operate in multiple countries because it aids in the development of an
understanding of how to interact with colleagues from various backgrounds.
Furthermore, a better understanding of colleagues' national cultures can aid in the
creation of workplace unity and harmony. For example, when employees
understand their colleagues' cultural norms, they can be more sensitive to
understand the differences in communication styles. Organizational leaders and
staff members must be aware of the variations and parallels among cultural
expectations when performing their jobs (Resick et al., 2006).

Upadhyay and Adhikari (2021) examined the impact of ethical behavior on
employees’ performance in Nepalese commercial banks and found a significant
positive relationship between ethical conduct and employee performance. Their
study highlights those ethical practices in leadership, including fairness, respect,
discipline and appropriate reward and punishment systems, contribute to improved
employee efficiency and commitment (Niroula& Panthi,2021). The findings
suggest that when leaders demonstrate ethical behavior, employees are more
motivated, engaged and aligned with organizational objectives. This study provides
important empirical evidence from the Nepalese banking sector, reinforcing the
argument that ethical leadership and behavior are critical drivers of employee
performance in developing country contexts.

Leadership is recognized as a key factor that indisputable influences employee
performance in any sort of business (Ogbonna & Harris, 2000). However,
researchers and academics have disagreed over how workers respond to different
styles of leadership (Gadot, 2006). Effective leadership, according to Detert et al.
(2007), assists staff in identifying and sharpening their contributions to the
organization's success. Attention had to be directed towards another type of
modern leadership style, which is the "ethical leadership" style, Ethical leadership
is anunclearnotion that includes several different characteristics (Yukl & Becker,
2006). A recent theoretical concept of ethical leadership has been suggested that
may provide a solution (Brown et al. 2004; Trevino et al., 2003). Employee
performance, according to Mwita (2000), is a crucial multicharacter factor that
aims to produce results that are closely related to the organization's predetermined
goals. Employee performance can increase under ethical leadership, according to
studies (Bello, 2012). Numerous studies have been conducted to evaluate how
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ethical leaders might enhance workforce productivity. Ethical leadership may act
as a mediator in the relationship between corporate culture and employee
outcomes, (Toor & Ofori 2009).

“Leadership is not a universal trait possessed by all individuals; rather, it requires a
distinct combination of vision, ethical judgment and influence that not everyone
naturally develops or acquires.” Northouse, (2022). Good leadership enhances
resilience and organizational performance, while bad leadership negatively affects
both organizational and individual performance Aboyasin& Abood, (2013). So, a
good leader should have the following qualities that are essential for the achieving
the desired goals of the organization.

Integrity
Integrity refers to honesty, consistency and adherence to moral principles. Leaders

with integrity gain trust and credibility, which are essential for long-term
effectiveness (Yukl, 2013; Northouse, 2022).

Vision and Strategic Thinking

A good leader articulates a clear vision and aligns organizational goals with future
opportunities. Visionary leadership helps guide and inspire followers toward
shared objectives (Bass & Avolio, 1994).

Ethical Responsibility

Ethical leaders demonstrate fairness, transparency and concern for others. Ethical
responsibility promotes accountability and fosters a positive organizational climate
(Brown, Trevifio, & Harrison, 2005).

Effective Communication Skills

Communication is central to leadership effectiveness. Leaders must clearly convey
expectations, actively listen and encourage open dialogue (Robbins & Judge,
2020).

Emotional Intelligence

Emotional intelligence enables leaders to understand and manage their own
emotions as well as those of others, contributing to better relationships and
leadership effectiveness (Goleman, 1998).

Decision Making Ability

Effective leaders make informed, timely and balanced decisions, especially in
uncertain environments. Sound decision-making enhances organizational
performance (Yukl, 2013).
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Empathy and Respect for Others
Empathy allows leaders to understand employees’ perspectives and needs,
fostering trust, motivation and cooperation (Northouse, 2022).

Accountability and Responsibility
Leaders must accept responsibility for their actions and decisions. Accountability

sets behavioral standards and encourages ethical conduct among followers (Brown
& Mitchell, 2010).

Adaptability and Flexibility

In a dynamic business environment, leaders must be flexible and open to change.
Adaptability helps organizations respond effectively to internal and external
challenges (Heifetz, Grashow, & Linsky, 2009).

Ability to Inspire and Motivate
A good leader inspires followers by recognizing their contributions and leading by
example, thereby increasing commitment and performance (Bass, 1985).

Methodology

The systematic literature review (SLR) method allows the integration and
reinterpretation of findings from independent studies on a specific topic, enabling
research conducted across different times, locations andsample sizes to be
examined holistically for more reliable conclusions. According to Greenhalgh
(1997), an SLR uses transparent and replicable procedures to comprehensively
evaluate all relevant literature. This review focuses on ethical leadership and its
relationship with employee performance, analyzing studies over the past decade
across various organizations. A Systematic Literature Review (SLR) differs from
traditional reviews by being objective, repeatable and comprehensive, following
methods similar to empirical research (Weed, 2005). In leadership and
management, SLRs provide transparency, simplicity and impartial reporting on a
topic (Thorpe et al., 2006). According to Klassen et al. (1998), an SLR involves a
comprehensive search for relevant studies, which are then appraised and
synthesized using a predetermined method The synthesis considers research
questions, hypotheses, publication year and context to provide a thorough
understanding of the topic. Accordingly, this review addresses whether the ethical
leadership style affect employee performance.

Data Sources

This study used a systematic literature review method, fallowing the deductive
approach in which all relevant studies relating to a topic domain are identified,
explored and interpreted (Webster & Watson, 2002). Several databases, including
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Science Direct, Research Gate Elsevier and Springer, were selected to narrow the
scope of previous research on the effect of ethical leadership on employee
performance and increase the chances to find relevant studies. Google Scholar and
Google Search are also used to conduct a broader search on topics. The research
used ethical leadership, impact and employee performance as keywords to carry
out the automatic search in the databases.

Inclusion and Exclusion Criteria

This systematic review includes studies that the published between 2012 and 2025
that examine ethical leadership and its impact on employee job performance. Only
journal articles and one master’s thesis involving employees, supervisors, and
managers across various organizations were considered. Studies not directly
addressing the effect of ethical leadership on employee performance were
excluded.

Sample

The literature review consists of 23 articles published seven in Nepal and sixteen
globally between 2012-2025 highlighting how ethical leaders influence employee
attitudes, motivation and behaviorare taken into consideration for literature review,
The majority of the study samples came from business organizations in the both
public and private sectors and across a range of industries, with only a few
examples from other contexts such bank and universities.

Result and Discussion

The main findings derived from the reviewed studies, as summarized in Table 1,
indicate that ethical leadership exerts both direct and indirect effects on employee
performance. Evidence from the 19 selected publications consistently demonstrates
a positive relationship between ethical leadership and employees’ performance.
Moreover, the findings suggest that employees tend to perform at higher levels
when they are treated fairly and ethically, a conclusion strongly supported across
the reviewed literature. As anticipated, the relationship between ethical leadership
and employee performance is influenced by several moderating and mediating
factors, including employee loyalty, trust, commitment, job security and efficiency.
Overall, this study makes significant theoretical contributions by strengthening the
understanding of how ethical leadership influences employee performance and by
highlighting the key mechanisms through which this relationship operates.
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Table 1

Table of articles, complied for this study

Author(s) & Year
Context

Sample /

Effect of Ethical Leadership on
Employee Performance

Lama, Aryal & Shrestha
(2024)

Bhandari &Subedi (2024)

Subedi &Bhandari (2024)

Upadhyay & Adhikari
(2021)

Kayastha(2024)

Basnet & Neupane (2025)

Sherchan(2021)

Employees

Employees

Employees

Employees

Faculties

Employees

Principal

Ethical leadership showed a positive
but statistically insignificant effect
on employee performance in
Nepalese commercial and
development banks.

Ethical leadership significantly
increased employee commitment,
which is closely related to higher job
performance and retention

Ethical leadership significantly
fosters employees’ innovative
behavior in Nepalese commercial
banks. Innovation correlates with
task performance and organizational
effectiveness.

Ethical behavior (including
leadership style) positively affected
employee performance in Nepalese
banks; respect, teamwork, reward-
punishment and discipline increased
performance

Ethical leadership enhanced teacher
engagement, which strongly predicts
better classroom performance and
professional outcomes.

Ethical leadership positively and
significantly influenced
organizational commitment among
Nepali public sector employees
higher commitment is linked with
better performance.

School principals’ ethical leadership
reinforced values and moral
practices that support teachers’
professional conduct and likely
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Author(s) & Year
Context

Sample /

Effect of Ethical Leadership on
Employee Performance

Bello, S.M. (2012) Leaders

Khuong, M.N.
&Quoc,T.H. (2016)

Sheraz, A., Zaheer, A.,
&Nadeem,M.(2012)

Park, C.H.,
Kim,W.,&Song,J.H.(2015)

Malik,M.S., Awais, M.,
Timsal,A., &Qureshi,U.H.
(2016)

Shafique, 1., N Kalyar,
M., & Ahmad, B. (2018)

Liu, J., Kwan, H. K., Fu,
P.P., & Mao, Y. (2013

Employees

Employees

Employees

Employees

employees

Employees
and leaders

improve performance in educational
settings.

Ethical leadership effect positively
and directly on employee
performance
Ethical leadership’s effect positively
and directly on employee
performance also has a positive
indirect effect of ethical leadership
on employee job performance
through employee job satisfaction
and employee work motivation
Ethical leadership mediates the
positive relationship between
organizational culture and employee
performance ethical leaders promote
a supportive culture in organizations.

Ethical performance and leadership
effect directly on employees’
behavioral performance, also ethical
leadership has a positive indirect
effect on performance through
psychological ownership
Ethical performance and leadership
effect directly on employees’
behavioral performance, also ethical
leadership has a positive indirect
effect on performance through
psychological ownership
Ethical leadership effect directly
employees’ performance and
indirectly through employee job
satisfaction

Ethical leadership positively directly
affects employee performance, also
indirect effect through workplace
friendships and subordinates’
traditionalist.
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Author(s) & Year Sample / Effect of Ethical Leadership on
Context Employee Performance
Weng, L. C. (2014) Employees  Ethical leadership and behavior are

Bataineh, M. T. (2020)

Kelidbari, H. R. R.,
Fadaei, Ebrahimi, P.
(2016)

Mo, S., & Shi, J. (2017).

Bouckenooghe, D., Zafar,
A., & Raja, U. (2015)

Ahn, J., Lee, S., & Yun,
S. (2018)

Kang, S. W. (2019

Yang et al. (2019),

Obicci, P. A. (2015)

and leaders

Employees

Employees

Employees
and leaders

Employees
and leaders

Employees
and leaders

Employees
and leaders

Employees

Employees

positively and directly associated
with the service performance of their
followers

Ethical leadership has a positive and
direct effect on employee job
performance

Ethical leadership affects employee
performance positively and
indirectly through intermediary
variables such as leader-member
exchange, self-efficacy
andorganizational identity

Ethical leadership effect employee
task performance positively and
indirectly mediated by trust in leader
and surface acting
There is a positive indirect
relationship between the ethical
leadership of the leaders and
followers’ in-role job performance,
through mediator factors such as
follower—leader goal congruence and
psychological capital.

Ethical leadership directly and
positively affects employee
performance.

Ethical leadership effect positively
and indirectly on followers’ work
performance mediated by followers
perceived salience of the ethics code
ethical leadership positively effects
employee performance in the
banking sector.

There is a positive and direct effect
of ethical leadership on employee
performance.
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The reviewed studies consistently indicate that ethical leadership has a positive
influence on employee performance across different organizational contexts, both
in Nepal and globally. Ethical leadership is characterized by fairness, integrity,
transparency, respect andconcern for employees, which creates trust, commitment
and motivation among followers.

Many studies show that ethical leadership directly improves employee
performance. Leaders who model ethical behavior inspire employees to perform
better in their tasks, as demonstrated in studies by Zehir& Erdogan (2011), Bello
(2012), Weng (2014), Bataineh (2020) and Ahn et al. (2018). Similarly, Nepalese
studies such as Upadhyay & Adhikari (2021), Kayastha (2024) and Bhandari &
Subedi (2024) show that ethical leadership directly enhances performance,
engagement and classroom or workplace effectiveness.

Ethical leadership also indirectly enhances performance by mediating factors such
as job satisfaction, organizational commitment, trust, innovation, psychological
ownership, leader-member exchange and workplace relationships. For example,
Khuong & Quoc (2016), Park et al. (2015), Shafique et al. (2018) and Mo & Shi
(2017) demonstrate that the relationship between ethical leadership and
performance is strengthened through these mediators. In Nepalese contexts, Subedi
& Bhandari (2024) found that ethical leadership promotes innovative behavior,
which is closely linked to task performance and organizational effectiveness.

Studies also highlight the role of organizational culture and sectoral context.
Sheraz, Zaheer & Nadeem (2012) emphasized that ethical leaders foster supportive
cultures, which in turn improve performance. Nepalese research indicates that
ethical leadership in banks, educational institutions and public organizations
enhances commitment, engagement and professional conduct (Basnet & Neupane,
2025; Sherchan, 2021). Lama, Aryal & Shrestha (2024), however, found a
statistically insignificant effect in some commercial and development banks,
suggesting that contextual factors such as organizational norms, culture and
employee perceptions may moderate the impact of ethical leadership.
Across the studies, ethical leadership consistently emerges as a key determinant of
employee performance, both directly and indirectly. Leaders who demonstrate
ethical behavior create a positive organizational climate that encourages trust,
commitment, motivation, innovation and engagement, resulting in improved task
and organizational outcomes. The findings emphasize the importance of cultivating
ethical leadership practices to enhance employee performance and organizational
effectiveness across global and Nepalese contexts.
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Implications for Future Research

There is a significance gap on the differences in ethical perspective would affect
ethical leadership and employee performance is a matter for future research.

Conclusion

This systematic literature review of this study provides that a comprehensive and
contemporary scholarly examination of the effect of ethical leadership on
employee performance. The findings contribute to a deeper understanding of the
organizational mechanisms that should be effectively managed to promote
improved workplace performance. The reviewed studies consistently indicate that
employees feel respected, valued and motivated when they are treated ethically and
with genuine care, which in turn enhances their willingness and ability to perform
at higher levels. Ethical leadership fosters a supportive work environment where
fairness, trust andmutual respect prevail, thereby strengthening employees’
commitment to organizational goals.

Additionally, the evidence from this study suggests that the employee participation
in organizational policies and decision-making processes is essential for enhancing
job satisfaction and motivation. Organizational change and leadership strategies
should therefore place employees at the center, recognizing them as key
stakeholders rather than passive recipients of managerial decisions.

Despite its contributions, this review is limited by its reliance on prior empirical
studies, many of which employ similar measurement instruments and cross-
sectional designs. Future research should explore thatcross-sectional, longitudinal
and context-specific approaches, particularly in developing economies, to capture
the dynamic nature of ethical leadership. Overall, the study underscores the critical
role of ethical leadership as a strategic resource for achieving sustainable employee
performance and long-term organizational effectiveness.
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Abstract

The rising pace of Artificial Intelligence (Al) has brought about an array of
changes in learning processes across the world, including English teaching
classrooms. Al-driven tools such as tutoring systems, writing assistants, chatbox
and other adaptive learning options offer a variety of personalized learning
processes. This recent transformation in the teaching-learning domain has had
tremendous dividend on teacher capacity enhancement and learner freedom. This
recent development exerts much influence with massive potential to transform
language classrooms by empowering teachers’ skill development, reducing their
workload, leading to interactive and holistic pedagogy. In spite of this alluring
growth, in contexts like Nepal, factors like digital illiteracy, insufficient
infrastructural resources, accessibility and ethical issues limit the efficacy of the
integration of artificial intelligences in English teaching classroom. Previous
studies show the potential and constraints of incorporating Al in education. This
study applies a qualitative research approach to examinethe agenda of inducting
artificial devices in perceptions, adaptations, and negotiations in the integration of
Al in teaching English language. Through documenting the past reviews, this paper
aims to gather insights into how pedagogy, professional freedom, and broader
engagement are affected by Al in resource-depraved contexts like Nepal. Findings
of this studymade a contribution to the accumulated body of literature on Al and
education in the issue of incorporating modern Al technology into language
education.

Key words: Pedagogy, Independence, Artificial Technology, and ELT.

Building the Context

The rapid expansion of Al technology has significantly influenced different
domains of society, including that of education. Over past few years, Al
applications such as intelligent teaching systems, automated or customized
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evaluations systems, chat bots, and personalized learning systems have been
widely applied in teaching and learning across the world (Adhikari, & Rana, 2024).
English language teaching has also witnessed a massive shift towards technology-
driven practices that compels to redefine the prevailing or orthodox approaches of
teaching, learning, and evaluating. Al offers novel potentialities as in the case of
individualized learning experience, one-on-one feedback and comments allowing
deeper learner independence which demonstrate this development as a legitimate
teaching resource in language learning.

In the area of English language teaching, Al technologies can be profitably
employed to transform classroom practices. Natural language processing enables
machines to interact with learners in real-time whereas Al writing supports and
speech software help the growth of grammar, vocabulary, writing and
pronunciation skills (Ajayi, et al., 2024). These technologies optimize students'
autonomy while simultaneously reducing teachers' mundane work, allowing
concentrating on new and interactive instructional dimensions. Al application in
teaching English, however, involves some remarkable challenges. Factors such as
insufficient technology availability, low digital literacy on the part of instructors,
infrastructural limitations, and the issue of professional integrity in data privacy
and inadvertent use of technology remain the hindrances, particularly in the
developing contexts such as Nepal.

Much of the research has sought to investigate the possibilities and
challenges of inducting Al technology in education. This study also seeks to
investigate the general challenges and questions of using Al in English language
instruction. Adhikari and Rana (2024) note that teachers’ perspective provides an
insight into how modern devices and applications take up and negotiate integration
of Al into their own development. Teachers' experiences have the vital role toplay
in their innovations in teaching and also their struggles, resistances plus aspirations
pertaining to technological innovation as well. The aim of this study is to explore
experience and attitude of English language teachers regarding classroom
technology use and how Al is impacting teaching approaches, student motivation
as well as language learning outcomes (Shrestha, & Bhattarai, 2021).

Therefore, the present study endeavors to examine the experiences of
applying Al in English language teaching. Through analyzing and synthesizing the
general experiences and past reviews, this study tries highlight the ways in which
Al exerts effects on professional practices, identity formation and classroom
discussion (Dhakal, 2024). The study also raises the contextual issues concerning
under-resourced settings, revealing evidence on how Al can be profitably
incorporated into the ELT classrooms. Additionally, the research also intends to a
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contribution towards the ongoing scholarly debate about the role of Al in education
with a human involvement in technological integration in language learning.

Research Questions

e What are the challenges of the application of Al technology in
English teaching classrooms?

e How can Al technologies be best used in ensuring learners’
autonomy and professional practices?

Research Objectives

The paper aims to achieve the following objectives:
¢ To examine the existing scholarly debates in Al and learning praxis

¢ To understand the best practices of Al technology and apply them in
English teaching classrooms.

Research Methodology

This study applies qualitative research approach with interpretative
paradigm. It draws upon secondary sources of data materials to examine the
scholarly debates existing in the repertoire of Al technology knowledge. The paper
marshals the existing ideas and discussions to understand the best practices of the
uses of artificial intelligence in the teaching practices.

Findings and Discussions

Al empowers English language teachers to instruct students through
customized learning and material accessibility. Chat GPT, Grammarly, and
translation programs inter alia help with writing and practice (Allport,1937). The
use of such applications in the classrooms allows for deeper and broader student-
teacher engagement for productive and interactive learning. Despite the immense
advantages of such tools, guidance is required to apply Al in the classroom. Al
tools renders teaching more interactive and personalized. Many English programs
like Grammarly as well as Al-powered pronunciation tools engage students in the
acquisition of different components of lessons in their own pace. Grammarly is an
effective and useful tool for writing compositions and Quiz let for vocabulary
learning. There are other Al tools that are help in improving conversational
exercise

There many positive perception and attitudes toward Al in English
language teaching. My own colleagues point out the how tools like Grammarly
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pronunciation apps Quiz let enhance interactive and reciprocal learning among
students. As a means to support independent learning and automatic knowledge
acquisition, tools serve as a partner in the teaching process. The active role in
exploring technology, presenting themselves as progressive educators adapting to
new trends in digital learning (Allport,1937).

According to Van Dijk, the uses of Al tools in educational settings
transcend personal experience and point out a broader social ideology of
modernization and digital literacy. He demonstrates the dynamics of transforming
power relationships in the classroom, which means moving from monopolistic
knowledge dissemination to facilitating Al for self-learning. This mirrors global
discourse that supports use of technology as method of improving education, while
at the same time recreating teachers' professional identity within a digitally-led
society (Allport,1937). What Dijk and Allport imply is that the uses of Al tools in
the classroom reduces teacher workload in correcting errors. As a teacher myself |
have employed pronunciation app in speaking lessons. This experiment was very
beneficial both for my students and myself making room for adaptation and
modification in the classroom. Al tools are also helpful for self-correction of minor
errors and lapses on the part of the students. This Al uses have not only helped a
teacher from being a depositor of knowledge to a humble facilitator.

This also projects Al as a supportive and interactive tool in language
education. Tools Grammarly, chatbox and Quizlet, including authentic
pronunciation apps show openness to adopting technology for improving student
autonomy and engagement. Van Dijk's perspective bridges individual experience
and broader social ideologies of modernization along with digital literacy.
According to this postulation, teacher’s identity becomes transformed from a sheer
transmitterof knowledge to facilitators. This transformation empowers students in
becoming an autonomous and self-reliant learner. This viewencourages to
incorporate global educational discourse about Al in classrooms as it frames Al as
an innovation and empowerment driver.

Al opens up a new frontier for obtaining knowledge. It can
offerindividualized teaching practices, especially in composition and sentence
construction. The menial way of correcting and proofreading is tedious and taxing.
Al composition tools and pronunciation recognition apps for pronunciation
activities are extremely beneficial and empowering.

Experiences show that Al can be regarded as a game-changer in education,
revealing how it can provide customized and personalized feedback in such areas
as grammar, composition, conversation and pronunciation. The monotony of
providing feedback for crowded classes. Al presents technology as a realistic
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solution to redress structural issues in the classroom. Specific tools such as Al
writing devices, pronunciation and Al-based drillingsillustrate experimental and
ongoing practices. These can be taken as proactive in classroom engagement and
learning impacts (Dhakal, 2024). In Van Dijk's definition, these development does
not only mirror individual practices but also point out a broader social belief of
novelty and efficiency in imparting education to students. Instructors can use Al as
a powerful tool that go beyond classroom limitations, technology enhancement and
human effort (Dhakal, 2024). This allows to change a teacher’s identity as a
facilitator and innovator in a digital time, reflecting global discourse that places Al
in the central of modern pedagogy and student voice.Using Al-based drilling for
quick feedback, comments and progress evaluation is a worldwide teaching
practice and mode of mode of teaching. In this respect, it is good to encourage
students to experiment with Al tools on their own.

Al technology is developing pedagogical practices by making frequent
exercises for grammar and providing immediate feedback, reflecting Al as
productive helpmate educators. This help them to concentrate on constructive
learning learning (Dulal, 2024). Monitoring progress also suggests a shift towards
a pedagogy where learning results are simpler to assess in a systematic manner.
This allows for a broader education conviction for transparency and measurement-
based improvement. Van Dijkcontends that the recent development suggests a
power realignment in the classroom with learners having greater independence for
their own learning through Al applications. By modifying themselves from
transmitters of knowledge to facilitators, teachers gainsan identity which is
favorable to learner independence and participation (Gajurel, 2023). Such
perspective reinforces a larger social framework about digital literacy as well as
autonomous learning. This establishes a bedrock of education in the modern digital
era. Al is an efficient tool for both teachers and students, which can make learning
more self-motivated, especially in the area of composition and conversation. Thus,
these argumentsredefine Al as a supporting partner to facilitate not only teaching
and learning, but also for composition and speaking. Al focuses on autonomous
learning, illustrating how this technology can enable students to bein control of
their learning. This belief reflects the discourse of student autonomy, efficacy, and
personalization in learning—a core dimension of digital pedagogy in today’s world
(Dulal, 2024). By positioning Al as an assistant educators establish interactive
human-technology ties and bonds.

Van Dijk also discusses pedagogical practices at both micro and macro
levels. According to him, modern technologies show how everyday tools embody
greater social values of technological sophistication and linguistic competence. It
also realigns teacher's role from sole knowledge authority to a guide and facilitator,
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showing a broader discourse of learner autonomy. Hence, discourse helps to
normalize Al as rightful approach to language acquisition, firmly situating it in
institutional and public spaces (Gajurel, 2023).Integrating Al tools in the
assignments and asking students to write their work first using the tools supports
students to vocalize their views and interests. It also encourages self-grading and
peer discussion. Many teachers relate the story of the benefit, accounting how their
teaching style changed from monolithic teaching to facilitation.

The pedagogic shiftis integrated into tasks to foster learner autonomy and
critical perspective. By asking students to initiate using Al tools themselves,
classrooms activity can be made engaging and lively, triggering group discussions
and debates. Using Al, a teacher impersonates himself/herself as a facilitator self-
improvement, encouraging peer learning. This replaces human response and
reveals anbelief of power shift toward shared learning in which technology is used
as a means to foster independence and interactions (Gnawali, 2021). At the micro
level, teacher's narrative shows how practices at classroom level are being
reconstructed to conform to modern ideals of learner-centered teaching.

Van Dijk’s arguments unravel a broader macro-level power transfer in
education. The shift from traditional monolithic teaching processes to facilitating
reflects the reconfiguration of power. In this model, teachers are no longer a
depositor of knowledge but only a means to support students to acquire ideas.
However, they are at the intersection between students and feedback provided by
Al technology. This approach shows teacher's identity and legitimates Al as an
equal performer in learning (Gnawali, 2021). Al then blends innovation, flexibility,
and critical engagement with technologically innovative values, offering Al as a
core pedagogical catalyst across institutional and cultural settings as well.

There are, however, challenges and hampering factors for using Al in the
classroom. Students' and teachers' lack of sufficient digital literacy and uneven
access to devices and connectivity feature as one of the key obstacles. Preposterous
dependence on Al tools and a lack of related training are also hurdle in the
implementation of Al technology presence in classrooms (Gnawali, 2021). Thus,
the biggest blocking stone is that of access. Not every student has the ability to
know about the smart phone or internet at home. Sometimes, technologies are not
reliable and functioning well. In the case of such technological failure and hitches,
instruction have to be given offline, with alternative methods well in place.

The challenges of the Al integration have also emanated from structural
differences in online availability and accessibility. Not all students can avail of
smart phones and the internet. This structural discrepancy points out another subtle
socio-economic dimension of technological discrimination and inequality of
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education. Most of the students also experience abrupt disruption as in the case of
apps failure and sudden power cut. These factors show a immense learning
challenges. It demonstrates power imbalance between technology-rich and
technology-poor learners. This is also an issue raised by Van Dijk.

The technological malfunction and inequalities add to teachers” woe. To
address this issue, teachers have to improvise strategies in their classrooms. They
have to invent ways to overcome these inequalities. One of the ways to resolve
such issues is by building inclusive practices. Time allocation for the computer
laboratory sessions, the mediation betweenthe restriction of access and the need for
equal involvement (Gurung, & Shrestha, 2023). Providing offline alternatives is a
viable method. Notwithstanding this, the fact of student agency should note
excluded on the pretext of technological breakdown. This is in line with Van Dijk's
theory, where not only does discourse reflect social issues but also actively
produces ways to cope them. This arrangement has a lot to do with the impact it
has on teaching and Learning.

Students feel motivated engaged when they get quick feedback via
Al Through this technology, students are involved in classroom discussions about
their learning activities, errors and improvement. Although this way Al has
changed the role of a teacher, the goal of correcting assignments and spending
more time on guiding students and designing interactive assignments should be the
uncompromising objective.

The challenges and opportunities shown above reveals new classroom
dynamics through the induction of Al. This is an illustration of how the Al
feedback and comments contribute to student participation and discussion. This
technical feature has dual functions: first it locates teachers at a catalyst to bring
about a change in enhancing student engagement. In this new scenario, students are
transformed into active learners or self-evaluators, correcting their own mistakes
on the basis cumulative comments. This technological benefit is about power shift
within which knowledge is more oriented to student and less restricted to teacher.
(Gurung, & Shrestha, 2023). Redrawing teacher's professional identity within Al
discourse places students at the center of learning activities. Instead of being an
adjudicator checking student assignments, the teacher acts as a facilitator and
guide. This reinforces Van Dijk's view that discourse can transform social roles.
Here, the teacher is only interested in developing interactive classwork and
facilitating deliberation, showing a more democratic and engaged classroom.
Therefore, Al becomes an efficient tool to realign power balance in education and
in triggering collaborative learning environment.
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Difficulties and obstacles encountered by teachers and student are almost
identical. Majority of students are intimidated by the rising application of Al
because they fear it will displace instructors. Technical issues like unreliable
supply of internet and a lack of devices pose an immense obstacle. In this case,
teachers have to take a recourse to imagine new ways to make up for the problem
caused by unexpected technological breakdown.

While Al inclusion both is most likely to promote social and intellectual
empowerment when it comes to Al integration in the classroom, students'
resistance or suspicion that Al may eject teachers from the school premises is
equally reasonable. Issues like interrupted internet and its cognate constraints like
restricted devices also portray discrepancy in access. This shows the manner in
which socio-economic dispensation demonstrate participation and continue digital
divide. This debates between technology, perception and social context in
influencing classroom practice is groundbreaking. It is the depiction of teacher’s
negotiation pertaining the availability equitable learning opportunities (Joshi, et al.,
2023). By motivating students, in terms of exercises, drillings and alternative
exercises, teachers actively restructure classroom practices to minimize access
issues. Van Dijk contends how discourse gives voice to social agency through
language. Actions can be taken to resolve structural constraints and redefine power
dynamics. The Al discourse puts instructors in the shoe of a facilitator, who serves
as a bridge between technology and learners.

Indeed, the benefits of Al-assisted teaching are promising. The impact of
using Al technology on teaching and learning has contribution to improved
interaction. This is more evident in online activities than face-to-face interaction.
The instant way of getting feedback encourages students to respond positively,
which leads to improved overall performances on the part of the students. It shows
how the instant feedback given by Al supports students' thinking competence and
promotes classroom discussion. Additionally, instant feedback not only enhances
classroom participation but also boosts students' confidence. This demonstrates
technology as a catalyst shapes learners' cognition, their behavior and engagement.
In other words, class power dynamics undergoes a change when students are
becoming more engaged in gaining process through the deployment of Al-assisted
learning activities (Joshi, et al., 2023).

The incorporation of Al into the classroom shapes the professional self of a
teacher and his pedagogical decision. Through reconstructing lessons that blend
technology with human involvement develops reflective and facilitating
professional self rather than sticking with traditional methodologies. As per the
suggestion of Van Dijk, this combination demonstrates the way digital technology
enables social practices and reformulates pedagogical norms. The debates show Al
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as teaching tool, leading to a more democratic, autonomous, collaborative and
student-initiated learning within the broad environments.

Conclusions

The findings expose that the limited exposure to smart phones and the
internet poses major challenges in the implementation of Al technology in the
English teaching classrooms. Overreliance on such technology is also likely to
diminish students’ critical thinking skills and reduces the level of critical
involvement. The decision of incorporating Al technology in classroom also show
structural disparities within the learning environment. Limited access to mobile
phones and the internet reflects socio-economic inequality giving rise to a digital
divide. This precludes the possibilities of students’ collective engagement in Al-
driven learning. Al-mediated learning also enables students to be self-reliant and
confident in their own presentation and writing compositions. They become more
motivated when they receive feedback instantly. For teachers also, Al is also a
powerful tool of enhancing English learning process. This has however to be
combined with adequate orientation, digital literacy, and infrastructural
reinforcement. The discussion also demonstrates that the integration of Al in the
classroom is a means to empower students’ autonomy, boosting their self-
assurance and enthusiasm. Lack of fair and equitable distribution of Al assistants
deprives some of the students who have limited exposure of participation and
engagement. This is the case of resources-limited school setting. Overall, Al has
the promising avenues to assist English learning environment. The integration also
empowers teachers in terms of making students creative and communication
competence rather than wasting time in the correction of mundane mistakes.

Recommendations

Based on the conclusions drawn, a multi-faceted implementation strategy is
recommended to ensure the equitable and effective integration of Al in English
language classrooms. First, to bridge the digital divide and structural disparities,
priority must be given to increasing accessibility for resource-starved schools
through policy intervention and funding, ensuring all students can participate in
Al-driven learning. Concurrently, upgrading the strength of equipment and
providing reliable technical support are essential infrastructural reinforcements to
create a stable technological foundation. For teachers, who are pivotal to this
process, comprehensive trainings and periodic orientation are necessary to move
beyond mere tool usage; these should be coupled with robust digital literacy
programs. This combination will empower educators to harness Al not just for
mundane correction, but to foster student creativity and communication
competence, thereby enhancing the overall learning process. Crucially, this
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professional development must emphasize pedagogies that use Al to empower
student autonomy and motivation through instant feedback, while deliberately
designing activities that prevent overreliance and preserve critical thinking skills.
Only through this holistic approach—merging equitable access, sustained
infrastructure, and critically literate teacher facilitation—can Al's promising
avenues for empowering both students and teachers be fully realized without
exacerbating existing inequalities.
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Abstract

Management thought is ever changing phenomenon in the face of
economic, technological and social changes. Management thought has been
evolved from the early classical theories focused on efficiency and control to the
contemporary approaches that the emphasize flexibility; innovation and the value
of human capital, with each phase were shaped by the prevailing conditions of its
time. The arrival of new technologies like internet and other mobile
communication technologies contributed for the change of social life throughout
the world. The digital age has enhanced that process at an unprecedented speed.
Technologies such as artificial intelligence, big data analytics, cloud computing
and digital platforms have been transformed how organizations are structured,
managed and led in the competitive business world. This study examines that the
historical evolution of management thought and critically analyzes how
digitalization is reshaping as managerial roles, organizational structures, leadership
styles and decision-making processes. It argues that the management in the digital
age requires a synthesis of traditional principles and new capabilities, including
agility, technological literacy, ethical awarenessand a human-centered approach.
Thisstudy also concludes by discussing future directions of management thought in
an increasingly digital and interconnected world.

Keywords: Management Thought, Leadership, Organizational Theory and
Technology

Introduction

The discipline of management has never been static (Burns and
Stalker,1961). It has been changed in tandem with shifts in markets, technology,
labor relations, and industrial processes (Schwab, 2016). Formal management
methods emerged from the industrial revolution, and in the latter half of the 20th
century, globalization and information technology changed how managers thought.
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Another significant turning point in the development of management theory is the
digital age (Vial, 2019).

Rapid technology innovation, constant communication, real-time data
availability, and permeable organizational boundaries are characteristics of the
digital age (Weatherbee and Durepos, 2023). Flatter organizational structures are
replacing traditional hierarchies, remote work is becoming more common and
algorithms and analytics are supporting decision-making more and more (Brazeal
et al., 2014). These modifications call into question traditional managerial
presumptions about authority, control, supervision, and planning. It is crucial for
academics, professionals, and educators to comprehend how management theory
has changed in the digital era (Westerman et al., 2014) It clarifies why managers
need to acquire new skills and why some management techniques are no longer
successful. This study traces that the historical development of management
theories and explores how digital technologies are reshaping the foundations of
management thought.

Scientific Management

Frederick Winslow Taylor's work was largely responsible for the
development of the first formal management theory in the late 19th and early 20th
centuries (Taylor, 2004). The goal of scientific management was to increase
productivity by methodically analyzinglabor processes (Taylor, 1911). Taylor
thought that finding the "one best way" to do a task and separating planning from
execution would maximize efficiency. Management was seen as a technological
task during this time. For the most part, workers were viewed as economic entities
driven by financial incentives (McGill and Klobas, 2009). Scientific management
was criticized for neglecting the social and human sides of labour, despite the fact
that it greatly increased industrial productivity (Westerman et al., 2014).
Notwithstanding its shortcomings, scientific management set the stage for further
advancements. Even in the digital age, concepts like standardization, performance
assessment, and process optimization are still applicable, especially in operations
management and automation.

Administrative Management Theory

By concentrating on organizational structure and managerial functions,
Henri Fayol broadened the scope of management theory(Sahni and
Vayunandan,2009). Planning, organizing, commanding, coordinating and
regulating are some of the essential managerial tasks that he defined. Additionally,
Fayol put forth management concepts including scalar chain, division of labor, and
unity of command (Burns and Stalker1961). The universality of management
principles was shown by administrative management theory. It was expected of
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managers to use formal hierarchies to exert authority, plan logically, and
coordinate activities (Drucker, 1954). For many years, these concepts dominated
organizational design, and they still have an impact on management
education(Sahni and Vayunandan, 2009). However, in the digital age, where speed,
flexibility, and teamwork are crucial, strict hierarchies and centralized control have
lost their efficacy.

Bureaucratic Theory

The bureaucratic idea of Max Weber placed a strong emphasis on formal
regulations, impersonal interactions, and power based on merit (Downs,1965). For
huge institutions in particular, bureaucracy was seen to be the most logical and
effective type of organization. Bureaucracy produced rigidity in addition to
stability and predictability (Castells, 2010). Excessive bureaucracy is frequently
viewed as a hindrance to creativity and responsiveness in the digital age. However,
bureaucracy still plays a significant role in public sector organizations and
regulated businesses.

Human Relations Movement

The human relations movement arose in the 1930s and 1940s as the result
of the shortcomings of traditional conceptions (Rose, 2005). Elton Mayo's
Hawthorne studies showed that group dynamics, employee morale, and social
factors all had a big impact on productivity.Human well-being replaced mechanical
efficiency in management theory (Maslow, 1943). Supervisors were urged to focus
on employee satisfaction, motivation, and communication. Employees were seen
as social beings as well as economic entities. This change established the
foundation for contemporary people-centered management strategies, which are
extremely pertinent in the digital era, particularly in knowledge-based businesses
(Mintzberg, 1973).

Behavioral Science Approach

By combining psychology and sociology, behavioral scientists like
Maslow, Herzberg, McGregor and Argyris advanced management theory (Gill,
2002). Management practice now revolves around ideas like organizational culture,
work happiness, motivation, and leadership styles (Yukl ,2013).Different
managerial presumptions regarding human nature were highlighted by Douglas
McGregor's Theory X and Theory Y (McGregor, 1960). Theory Y, which makes
the assumption that workers are self-driven and capable of self-direction, is highly
compatible with modern digital workplaces.Given the importance of creativity,
autonomy, and intrinsic motivation in digital organizations, these theories are still
very relevant.
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System Theory

According to systems theory, organizations are open systems that
communicate with their surroundings (Luhmann et al., 2013). Organizations are
made up of interconnected subsystems, and modifications to one component have
an impact on the entire system. Systems thinking is more crucial than ever in the
digital age (Cascio and Montealegre, 2016). Businesses function within intricate
ecosystems that include platforms, suppliers, customers, regulators and technology
suppliers. Managers need to handle ongoing change and interdependencies
(Drucker, 1954). The concept of universal management principles is rejected by
contingency theory (Donaldson, 2001). It makes the case that situational elements
like size, strategy, technology, and environment are important for good
management (Fayol, 1949). This viewpoint is especially pertinent in the digital
age, when adaptability is crucial due to the quick advancement of technology
(Maslow, 1943). There is no one ideal approach to managing digital organizations;
instead, strategies must be tailored to particular situations.

Defining the Digital Age

The digital age refers to an era in which social and economic activities are
predominantly designed by digital technologies and digital transformation
processes (Westerman et al., 2014). It is noticeable by the widespread adoption of
information and communication technologies that enable faster information flow
and connectivity across organizations and markets (McGill & Klobas, 2009). The
increasing use of artificial intelligence, automation and data analytics has shifted
managerial decision-making toward evidence-based and algorithm-supported
approaches (Cascio & Montealegre, 2016). Moreover, remote work arrangements
and virtual collaboration have redefined traditional workplace structures and
leadership practices (Cascio & Montealegre, 2016). Additionally, platform-driven
business models have altered competitive strategies and value creation
mechanisms, requiring managers to rethink organizational design and strategic
management in the digital context (Westerman et al., 2014).

Shift from Control to Collaboration

Control and supervision were key components of traditional management
(Westerman et al., 2014). However, employees can work remotely, autonomously,
and cooperatively across boundaries thanks to digital technologies. Instead, acting
as controllers, managers are increasingly acting as facilitators (Yukl, 2013). Direct
supervision has lost importance in favour of trust, empowerment, and a common
goal. This signifies a substantial change in the ideology of management (Goodyear
et al., 1984).
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Data-Driven Management

The emergence of data-driven decision-making is one of the biggest shifts
in management theory (Davenport, 2014). Big data analytics lessens the need for
managers to rely solely on intuition by enabling real-time analysis of massive
amounts of data (Lee et al., 2015). Data increases accuracy, but it also raises
questions about relying too much on algorithms. Combining analytical insights
with human judgement and ethical reasoning is necessary for -effective
management in the digital age.

Artificial Intelligence and Automation

Forecasting, scheduling, hiring, and performance reviews are among the
managerial responsibilities that artificial intelligence is revolutionizing (Shekhar,
2019). Managers are free to concentrate on strategic and innovative tasks while
routine decisions are increasingly automated. Al, however, also calls into question
established 1ideas of managerial accountability and power (Raisch and
Krakowski,2021). To properly supervise algorithmic judgements, managers need
to have a thorough understanding of technology.

Transformation of Leadership Styles

Instead of authoritarian leadership, digital settings demand transformational
and adaptive leadership. Leaders need to inspire, share their vision, and encourage
creativity (Naidu et al., 2005). It is required of digital leaders to be emotionally
sophisticated, technologically literate, and morally sound (Raisch and Krakowski,
2021). They have to deal with constant change, virtual teams, and diversity.

Managing Remote and Hybrid Work

Leadership techniques have changed as remote and hybrid work have
become more common (Hilberath et al., 2020). The foundation of supervision is no
longer physical presence. Effective communication, outcome-based assessment,
and trust are crucial (Naidu and Van,2005). This change calls into question long-
held management beliefs and necessitates the development of new leadership
skills.

From Hierarchies to Networks

Digital companies frequently use flexible, flat organizational
structures(Chapman, 2019). Project-based work and cross-functional teams are
typical (Katz and Kahn,1978). There is a growing decentralization of authority.
Although they promote speed and creativity, networked organizations necessitate
close coordination and a common set of values (Kim, 2006). Although they
promote speed and creativity, networked organizations necessitate close
coordination and a common set of values.
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Digital Organizational Culture

In the digital transformation process, culture is crucial (Kocak and
Pawlowski,2023). Success requires a culture that promotes experimentation,
learning and teamwork (Maslow, 1943). Through communication, reward
programs and leadership conduct, managers must actively shape culture.

Data Privacy and Surveillance

Concerns about algorithmic bias, data privacy, and staff surveillance are
ethical issues brought up by digital management (Posner, 2008). Over-monitoring
can erode morale and trust. Managers need to strike a balance between individual
rights and efficiency.

Digital Divide and Inclusion

Digital skills and technologies are not equally accessible to all employees
(Warschauer, 2004). To stop exclusion and inequality, inclusive management
techniques are required (Yukl, 2013). In the digital age, ethical leadership and
social responsibility are essential components of management philosophy.

Rethinking Management Education

To educate upcoming managers for digital issues, management education
must change (French and Grey,1996). Technology, analytics, ethics and soft skills
should all be incorporated into curricula. Lifelong learning, multidisciplinary
approaches, and experiential learning are becoming more and more significant
(McGill et al.,2009).Academics need to investigate new topics like digital labour
platforms, algorithmic management and human-Al cooperation. In light of digital
realities, conventional theories must be re-examined.

Discussion

The review of management theories that demonstrates a clear evolution
from control-oriented, mechanistic models toward flexible, human-centric, and
technology-enabled approaches. Classical theories such as that scientific,
administrative and bureaucratic management emphasized efficiency, hierarchy and
formal control (Taylor, 1911; Fayol, 1949 and Weber, 1968). While these
approaches provided stability and predictability, their limitations have become
more increasingly visible in the digital age, where speed, innovation and
adaptability are essential.

Contemporary management thought, influenced that human relations,
behavioral science, systems, and contingency theories, aligns more closely with
digital realities (McGregor, 1960; Donaldson, 2001). Digital technologies have
accelerated that the shift from supervision to collaboration, intuition to data-driven
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decision-making and rigid hierarchies to networked structures (Westerman et al.,
2014 and Davenport, 2014). The integration of artificial intelligence and analytics
has enhanced managerial effectiveness but has also introduced ethical concerns
related to privacy, surveillance, and algorithmic bias (Raisch & Krakowski, 2021).
Overall, the discussion highlights that no single theory adequately explains that
management in the digital era; instead, a blended and adaptive theoretical approach
is required.

Conclusion

Management theory has continuously evolved in response to changing
economic, technological, and social conditions. The digital age represents that
transformative phase that challenges traditional assumptions about authority,
control and leadership. Effective management today requires that collaboration,
technological literacy, ethical awareness, and continuous learning. Classical
theories remain relevant but must be reinterpreted in light of digital dynamics.

Future Directions of Management Research

Future research should focus on algorithmic management, humanAl
collaboration, digital leadership competencies and the long-term effects of remote
and hybrid work. Greater attention is also needed on ethical governance that digital
inclusion and the redesign of management education to prepare leaders for an
increasingly digital and complex organizational landscape.
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Abstract

This article provides an in-depth analysis of Nepal’s current
macroeconomic and financial situation, focusing on key indicators including GDP
growth, inflation, fiscal policies, and financial sector stability. The article
compares global economic trends as projected by the International Monetary Fund
(IMF) with Nepal’s economic performance, highlighting the challenges and
opportunities the country faces. Key issues such as inflation, unemployment,
public debt, and the reliance on remittances are examined, along with the structural
vulnerabilities in Nepal’s economy. Furthermore, the article examines sectoral
contributions to GDP, the impact of remittances, and the roles of foreign aid and
investment. The paper concludes with policy recommendations to improve Nepal’s
financial stability, foster economic diversification, and address environmental
risks. Despite the challenges, the article highlights significant growth potential in
emerging sectors like hydropower, tourism, and manufacturing.

Keywords: Financial Stability, GDP Growth, Inflation, Macroeconomics,
Remittance
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Introduction

Nepal, a landlocked country in South Asia, continues to face a complex
economic landscape marked by a growing GDP, inflationary pressures, and a
heavy reliance on agriculture and remittances. Despite gradual improvements in
several economic indicators, such as GDP growth, the country remains vulnerable
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to structural challenges, including political instability, high unemployment rates,
and a widening trade deficit. The financial sector, though expanding, faces
challenges such as non-performing loans (NPLs) and underdeveloped capital
markets. This article critically examines Nepal’s current macroeconomic and
financial situation by analyzing key economic indicators and their implications for
future growth. By focusing on GDP growth, inflation, fiscal policy, and sectoral
contributions to the economy, this paper aims to provide a comprehensive
understanding of the challenges Nepal faces while exploring potential
opportunities for sustainable development. It also examines the role of
international organizations such as the World Bank and the IMF in supporting
Nepal’s economic reforms and long-term objectives. Through this analysis, the
article underscores the importance of policy reforms and strategic investments for
achieving macroeconomic stability and sustainable growth.

World Economic Situation and Outlook

The IMF’s World Economic Outlook (WEQ) for October 2024 indicates
that global economic growth slowed from 3.6% in 2022 to 3.3% in 2023, with
projections of 3.2% growth in both 2024 and 2025. Advanced economies grew by
1.7% in 2023 and are expected to expand by 1.8% in 2024. In contrast, emerging
and developing economies grew by 4.4% in 2023, with a slight moderation to 4.2%
in 2024. Growth in emerging and developing Asia, led by India and China, was
5.7% in 2023 and is expected to ease to 5.3% in 2024. Global trade, which grew by
0.8% in 2023, is projected to increase by 3.1% in 2024.

Global inflation stood at 6.7% in 2023, with advanced economies at 4.6%
and emerging economies at 8.1%. The IMF forecasts a global inflation decline to
5.8% in 2024, with advanced economies expected to see a further reduction to
2.6% and emerging economies to 7.9% (IMF, 2024).

Nepal, a landlocked country in South Asia, has witnessed significant
economic transformations in recent decades, yet its macroeconomic and financial
situation remains complex, presenting both challenges and opportunities. Despite a
steady increase in its Gross Domestic Product (GDP), the country remains heavily
dependent on agriculture, remittances, and external financial assistance for its
economic stability (World Bank, 2021). Recent trends in Nepal’s economy, such as
inflation, unemployment, and fiscal deficits, are key indicators of the structural
challenges the nation faces in achieving sustainable growth (Sharma & Nepal,
2020). Moreover, the financial sector, though growing, still suffers from
vulnerabilities, such as a high level of non-performing loans and an
underdeveloped capital market (Nepal Rastra Bank, 2021).

Resunga Journal, Vol.-5, February-2026



CURRENT MACROECONOMIC AND FINANCIAL SITUATION ... 86

The purpose of this article is to critically analyze Nepal’s current
macroeconomic and financial situation, focusing on indicators such as GDP
growth, inflation, fiscal policies, and the financial system’s health. It will also
examine the impact of remittances, trade relations, and external economic forces
on Nepal’s economic landscape. By exploring these dimensions, this article aims to
provide a comprehensive understanding of Nepal’s economic performance and the
role of key policies and financial institutions in shaping its future trajectory.
Through this analysis, the article will highlight both the challenges Nepal faces and
the opportunities to foster long-term economic stability and growth.

Current Macroeconomic Indicators

The macroeconomic performance of Nepal is shaped by several key
indicators, including GDP growth, inflation, unemployment rates, currency
stability, and public debt. These indicators provide a comprehensive view of the
country’s economic health and its prospects for sustainable development.

GDP Growth and Projections

Nepal’s GDP growth has experienced fluctuations in recent years,
reflecting both domestic challenges and global economic conditions. The economy
is projected to grow at an annual rate of 4.1% in 2022, a modest recovery
following the economic downturn induced by the COVID-19 pandemic (Asian
Development Bank [ADB], 2022). However, the country’s growth trajectory
remains below its potential due to factors such as political instability, reliance on
agriculture, and a slow pace of industrialization. Long-term projections suggest
that Nepal will need to diversify its economy and reduce its dependence on
remittances and agriculture to maintain steady growth (Shrestha, 2021).

Inflation Rate and Its Impact on Living Costs

Inflation has been a persistent issue in Nepal, raising household costs,
particularly for low-income groups. The annual inflation rate in 2022 was recorded
at 6.8%, significantly higher than the previous year (Nepal Rastra Bank, 2022).
Rising prices for essential goods, such as food, fuel, and transportation, have
driven up living costs, disproportionately affecting people experiencing poverty.
Inflationary pressures are often driven by external factors, such as the global rise in
commodity prices, and by internal factors, such as supply-side constraints and
currency depreciation. To mitigate the adverse effects of inflation, the government
and Nepal Rastra Bank (NRB) have implemented various monetary and fiscal
measures. However, their effectiveness has been limited by structural weaknesses
in the economy (Sharma & Nepal, 2020).
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Unemployment Rate and Labor Market Trends

Unemployment remains one of Nepal’s most pressing economic challenges.
The country’s labor market is characterized by high underemployment, particularly
in rural areas, where the majority of the population depends on subsistence
farming. According to the International Labour Organization (ILO, 2021), the
unemployment rate in Nepal was estimated at 4.3% in 2021, with a significant
portion of the workforce engaged in informal sectors. The youth unemployment
rate is particularly concerning, as many young people struggle to find stable and
well-paying jobs in the formal economy. This mismatch between education and
labor market demands has led to a growing trend of labor migration, with many
Nepali workers seeking employment abroad, primarily in the Middle East and
Southeast Asia. While remittances contribute substantially to the economy, they
also indicate a lack of sufficient employment opportunities domestically (Ghimire,
2020).

Currency Stability (NPR Exchange Rates, Inflation)

The stability of the Nepalese Rupee (NPR) remains vulnerable to external
and internal economic pressures. In recent years, the NPR has depreciated against
major currencies, such as the US Dollar, exacerbating inflationary pressures and
increasing the cost of imports (Nepal Rastra Bank, 2022). The NRB has adopted
various measures, including foreign exchange interventions and interest rate
adjustments, to stabilize the currency. However, the NPR’s value remains highly
susceptible to global commodity price fluctuations and political instability. The
depreciation of the NPR has also contributed to the rising cost of living,
particularly in sectors reliant on imports such as fuel and industrial raw materials
(Sharma & Nepal, 2020).

Public Debt Levels and Fiscal Deficit

Nepal’s public debt levels have been rising steadily in recent years,
primarily driven by government borrowing to finance infrastructure projects and
development programs. According to the Ministry of Finance (2022), Nepal’s
public debt reached NPR 1.4 trillion by the end of fiscal year 2021-2022,
representing around 40% of GDP. While public debt can play a vital role in
financing development, excessive borrowing poses risks to fiscal sustainability.
The fiscal deficit, which was recorded at 4.6% of GDP in 2022, reflects the gap
between government revenue and expenditures, highlighting the challenges in
fiscal management (Ministry of Finance, 2022). The growing debt burden raises
concerns about the country’s ability to service its debt without relying on external
loans, potentially increasing vulnerability to external shocks.

Sectoral Contributions to GDP

Nepal’s economy is characterized by a firm reliance on agriculture,
followed by services and industry. Each of these sectors plays a crucial role in
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shaping the country’s economic landscape, contributing to both GDP growth and
employment.

Agriculture, Industry, and Services Sectors

Agriculture remains the dominant sector in Nepal, accounting for
approximately 27% of the country’s GDP as of 2021 (World Bank, 2021). Despite
its declining share, agriculture continues to employ a significant portion of the
population, particularly in rural areas where nearly 60% of the workforce is
engaged in farming (Sharma & Nepal, 2020). Major agricultural products include
rice, maize, wheat, and livestock. The sector faces challenges such as low
productivity, limited access to modern technology, and vulnerability to climate
change, all of which hinder its potential for higher growth.

The industrial sector contributes approximately 15% to Nepal’s GDP and
includes manufacturing, construction, and mining. Manufacturing, though
relatively small compared to agriculture and services, has shown some growth,
especially in sectors such as textiles, cement, and food processing (Shrestha, 2021).
However, Nepal’s industrial sector still faces structural challenges, including
outdated infrastructure, high production costs, and limited access to capital.
Furthermore, the sector’s dependence on imported raw materials increases its
vulnerability to global supply chain disruptions. The construction industry, on the
other hand, has experienced significant growth due to government- and
international donor-funded infrastructure development projects.

The services sector, which includes trade, transport, tourism, and finance,
has become the most significant contributor to Nepal’s GDP, accounting for nearly
58% of total output (World Bank, 2021). This sector has benefited from increasing
urbanization, improved infrastructure, and the expansion of digital services.
Services like banking, communication, and tourism have emerged as key drivers of
economic growth in recent years. The services sector’s growing share of GDP
highlights the country’s gradual shift towards a more service-oriented economy,
though challenges such as informal employment and regulatory hurdles persist.

Impact of Remittances on GDP

Remittances from Nepali workers abroad are a critical source of income for
many households and an essential part of the economy. In 2021, remittances
accounted for approximately 25% of Nepal’s GDP, making it one of the highest
remittance-dependent countries in the world (World Bank, 2022). The inflow of
remittances has contributed significantly to poverty reduction, improving the
standard of living for many families. Moreover, remittances have bolstered
domestic consumption and fueled investment in small businesses, housing, and
education. Despite these positive effects, the economy’s heavy reliance on
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remittances raises concerns about the sustainability of economic growth, as it
creates a dependence on foreign labor markets and exposes Nepal to external
shocks, such as changes in migration policies or economic downturns in
destination countries (Ghimire, 2020).

Key Industries and Their Current Performance

Several key industries in Nepal play a central role in shaping economic
outcomes, each with its own set of challenges and growth potential.

1. Tourism: Nepal is renowned for its natural beauty, cultural heritage, and the
Himalayas, making tourism one of the country’s most important industries. Prior to
the COVID-19 pandemic, tourism contributed significantly to Nepal’s GDP and
employment, with millions of international visitors annually (Nepal Tourism
Board, 2021). The pandemic, however, severely impacted the sector, resulting in a
sharp decline in visitor numbers and revenue. As the global situation stabilizes,
Nepal’s tourism industry is slowly recovering, with efforts focused on diversifying
the tourism experience beyond trekking to promote cultural, eco, and adventure
tourism.

2. Manufacturing: Nepal’s manufacturing sector is growing, but it is constrained
by factors such as low productivity, limited access to modern technology, and
limited access to global markets. Industries like textiles, food processing, and
handicrafts have potential for expansion, but the sector’s overall contribution to
GDP remains small compared to services and agriculture (Shrestha, 2021). The
government has introduced policies to support industrialization, including
incentives for foreign direct investment (FDI). However, the sector continues to
face challenges, including underdeveloped infrastructure and high energy costs.

3. Agriculture: Agriculture remains the backbone of Nepal’s economy, providing
livelihoods for a large portion of the population. However, its contribution to GDP
has steadily declined as the economy has diversified. The agricultural sector faces
numerous challenges, including inadequate access to modern farming techniques,
limited irrigation infrastructure, and vulnerability to natural disasters such as floods
and droughts (Sharma & Nepal, 2020). The government has implemented several
initiatives to modernize agriculture, but progress has been slow. Nevertheless,
agriculture remains central to achieving food security and poverty reduction in
rural areas.

Monetary and Fiscal Policy

Monetary and fiscal policies play a crucial role in shaping Nepal’s
economic landscape, influencing inflation, interest rates, public spending, and
overall economic stability. The central bank’s policies, alongside government
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fiscal strategies, are key to maintaining macroeconomic balance and fostering
long-term growth.

Central Bank Policy (Interest Rates, Inflation Control)

The Nepal Rastra Bank (NRB), as the country’s central bank, plays a
pivotal role in managing the monetary policy framework. Its primary objectives are
to control inflation, stabilize the currency, and ensure the soundness of the
financial system. The NRB uses tools such as adjusting interest rates and reserve
requirements to influence the money supply, lending activity, and inflation rates.

In recent years, the NRB has faced significant challenges in controlling
inflation, exacerbated by both domestic factors, such as supply-side constraints and
agricultural vulnerabilities, and external factors, such as global commodity price
fluctuations (Sharma & Nepal, 2020). The NRB’s policy decisions aim to control
inflation through interest rate adjustments. However, inflationary pressures have
remained high, particularly in essential goods such as food and fuel. The NRB
raised the benchmark interest rates in 2022 to curb inflation and reduce excess
liquidity in the market (Nepal Rastra Bank, 2022). These rate hikes, however, risk
slowing down investment and economic growth, especially in a country that relies
heavily on remittances and foreign investments.

Government Fiscal Policies (Taxation, Spending, Public Investment)

Nepal’s fiscal policies primarily focus on managing government revenue
and expenditure while promoting economic stability and growth. The government
relies on tax revenues, foreign aid, and remittances to fund its development
programs. However, revenue collection has been a persistent challenge, with the
government often struggling to meet its targets due to a narrow tax base, the
dominance of the informal sector, and inefficiencies in tax administration
(Shrestha, 2021).

In terms of public spending, the government prioritizes infrastructure
development, social welfare programs, and public services, with substantial
investments in road networks, electricity, and education. However, the large share
of government spending is allocated to recurrent expenditures, leaving limited
funds for capital investments that could stimulate sustainable economic growth
(Ministry of Finance, 2022). Public investment in infrastructure, particularly in
hydropower projects and transportation, is vital for long-term development.
However, the country’s fiscal deficit has limited the government’s ability to
undertake expansive public investment.

Fiscal deficits have been persistent, with the government’s expenditures
often exceeding revenues, leading to increased borrowing. The fiscal deficit for
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2021-2022 was recorded at 4.6% of GDP, highlighting the need for fiscal
consolidation (Ministry of Finance, 2022). To address this, the government has
been focusing on increasing tax revenues and reducing the fiscal deficit by
implementing reforms to broaden the tax base and curb unnecessary expenditures.

Recent Economic Reforms

In recent years, Nepal has undertaken several economic reforms aimed at
improving fiscal management, enhancing investment climate, and fostering
economic growth. These include tax reforms, efforts to streamline public
procurement, and measures to improve the ease of doing business. For instance, the
government introduced the new Income Tax Act in 2020 to simplify the tax
structure and improve compliance (Ministry of Finance, 2020). This reform aimed
to address the challenges in the tax system by simplifying the tax filing process,
broadening the tax base, and reducing tax evasion.

Furthermore, the Public Procurement Act 2019 was introduced to enhance
transparency and efficiency in government procurement processes. This reform
was expected to reduce corruption, improve the quality of public projects, and
increase the effectiveness of public investment (Shrestha, 2021).

Another significant reform was the implementation of the Foreign
Investment and Technology Transfer Act in 2019, aimed at attracting foreign direct
investment (FDI). This reform simplified the process for foreign investors, reduced
bureaucratic hurdles, and provided incentives for investments in sectors such as
infrastructure, manufacturing, and technology. However, the effectiveness of these
reforms has been mixed, as bureaucratic inefficiencies and political instability
continue to impede their full implementation (Sharma & Nepal, 2020).

Despite these reforms, challenges remain in ensuring their consistent
application and in addressing the underlying structural weaknesses in Nepal’s
fiscal and monetary systems. The government continues to face pressure to
implement more comprehensive reforms that will promote sustainable economic
growth, reduce fiscal deficits, and improve the overall investment climate.

Financial Sector Overview

The health of Nepal’s banking and financial system is crucial for
maintaining economic stability and promoting growth. The financial sector, which
includes commercial banks, development banks, and other financial institutions,
plays an integral role in facilitating investments, providing credit, and ensuring
liquidity in the economy. While the sector has shown resilience in recent years, it
faces challenges related to capital adequacy, non-performing loans, and investor
confidence, which could impact its long-term stability.
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Health of the Banking and Financial System (Capital Adequacy, Non-
Performing Loans)

The banking sector in Nepal is regulated and supervised by Nepal Rastra
Bank (NRB), which sets guidelines for capital adequacy, liquidity, and risk
management. According to NRB regulations, commercial banks are required to
maintain a minimum capital adequacy ratio (CAR) of 11% to ensure financial
stability and safeguard against potential losses. As of 2022, the banking sector
maintained an average CAR of around 12.5%, indicating a relatively healthy level
of capital reserves (Nepal Rastra Bank, 2022). It is an improvement compared to
previous years, suggesting that banks are better positioned to absorb financial
shocks.

However, despite the strong capital buffers, non-performing loans (NPLs)
remain a persistent concern. NPLs refer to loans that are overdue or unlikely to be
repaid, and they are a critical indicator of the banking sector’s health. In 2022, the
NPL ratio for the banking sector stood at approximately 3.5%, which is relatively
high compared to international standards (Nepal Rastra Bank, 2022). The high
level of NPLs is primarily attributed to the slow recovery of loans in the aftermath
of the COVID-19 pandemic, as businesses and households faced financial
difficulties. The NRB has taken measures to address this issue by encouraging
banks to adopt more stringent loan classification systems and better risk
management practices. Despite these efforts, the challenge of NPLs underscores
the financial system’s vulnerability to economic downturns.

Key Financial Institutions (Nepal Rastra Bank, Commercial Banks)

Nepal Rastra Bank (NRB) is the central bank of Nepal and plays a pivotal
role in regulating the financial system, formulating monetary policy, and
maintaining currency stability. The NRB’s primary objectives are to control
inflation, stabilize the exchange rate, and ensure the soundness of the financial
system (Nepal Rastra Bank, 2022). In addition to its regulatory functions, the NRB
oversees the operations of commercial banks and other financial institutions,
ensuring compliance with guidelines on capital adequacy, liquidity, and lending
practices.

Commercial banks are the backbone of Nepal’s financial system,
accounting for a significant portion of total banking assets and loans. As of 2022,
Nepal had 27 commercial banks, which collectively hold over 80% of the total
banking sector assets (Sharma & Nepal, 2020). These banks provide a wide range
of financial services, including savings accounts, loans, and remittance services.
While the sector has grown in recent years, it remains constrained by limited
access to capital markets, high operational costs, and a lack of diversification in
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financial products. Additionally, the concentration of banking assets in a few large
banks has led to concerns about systemic risk in the event of a bank failure.

Stock Market Performance and Investor Confidence

The stock market in Nepal, represented by the Nepal Stock Exchange
(NEPSE), is relatively small compared to global markets but plays an important
role in providing an avenue for capital raising and investment. In recent years, the
NEPSE index has shown considerable volatility, reflecting the broader economic
conditions and investor sentiment in Nepal. The stock market’s performance is

heavily influenced by macroeconomic factors such as interest rates, inflation, and
political stability (Shrestha, 2021).

Investor confidence in Nepal’s stock market remains fragile, with concerns
over market transparency, liquidity, and limited participation by institutional
investors. Although the number of listed companies has grown, the market’s
overall depth remains limited, and trading volumes are relatively low compared to
other emerging markets. Additionally, the absence of a robust regulatory
framework and a well-functioning corporate governance system has led to
concerns about market manipulation and investor protection (Sharma & Nepal,
2020).

Despite these challenges, there has been growing interest in the stock
market from individual investors, especially in the wake of low interest rates in the
banking sector, which have made fixed-income investments less attractive.
However, for the market to thrive and attract more substantial investment,
significant reforms are needed across financial transparency, corporate governance,
and investor education (Shrestha, 2021).

External Economic Environment

External factors, including global economic trends, foreign trade, foreign
aid, and international investments, significantly influence Nepal’s economic
performance. These external elements shape Nepal’s trade balance, investment
climate, and development prospects, making it essential for policymakers to
monitor and adapt to global economic conditions.

Impact of Global Economic Trends on Nepal (Foreign Trade, Foreign Aid,
International Investments)

Global economic trends directly affect Nepal’s economic performance,
particularly given the country’s reliance on remittances, foreign trade, and foreign
aid. The global economic environment, including fluctuations in commodity
prices, international trade policies, and financial market trends, can either facilitate
or hinder Nepal’s economic growth.
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One of the most significant factors influencing Nepal’s economy is global
demand for its primary exports, including garments, tea, coffee, and agricultural
products. As a small, open economy, Nepal’s export market is susceptible to global
demand shifts, and any slowdown in key markets such as India, the United States,
and the European Union can adversely affect Nepal’s foreign exchange earnings
(World Bank, 2021). Additionally, Nepal’s participation in global supply chains,
particularly in the textile and garment sectors, means that changes in global trade
policies, such as tariff adjustments or trade wars, can significantly affect Nepal’s
export competitiveness.

Foreign aid also plays a crucial role in Nepal’s economic stability. Nepal
has been a major recipient of foreign aid from countries such as India and China,
as well as from international organizations such as the World Bank and the Asian
Development Bank (ADB). Foreign aid is primarily allocated to infrastructure
development, education, health, and poverty alleviation programs. The global
economic downturns, such as the 2008 financial crisis and the COVID-19
pandemic, have resulted in fluctuations in aid flows, with many donor countries
adjusting their contributions in response to their own economic pressures
(Shrestha, 2021). Furthermore, Nepal’s reliance on foreign aid raises concerns
about long-term economic sustainability, as aid inflows are often tied to political
and economic conditions beyond Nepal’s control.

International investments, particularly foreign direct investment (FDI), are
also critical to Nepal’s economic development. Despite efforts to improve the
investment climate, Nepal’s FDI inflows remain low compared to its regional
peers, such as India and Bangladesh. Factors such as political instability,
bureaucratic inefficiencies, and inadequate infrastructure deter foreign investment
(Ghimire, 2020). However, recent policy reforms aimed at improving the ease of
doing business, such as the introduction of the Foreign Investment and Technology
Transfer Act (2019), have shown promise in attracting investment, particularly in
sectors such as hydropower, tourism, and manufacturing (Ministry of Industry,
2020).

Nepal’s Trade Balance and Key Trading Partners

Nepal’s trade balance shows a significant trade deficit, as it imports more
than it exports. The trade deficit has been widening in recent years, driven by
rising import bills for fuel, machinery, and consumer goods, while export growth
remains slow (World Bank, 2021). The import bill for petroleum products, in
particular, is a major contributor to Nepal’s trade imbalance, as the country relies
heavily on imports to meet its energy needs. This trade imbalance places pressure
on Nepal’s foreign exchange reserves and contributes to the depreciation of the
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Nepalese Rupee (NPR), affecting inflation and economic stability (Sharma &
Nepal, 2020).

India is Nepal’s largest trading partner, accounting for nearly 60% of the
country’s total trade (Ministry of Finance, 2022). The bilateral trade between the
two countries is dominated by imports from India, including petroleum products,
machinery, and manufactured goods. In return, Nepal exports agricultural products,
garments, and handicrafts to India. The close economic ties between Nepal and
India are further strengthened by transit and trade agreements, which facilitate the
movement of goods and services between the two countries.

China, as a growing economic power in the region, is another significant
trade partner for Nepal. Nepal’s trade with China has been increasing, particularly
in infrastructure development, construction materials, and machinery. China is also
an important source of investment, particularly in hydropower and road
construction. However, Nepal’s trade deficit with China is significant, as the
country imports more from China than it exports (Shrestha, 2021).

In addition to India and China, Nepal also engages in trade with other
countries in the Asia-Pacific region, the Middle East, and Europe. The United
States, for example, is an important export market for Nepal’s garments, tea, and
other handicrafts. The government has been working to diversify Nepal’s export
base to reduce reliance on a few key markets and promote exports of higher-value
products (Ministry of Finance, 2022).

Challenges and Risks

Nepal’s economic development is hindered by several deep-rooted
challenges, including structural issues such as poverty, income inequality, and
regional disparities, as well as the ongoing risk posed by political instability and
environmental factors. These challenges are not only barriers to sustainable growth
but also exacerbate vulnerabilities in the nation’s development trajectory.

Structural Issues (Poverty, Income Inequality, Regional Disparities)

One of the most pressing structural issues in Nepal is poverty, which
remains widespread despite years of economic growth. According to the World
Bank (2021), nearly 25% of Nepal’s population lives below the national poverty
line, with poverty rates being higher in rural and remote areas. Poverty is
particularly concentrated in the Mid and Far-Western regions, where limited access
to basic services such as education, healthcare, and infrastructure contributes to
persistent poverty (Shrestha, 2021).
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Income inequality is another major challenge, as wealth is
disproportionately distributed across various socio-economic groups. The top 10%
of the population controls a significant portion of the country’s wealth, while the
bottom 40% remains economically marginalized (Sharma & Nepal, 2020). The gap
between urban and rural incomes is particularly pronounced, with urban centers
such as Kathmandu benefiting from greater economic opportunities. In contrast,
rural areas continue to face challenges in agriculture, infrastructure, and limited
access to markets. Addressing income inequality is essential for promoting
inclusive growth and reducing social unrest.

Regional disparities in Nepal are also a significant challenge. The country’s
economic development has been largely concentrated in the Kathmandu Valley. At
the same time, other regions, particularly the hilly and mountainous areas, have
lagged in terms of infrastructure development and economic opportunities. These
disparities contribute to regional imbalances in education, healthcare, employment,
and income levels, thereby exacerbating social tensions and hindering national
cohesion (Ghimire, 2020). Bridging these regional disparities is crucial for
achieving equitable growth and ensuring that the benefits of development are
shared across all regions.

Political Instability and Its Impact on Economic Performance

Political instability has long been a significant risk to Nepal’s economic
development. The country’s history of political upheaval, including the decade-
long Maoist insurgency (1996-2006), frequent changes in government, and power
struggles between political factions, has led to policy uncertainty and slow
decision-making (Shrestha, 2021). This instability has undermined investor
confidence, delayed infrastructure projects, and hindered the implementation of
essential reforms needed for long-term growth.

In recent years, Nepal has made progress in establishing a democratic
political system, but political instability persists, with frequent protests, strikes, and
conflicts between political parties. The inability to establish a stable, cohesive
governance system undermines the consistency of economic policies and the
government’s ability to address critical issues such as fiscal management, public
service delivery, and poverty reduction. Additionally, political instability
discourages foreign direct investment (FDI), as investors prefer environments with
lower political risk (Sharma & Nepal, 2020).

Environmental Risks (Natural Disasters, Climate Change Effects)

Nepal is highly vulnerable to environmental risks, particularly natural
disasters and the effects of climate change. The country’s mountainous terrain,
combined with poor infrastructure, makes it susceptible to disasters such as
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earthquakes, landslides, and floods. The 2015 earthquake, which caused
widespread damage and loss of life, underscored the country’s vulnerability to
seismic activity and its impact on economic performance. Reconstruction efforts
following the earthquake were slow due to resource constraints, bureaucratic
inefficiencies, and political challenges, further hindering economic recovery
(Nepal Government, 2016).

Climate change is another major environmental risk that poses significant
threats to Nepal’s economy, particularly in the agricultural sector. Rising
temperatures, irregular rainfall patterns, and glacier melting threaten food security
and water availability in many regions. Agriculture, which employs a significant
portion of the population, is highly vulnerable to changing weather patterns,
resulting in crop failures, food shortages, and increased poverty in rural areas
(Shrestha, 2021). Additionally, the increased frequency and severity of floods and
landslides caused by climate change further exacerbate poverty, damage
infrastructure, and disrupt economic activities.

Addressing these environmental risks requires significant investment in
disaster resilience, climate adaptation strategies, and sustainable agricultural
practices. Nepal’s vulnerability to natural disasters and climate change highlights
the importance of integrating environmental considerations into economic planning
and policy development.

Opportunities and Future Outlook

Despite the numerous challenges facing Nepal, the country’s economic
future holds considerable growth potential, driven by opportunities in emerging
sectors, infrastructure development, and strategic policy reforms. With the right
mix of investment and governance, Nepal can chart a path toward sustained
economic growth and improved financial stability. Furthermore, international
organizations like the International Monetary Fund (IMF) and the World Bank
continue to play a crucial role in supporting Nepal’s development goals.

Potential for Economic Growth (New Sectors, Infrastructure Development)

Nepal has significant untapped potential in several sectors that could fuel
economic growth in the coming decades. One such sector is hydropower, where
Nepal boasts an estimated 83,000 MW of hydropower potential, making it one of
the wealthiest countries in the world in terms of water resources (Shrestha, 2021).
However, despite its vast potential, Nepal has harnessed only a fraction of it. The
development of hydropower infrastructure, along with the expansion of
transmission lines and energy storage systems, could not only meet domestic
energy needs but also position Nepal as an electricity exporter to neighboring
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countries such as India and China. It would diversify Nepal’s economy and
increase foreign exchange earnings.

Another promising sector is tourism, which has long been a cornerstone of
Nepal’s economy. Although the COVID-19 pandemic severely impacted the
tourism industry, the sector shows significant potential for recovery and growth.
With its world-renowned natural beauty, unique cultural heritage, and adventure
tourism offerings, Nepal can expand its tourism portfolio beyond trekking and
mountaineering to include eco-, cultural, and wellness tourism. Moreover, the
government’s promotion of tourism infrastructure, such as airports, transportation
networks, and hospitality services, could increase Nepal’s attractiveness as a global
tourist destination (Nepal Tourism Board, 2021).

Strategic Policies to Improve Financial Stability and Growth

To realize its economic potential, Nepal must implement strategic policies
that strengthen financial stability and foster sustainable growth. One such policy is
the promotion of industrialization. Nepal’s industrial base remains
underdeveloped, with manufacturing accounting for a small share of GDP.
Policymakers can encourage industrial growth by improving the ease of doing
business, reducing bureaucratic hurdles, and providing incentives for foreign direct
investment (FDI) in high-value sectors like textiles, agro-processing, and
technology. The government’s efforts to streamline business registration and
licensing processes, as well as to invest in industrial infrastructure, are vital steps
toward creating a more robust manufacturing sector.

In terms of financial stability, Nepal needs to further strengthen its banking
sector by addressing non-performing loans and improving its overall regulatory
framework. The Nepal Rastra Bank (NRB) has made progress in maintaining
capital adequacy and liquidity, but more reforms are necessary to ensure long-term
financial health. These include promoting greater financial inclusion, increasing
access to credit for small and medium-sized enterprises (SMEs), and enhancing the
efficiency of public financial management (Sharma & Nepal, 2020).

Additionally, macroeconomic policies should focus on sustainable public
debt management and tax reforms to increase revenue without imposing excessive
burdens on businesses and households. Improving tax compliance and broadening
the tax base can provide the government with the resources needed for
infrastructure development and social programs that support poverty reduction and
human capital development (Ministry of Finance, 2022).
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Role of International Organizations (IMF, World Bank) in Supporting Nepal’s
Economy

International organizations like the International Monetary Fund (IMF) and
the World Bank have been instrumental in supporting Nepal’s economic
development through financial assistance, policy advice, and technical assistance.
The IMF has worked with Nepal to improve its fiscal policies, enhance monetary
policy frameworks, and build financial sector resilience. In 2020, the IMF
approved an emergency assistance package to help Nepal cope with the economic
effects of the COVID-19 pandemic, including budget support for public health and
social welfare (IMF, 2020).

The World Bank has played a significant role in financing critical
development projects in Nepal, particularly in infrastructure, education, health, and
poverty alleviation. For instance, the World Bank’s ongoing support for
hydropower development, road infrastructure, and rural development is vital for
improving Nepal’s long-term growth prospects (World Bank, 2021). Additionally,
the World Bank has been involved in policy reforms to improve governance,
public-sector efficiency, and environmental sustainability.

Both the IMF and the World Bank have been key partners in Nepal’s
efforts to integrate into the global economy, and their support will remain essential
to addressing Nepal’s challenges, particularly in navigating the complexities of
fiscal management, structural reforms, and climate adaptation.

Conclusion

This article has examined the current macroeconomic and financial
situation in Nepal, highlighting key indicators such as GDP growth, inflation,
unemployment, and the overall health of the financial sector. The analysis reveals
that Nepal’s economy faces a range of challenges, including structural issues such
as poverty, income inequality, and regional disparities; political instability; and
environmental risks. However, it also identifies significant opportunities for
growth in sectors such as hydropower, tourism, and manufacturing, as well as the
potential for enhanced financial stability through targeted reforms.

Summary of Key Findings

Nepal’s economic growth has been modest in recent years, with a projected
4.1% GDP growth rate in 2022. Inflation remains a significant concern, driving up
living costs, particularly for essential goods. The labor market continues to face
challenges, including high unemployment and underemployment, while the
financial sector, though resilient, is burdened by a relatively high level of non-
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performing loans. Additionally, the trade balance remains unfavorable, with
Nepal’s imports far exceeding its exports, widening the trade deficit. Despite these
challenges, the financial system’s capital adequacy and overall regulatory
framework have improved, with efforts to address vulnerabilities, including NPLs
and inflationary pressures.

Policy Recommendations for Improving Macroeconomic Stability

To enhance Nepal’s macroeconomic stability and foster sustainable growth,
several key policy measures should be considered:

1. Diversification of the Economy: Nepal must prioritize developing new
economic sectors, such as hydropower, tourism, and manufacturing, to
reduce its dependence on agriculture and remittances. Investments in
infrastructure and modern technology will be crucial for expanding these
sectors and improving productivity.

2. Strengthening the Financial Sector: The Nepal Rastra Bank (NRB)
should continue to monitor capital adequacy ratios and encourage banks to
adopt more stringent risk management practices to address non-performing
loans. Financial inclusion policies should also be expanded to increase
access to credit for small and medium-sized enterprises (SMEs), which can
be key drivers of economic growth.

3. Fiscal Reforms: To reduce the fiscal deficit and ensure long-term fiscal
sustainability, the government should focus on broadening the tax base and
improving tax compliance. Reforms aimed at improving public expenditure
efficiency, particularly in infrastructure and social programs, will be
essential for achieving sustainable development goals.

4, Political Stability and Governance: Ensuring political stability is critical
for creating a conducive environment for investment and economic growth.
The government should focus on strengthening democratic institutions,
improving governance, and reducing bureaucratic inefficiencies to foster
greater investor confidence.

5. Environmental Risk Management: Given Nepal’s vulnerability to natural
disasters and climate change, it is essential for the government to integrate
environmental risks into economic planning. Policies aimed at disaster
resilience, climate change adaptation, and sustainable agricultural practices
will be crucial for ensuring long-term economic stability.
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Final Thoughts on How Nepal Can Navigate Its Economic Challenges Moving
Forward

As Nepal continues its journey towards economic development, addressing
its macroeconomic challenges will require a combination of sound policies,
strategic investments, and effective governance. While the country faces
significant obstacles, including political instability, income inequality, and
environmental risks, it also offers substantial opportunities for growth in emerging
sectors. By diversifying its economy, implementing fiscal and financial sector
reforms, and investing in infrastructure, Nepal can unlock its growth potential and
build a more resilient, inclusive economy. Furthermore, continued support from
international organizations such as the World Bank and IMF will be essential in
helping Nepal navigate its economic challenges and achieve its long-term
development objectives.

In conclusion, while Nepal’s economic trajectory is fraught with
challenges, its future outlook remains positive if the right policies are
implemented. By focusing on diversification, stability, and resilience, Nepal can
pave the way for a more prosperous and sustainable future.
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Abstract

This study examines the impact of bank capital, bank liquidity and credit
risk on the profitability of Nepalese commercial banks. Return on assets and
earnings per share are the dependent variables. The selected independent variables
are total debt ratio, debt to equity ratio, cash reserve ratio, current ratio, non-
performing loan and loan loss provision. The study is based on the secondary data
which were gathered from 15 commercial banks for the period from 2015/16 to
2021/22, leading to a total of 105 observations. The data were collected from
Banking and Financial Statistics published by Nepal Rastra Bank, publications and
websites of Nepal Rastra Bank (NRB)and annual reports and annual audited
financial statement of the selected commercial banks. The correlation coefficients
and regression models are estimated to test the significance and impact of bank
capital, bank liquidity and credit risk on the profitability of Nepalese commercial
banks.

The study showedthat debt to equity ratio has a negative impact on return
on assets. It means that increase in debt-to-equity ratio leads to decrease in return
on assets. Similarly, total debt ratio has a negative impact on return on assets. It
indicates that increase in total debt ratio leads to decrease in return on assets. In
addition, cash reserve ratio has a positive impact on return on assets and earnings
per share. It indicates that increase in cash reserve ratio leads to increase in return
on assets and earnings per share. Moreover, current ratio has a positive impact on
return on assets and earnings per share. It means that higher the current ratio,
higher would be the return on assets and earnings per share. In contrast, non-
performing loan has a positive impact on earnings per share. It means that increase
in non-performing loan leads to increase in earnings per share.
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Keywords: Return on assets, earnings per shares, total debt ratio, capital
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Introduction

Banks are the most integral part of the financial sector of any country as
they dominate the financial sector by contributing much to the economic growth of
the country (Saha and Bishwas, 2021). Soundness of a bank is the result of an
assessment of the bank condition conducted on the risks and performance of the
bank. Banks also play a remarkable role in generating employment opportunities,
enhancing financial resources, and theoveralldevelopment ofa country. It
contributes to enlarge the industrial activities and investment activities. Bank's
financialperformance is the result of the bank’s internal roles, regulation, policies,
activities, effectiveness, efficiency and overall performance in the monetary terms.
A country’s efficient governance system supports firms in improving their
financial performance macro governance elements, such as; political stability,
regulatory quality, government effectiveness, control of corruption, the rule of law,
and voice and accountability, form institutional quality and play an essential role in
improving efficiency in the banking sector (Chan et al., 2015; Uddin et al., 2019).
Similarly, governance is one mechanism that promotes bank efficiency and
influences bank performance (Wang et al, 2012). In today’s competitive and
dynamic business world, financial decision plays a fundamental role in the firm’s
day to day performance and operations.

Bank profitability is an important ingredient of financial development, its
relevance spans through banking firm performance to macroeconomic stability. At
the firmlevel, a higher return to a large extent reduces bank fragility. At the macro
level, increased profitability of a sustainable banking sector can finance economic
growth and development (Osuagwa, 2014). The banking is one of the most
important sectors that supports the development of the country’s economy and its
financial stability (Ryu et al, 2012).Commercial bank is a financial institution
which performs the role of savings and mobilization of fund. However, poor
performance of these institution result in slowdown of economic growth. Every
bank tries to earn and achieve good profits in order to be in the business especially
at the time of growing competition in the financial markets. At the macro level, a
profitable banking sector should be able to absorb external negative shocks and to
achieve the stability of the financial system (Akhter et al., 2011).The impact of
credit risk on the profitability of banks is not clear-cut; it may be positive or
negative. On one hand, when banks take higher credit risk they normally earn a
higher profit. On the other hand, the profitability of banks may drop when bank
management fails to collect the loans. Pracoyo and Imani (2018) indicated that
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there is an inverse relationship between bank liquidity and profitability.
Theoretically, when banks hold a greater amount of liquid assets they lose the
gains in term of opportunity cost. However, the banks holding a lesser amount of
liquid assets normally earn a greater profit. The high level of bank capital boosts
the confidence and trust of the public about the soundness of the bank. Stronger
banks can channelize available funds in business activities and make high profits
(Pasaribu and Sari, 2011).

Bank capital plays a critical role in the safety and soundness of individual
banks and the banking system. Capitalacts as a financial buffer which can absorb
unexpected losses. It is the difference between a bank’s assets and liabilities. Lee
and Hsieh (2013) examined the impact of bank capital on profitability and risk in
Asian banking. The study revealed that banks investments have positive effect on
profitability. Akhtaret al. (2021) confirmed an inverted U-shaped relationship
between financial leverage and performance, indicating that an increase in the
financial leverage of Pakistani listed companies increases their performance up to a
certain level, and after that, a further increase in financial leverage decreases their
performance. The results further suggested that short term debt leverage is a main
contributing source of debt that causes a higher risk of refinancing for companies
and thus negatively affects performance.Liquidity is a measure of how easily one
can convert assets into cash. Liquidity management has become a basic and broad
aspect of judging the performance of a corporate entity. It plays keyrole in
defining, whether a firm is able to pay its short term obligations. It is essential to
maintain s adequate degree of liquidity for the smooth running of the business
operations. The liquidity should not be high and should not be less it require to
maintain in efficient level. Parvin ef al.(2019) analyzed the effect of liquidity and
bank size on the profitability of commercial banks in Bangladesh. The study
concluded that there is a positive significant impact of liquidity on the profitability
of the banks. However, Isha and Mahardika (2022) found current ratio has negative
impact on the profitability. Banks which create more liquidity and exhibit higher
illiquidity risk have lower profitability. The relationship between regulatory capital
and bank performance is not linear and depends on the level of capitalization.
Regulatory capital is negatively related to bank profitability for higher capitalized
banks but positively related to profitability for lower capitalized banks (Tran ef al.,
2016).

Credit risk is the probability of a borrower defaulting on debt obligations.
Nuhiu et al. (2017) elaborated whether the determinants of commercial banks
profitability affect the financial performance of commercial banks in Kosovo. The
study found that non-performing loans have a positive relationship with return on
assets. Alshatti (2015) concluded that banks to improve their credit risk
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management to achieve more profits. Misman and Bhatti (2020) examined the
critical issues that are related to credit risk in a sample of 72 Islamic banks from
nine countries from South East Asian Nations (ASEAN) and Gulf Cooperation
Council (GCC) regions during the period of 2000-2011. The results indicated that
quality of loan (financing) has a significant positive effect on credit risk.
Moreover, the large-size Islamic banks have the capacity to lower its credit risk in
a comparison with the small-size peers, especially when these banks have access to
more equity’s capital.

According to Suyanto (2021), high level of bad credit is related to a high level
of potential loss suffered by the bank. If bad credit happens or the bank is not
adequately liquid, then the bank management must find the best solution. Among the
solutions that the bank management must consider is using the capital fund to cover
customer default. Isanzu (2017) stated that bad credit has a positive effect on bank
performance. However, Noman et al. (2015) indicated that bad credit has a negative
effect on bank performance.Brastama and Yadnya (2020) showed the non-
performing loan has a negative effect on the ROA. In addition, Kaaya and Pastory
(2013) argued that the non-performing loans normally results in high loan loss
provisioning, which leads to drop-in profits for many banks. The size of non-
performing plays a key role in the stability of the banking sector of a country
(Khan et al., 2020). Moreover, loan loss provisioning policy is of great importance
for the banks as it is critical in assessing the soundness of the banking sector s
financial system. It is a key determinant of bank's earnings and capital positions,
which has a bearing on bank’s supply of credit to the economy (Beatty and Liao,
2011). Loan loss provisions must be used to cover expected losses. The
profitability will be more if the bank has less non-performing loans. On the other
hand, if the non-performing loan is high, the banks may not be able to reap profit.
Instead, they may be in loss because for the amount of non-performing loans the
banks need to put reserves likes loan loss provisions (Farhan ez al., 2012).

High proportion of liquid assets held by the bank will directly reduce the
funds available for banks to grant loans to the public which increases the interest
expenses but interest income is not increases so profit of bank will reduced. Doan
and Bui (2021) found that the liquidity exerts a significant effect on bank
profitability. Rabab'ah (2015) found that the high liquidity maintained by the bank
will reduce the ability of the bank to grant loans to the public. In order to avoid any
liquidity crisis, central banks and regulatory authorities take strict action to
maintain a certain level of liquidity. The banks are liable to maintain a level of
liquidity as per requirements of central banks such as cash reserve ratio (CRR)
(Roussel et al., 2021). Capital structure is the composition of debt and equity of a
company used to finance its assets. Capital adequacy ratio and banks’ performance
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have statistically significant relationship (Dao and Nguyen, 2020).There is no
association between higher capital and lower risk of banking financial crisis
(Jordaet al.,2021). Complying with higher capital requirements provides protection
against unexpected losses but it also restricts the lending extent of a bank (Subhani
et al., 2022). A high leverage ratio creates higher business risk for a bank which in
turn makes it more difficult to acquire further external capital and tends to increase
cost of borrowing from external parties. Aziz and Abbas (2019) found debt
financing have negative but also significant impact on firm performance in
Pakistan.Kalash (2023) revealed that financial leverage has negative and
significant effect on financial performance, and that this effect is stronger for firms
with higher financial distress risk. The result also showed that earnings per share,
debt to equity ratio, and current ratio have significant impact on profitability
(ROA). Ulzanah and Murtaqi (2015) found that earnings per share has a positive
significant impact on profitability (ROA). On the other hand, debt to equity ratio
has a negative significant impact on profitability.

In the context of Nepal, Chalise (2021) found that Nepalese banks are
highly levered and the trend of debt ratio is increasing over the period. Further, the
study revealed that return on equity tends to increase significantly with increase in
total debt to total asset. Return on equity tends to decrease insignificantly with
increase in total debt to total equity ratio. Increase in use of debt fund in capital
structure tends to minimize the net profit of the banks. However, Oli (2021)
concluded that debt to assets ratio, long term debt ratio, debt to equity ratio,
interest coverage ratio and liquidity ratio have a positive relationship with return
on assets, net profit margin, and earning per share. The study also showed that the
most influencing factor for determining return on assets is the interest coverage
ratio followed by the debt to assets ratio, debt to equity ratio, and liquidity.
Likewise, Bam et al. (2015) found that debt to total assets has significant positive
relationship with the profitability of Nepalese commercial banks. However, there is
significant influence of ROA, ROE and NPL on liquidity (Ojha, 2018).Budhathoki
et al. (2020) revealed that low level of liquidity has a negative effect on the bank’s
ROA, ROE, and NIM. However, ROE and NIM were statistically insignificant.
Pradhan and Shrestha (2016) found that the liquidity ratio and quick ratio have
negative effect on return on assets and return on equity indicating increased
liquidity ratio and quick ratio decreases the return on assets and return on equity of
the bank. Singh et al. (2021) investigated the effect of non-performing loan on
profitability of Nepalese commercial banks. The study found that higher the
profitability, lower would be the non-performing loan. Credit risk management
practices and credit risk mitigation measures have a positive relationship with loan
repayment (Pradhan and Shah, 2019). Khanal (2021) found that there is an inverse
relationship between credit risk ratio and return on assets.
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The above discussion shows that empirical evidences vary greatly across
the studies on the impact of bank capital, bank liquidity and credit risk on
profitability. Though there are above mentioned empirical evidences in the context
of other countries and in Nepal, no such findings using more recent data exist in
the context of Nepal. Therefore, in order to support one view or the other, this
study has been conducted.

The main purpose of the study is to analyze the impact of bank capital,
bank liquidity and credit risk on profitability of Nepalese commercial banks. More
specifically, the study examines the relationship of total debt ratio, debt to equity
ratio, cash reserve ratio, current ratio, non-performing loan, and loan loss provision
with return on asset and earnings per share of Nepalese commercial banks.

The remainder of this study is organized as follows. Section two describes
the sample, data and methodology. Section three presents the empirical results and
the final sections draws the conclusion.

Methodological Aspects

This study is based on secondary data which were gathered froml5
commercial banks in Nepal from 2015/2016 to 2021/2022, leading to a total of 105
observations. The main sources of data include annual reports published by
concerned commercial banks andannual audited financial statement of the
respective banks. This study is based on descriptive as well as causal comparative
research designs. Table 1 shows the list of commercial banks selected for the study
along with the study period and number of observations.

Table 1: List of the commercial banks selected for the study along with
study period and number of observations

S.  Name of commercial banks Study period Observations
N.
1 Nepal Bank Limited 2015/16-2021/22 7
2 Agricultural Development Bank 2015/16-2021/22 7
Limited

3 Rastriya Banijya Bank Limited 2015/16-2021/22 7
4  NMB Bank Limited 2015/16-2021/22 7
5  Everest Bank Limited 2015/16-2021/22 7
6 NIC Asia Bank Limited 2015/16-2021/22 7
7  Machhapuchchhre Bank Limited 2015/16-2021/22 7
8  Sanima Bank Limited 2015/16-2021/22 7
9  Sunrise Bank Limited 2015/16-2021/22 7
10 Prime Commercial Bank Limited 2015/16-2021/22 7
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S.  Name of commercial banks Study period Observations
N.

11 Siddhartha Bank Limited 2015/16-2021/22 7

12 Nepal SBI Bank Limited 2015/16-2021/22 7

13 Citizens Bank International Limited  2015/16-2021/22 7

14 Laxmi Bank Limited 2015/16-2021/22 7

15 Standard Chartered Bank Nepal 2015/16-2021/22 7

Limited
Total number of observations 105

Thus, the study is based on the 105 observations.
The model

The model used in this study analyze the impact of bank capital, bank

liquidity and credit risk on profitability of Nepalese commercial bank. The model
estimated in this study assumes that assumes that the profitability depends on
several independent variables. The dependent variables selected for the study are
return on assets and earnings per share. Similarly, the selected independent
variables in this study are total debt ratio, debt to equity ratio, cash reserve ratio,
current ratio, non-performing loan, and loan loss provision. The following model

equations are designed to test the hypothesis.

Profitability =

f(DER, NPL,LLP,TDR, CRR, CR)

More specifically, the given model has been segmented into following models:

ROAit

EPSit

Where,

ROA

EPS

DER

NPL

Bo+ Bi DER;+ B2 NPL;; + B3 LLP;; + B4 TDR;; + Bs CRR;i + B CRj¢
+ €t

BO + Bl DER; + Bz NPL; + B3 LLP;+ B4 TDR; + [35 CRR;+ Bé CRy
+ Cit

Return on assets as measured by the ratio of net income to total
assets, in percentage.

Earnings per share as measured by the ratio of net income to
outstanding common share, in Rupees (Rs) per share.

Debt to equity ratio as measured by the ratio of total debt to total
equity capital, in times.

Non-performing loan as measured by the ratio of non-performing
loan to total loans, in percentage.
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LLP = Loan loss provision as measured by the ratio of sum of
provisions set for the loans created to total loans, in percentage.

TDR = Total debt ratio as measured by the ratio of total debt to total
assets, in times.

CRR = Cash reserve ratio as measured by the ratio of reserve required to
bank deposits, in percentage.

CR = Current ratio as measured by the ratio of current assets to current
liabilities, in times.

The following section describes the independent variables used in this
study along with the hypothesis formulation:

Total debt ratio

The total debt is measured as total debt to total assets and it is used to
represent the proportion of the bank asset/operation financed by debt. Mehzabin et
al. (2022) investigated the effect of capital structure, operating efficiency and non-
interest income on profitability of banking industry of Asia. The study confirmed
that an increase in total debt ratio increases the profit margin of the bank.
Similarly, Muatheet al. (2014) revealed statistically significant positive
relationship between total debt ratio and firm’s performance as measured by return
on assets and return on equity. However, Habibniya et al. (2022) investigated the
impact of capital structure on profitability in the case of telecom industry in the
United States. The study concluded that there is negative and significant impact of
debt to total assets on profitability. On the other hand, Detthamrong et al. (2017)
showed a positive correlation of total debts to assets with ROA and ROE.
Similarly, Vijayakumaran (2017) found that there is strong positive relationship
between level of leverage and firm performance. Likewise, Fosu (2013) argued
that debt ratio has a significant positive effect on firm performance. Based on it,
this study develops the following hypothesis:

H;: There is positive relationship between total debt ratio and bank
profitability.

Debt to equity ratio

Debt-to-equity ratio shows how much of a company is owned by creditors
(people it has borrowed money from) compared with how much shareholder equity
is held by the company. It is one of three calculations used to measure debt
capacity along with the debt servicing ratio and the debt to total assets ratio. It is
measured as the total debt to total equity capital. Noreen (2019) examined the
Impact of capital structure on profitability of Islamic and conventional banks of
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Pakistan. The study found that there is negative impact of debt to equity ratio on
profitability of both Islamic and Conventional Banks of Pakistan. Similarly,
Solihin (2019) also found debt equity ratio has negative significant impact on
profitability as ROA. Likewise, Sari ef al. (2021) found significant negative impact
on profitability. Similarly, Irman and Purwati (2020) found negative but
insignificant impact. Vu et al. (2020) found that the ratios of total debt to total
equity maintain negative impacts on ROA but strong positive effect on ROE.
Based on it, this study develops the following hypothesis:

H,: There is negative relationship between debt-to-equity ratio and bank
profitability.

Cash reserve ratio

Cash reserve ratio is one of the monetary policy tools used by the central
bank to control money supply in the economy. It is measured as the ratio of reserve
required to bank deposits. Wuave et al. (2020) revealed that cash reserve ratio is
negatively associated with bank profitability. This means that the bank's
profitability declined due to the increase in the cash reserve ratio. Similarly,
Osakwe and Nwakaego (2022) examined the effect of central bank of Nigeria
regulation on the performance of deposit money banks. The study found that the
cash reserve ratio has insignificant negative relationship with profitability of
deposit money banks in Nigeria. The reserve requirement secures banks, their
customers, shareholders and economy at large and there is a significant inverse
relationship on bank’s financial performance, which is measured by ROA and
ROE (Glocker and Towbin, 2012). Similarly, Jibreel et al. (2022) found a negative
and significant relationship of cash reserve ratio with returns on assets as a proxy
of profitability of listed deposit money banks in Nigeria. On the other hand, Al-
Shehadeh et al. (2022) revealed that there is a statistically significant relationship
between reserve ration and profitability in the commercial banks listed in Amman
Stock Exchange. Based on it, this study develops the following hypothesis:

H;: There is negative relationship between cash reserve ratio and bank
profitability.

Current ratio

It measures the ratio of bank’s current assets to its current liabilities. In this
study, current assets cover cash and cash equivalent, due from NRB, placement
with bank and financial institutions and other assets (bills receivable, account
receivable, accrued income etc.) from the financial statements of respective bank.
Whereas, current liability includes due to bank and financial institutions, due to
NRB, and other liabilities (bills payable, creditors and accruals, interest payable
etc.) from the financial statements of respective bank. Current ratio shows the
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strength of the bank in meeting the short term maturing obligations to the claimant
of those obligations (Kajola et al., 2019). Ripaluddin et al. (2023) found that the
current ratio has a positive and significant effect on return on company equity.
Madushanka et al. (2018) showed that current ratio has a positive relationship with
the firm’s ROE and negative with firms ROA among the listed manufacturing
companies in Sri Lanka. Nabeel and Hussain (2017) found positive insignificant
relationship with return on assets, negative significant relationship with return on
equity and negative insignificant relationship with earning per share. Likewise,
Ofoegbu et al. (2016) showed that the current ratio and profitability of the
company are significantly and positively related. Similarly, Hasyim and Nuraeni
(2022) revealed a positive influence on profitability of manufacturing companies
listed on the Indonesia Stock Exchange in the period 2004-2009. Based on it, this
study develops the following hypothesis:

Hy: There is a positive relationship between current ratio and bank
profitability.

Non-performing loan

Non- performing loan is the amount of borrowed money that the debtor has
failed to pay the scheduled payments for about ninety days. It is the non-productive
assets of the banks. Uddin (2022) examined the effect of non-performing loan on
state-owned commercial banks profitability with operating efficiency as mediating
variable. The study showed that non-performing loan has a negative and significant
impact on profitability in presence of the operating efficiency. Similarly, Gizaw et
al. (2015) concluded that non- performing loan ratio is the major indicator of credit
risk and it has statistically significant large negative effect on profitability.
Likewise, Adebisi and Matthew (2015) revealed an inverse relationship with return
on assets. Similarly, Jolevski (2017) argued that there is moderately high negative
correlation with rates of return on equity and return on assets. Further, Nedelescu
and Ciulei (2022) also found a negative effect of credit risk on financial
profitability (ROA). Based on it, this study develops the following hypothesis:

Hs: There is negative relationship between non-performing loan and bank
profitability.

Loan loss provision

Loan loss provision is the total accumulated fund that is allocated by an
organization for the protection of possible losses arises from total loan created.
Mennawi (2020) found that there is a significant and negative impact on the
financial performance of Islamic banks in Sudan. Islam (2018) showed that loan
loss provision as an important factor in affecting profitability of banks in ideal
condition. A well establish bank is supposed to be having less loan loss provision
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and higher profitability. Similarly, Alhadab and Alsahawneh (2016) found that
loan loss provision has a negative impact on the profitability of Jordanian
commercial banks. Likewise, Teshome et al. (2018) found negative and
statistically significant effect. Annor and Obeng (2017) concluded that there is a
significant adverse affiliation of loan loss provision with profitability of
commercial banks listed on the Ghana stock exchange. Based on it, this study
develops the following hypothesis:

Hg: There is negative relationship between loan loss provision and bank
profitability.

Results and discussion

Descriptive statistics

Table 2 presents the descriptive statistics of selected dependent and
independent variables during the period 2015/16-2021/22.

Table 2
Descriptive statistics

This table shows the descriptive statistics of dependent and independent
variables of 15 Nepalese commercial banks for the study period from 2015/16 to
2021/22. The dependent variables are ROA (Return on assets as measured by the
ratio of net income to total assets, in percentage) and EPS (Earnings per share as
measured by the ratio of net income to total number of shares, in Rupees per
share). The independent variables are DER (Debt to equity ratio as measured by
the ratio of total debt to total equity capital, in times), NPL (Non-performing loan
as measured by the ratio of non-performing loan to total loans, in percentage),
LLP (Loan loss provision as measured by the ratio of sum of provisions set for the
loans created to total loans, in percentage), TDR (Total debt ratio as measured by
the ratio of total debt to total assets, in times), CRR (Cash reserve ratio as
measured by the ratio of reserve required to bank deposits, in percentage) and CR
(Current ratio as measured by the ratio of current assets to current liabilities, in

times).

Variables Minimum Maximum Mean Std. Deviation
ROA 0.70 2.79 1.58 0.44
EPS 10.15 56.04 25.40 9.37
DER 0.45 39.77 8.39 3.88
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Variables Minimum Maximum Mean Std. Deviation
NPL 0.01 4.75 1.30 1.18
LLP 0.09 5.00 2.13 0.99
TDR 0.31 0.98 0.87 0.06
CRR 3.05 36.21 14.18 9.27
CR 0.48 16.19 2.99 2.17

Source: SPSS output

Correlation analysis

Having indicated the descriptive statistics, Pearson correlation coefficients
are computed and the results are presented in Table 3.

Table 3
Pearson’s correlation coefficients matrix

This table shows the bivariate Pearson’s correlation coefficients of
dependent and independent variables of 15Nepalese commercial banks for the
study period from 2015/16 to 2021/22. The dependent variables are ROA (Return
on assets as measured by the ratio of net income to total assets, in percentage)
andEPS (Earnings per share as measured by the ratio of net income to total
number of shares, in Rupees per share). The independent variables are DER (Debt
to equity ratio as measured by the ratio of total debt to total equity capital, in
times), NPL (Non-performing loan as measured by the ratio of non-performing
loan to total loans, in percentage), LLP (Loan loss provision as measured by the
ratio of sum of provisions set for the loans created to total loans, in percentage),
TDR (Total debt ratio as measured by the ratio of total debt to total assets, in
times), CRR (Cash reserve ratio as measured by the ratio of reserve required to
bank deposits, in percentage) and CR (Current ratio as measured by the ratio of
current assets to current liabilities, in times).

Variables ROA EPS DER NPL LLP TDR  CRR CR

ROA 1
EPS 0.609° 1
DER 0152 0.141 1
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NPL 0.224° 0.347 -0.046 1

LLP 0.139 0.313" -0.012 0.902" 1

TDR -0.211° 0.011 0.530 -0.062 -0.023 1

CRR 0.170 0.116 0.007 -0.081 -0.063 0.078 1

CR 0.444” 0171 -0.148 0.021 -0.009 -0.099 0.098 1

Note: The asterisk signs ( ™) and (') indicate that the results are significant
at one percent and five percent levels respectively.

Table 3 shows that debt to equity ratio has a negative relationship with
return on assets. It means that increase in debt to equity ratio leads to decrease in
return on assets. In contrast, there is a positive relationship between non-
performing loan and return on assets. It means that increase in non-performing loan
leads to increase in return on assets. Likewise, loan loss provision has a positive
relationship with return on assets. It shows that higher the loan loss provision,
higher would be the return on assets. However, there is a negative relationship
between total debt ratio and return on assets. It indicates that increase in total debt
ratio leads to decrease in return on assets. In addition, cash reserve ratio has a
positive relationship with return on assets. It indicates that increase in cash reserve
ratio leads to increase in return on assets. Similarly, there is a positive relationship
between current ratio and return on assets. It means that higher the current ratio,
higher would be the return on assets.

On the other hand, the result also shows that debt to equity ratio has a
positive relationship with earnings per share. It means that increase in debt to
equity ratio leads to increase in earnings per share. Similarly, there is a positive
relationship between non-performing loan and earnings per share. It means that
increase in non-performing loan leads to increase in earnings per share. Likewise,
loan loss provision has a positive relationship with earnings per share. It shows that
higher the loan loss provision, higher would be the earnings per share. Similarly,
there is a positive relationship between total debt ratio and earnings per share. It
indicates that increase in total debt ratio leads to increase in earnings per share. In
addition, cash reserve ratio has a positive relationship with earnings per share. It
indicates that higher the cash reserve ratio, higher would be the earnings per share.
Further, this study shows that there is a positive relationship between current ratio
and earnings per share. It means that higher the current ratio, higher would be the
earnings per share.
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Regression analysis

Having indicated the Pearson’s correlation coefficients, the regression
analysis has been carried out and results are presented in Table 4 and Table 5.
More specifically, Table 4shows the regression results of impact of debt-to-equity
ratio, total debt ratio, cash reserve ratio, current assets, non-performing loan and
loan loss provision on return onassets of selected Nepalese commercial banks.

Table 4

Estimated regression results of debt to equity ratio, non-performing
loan and loan loss provision, total debt ratio, cash reserve ratio and current
ratio on return on assets

The results are based on panel data of 15 commercial banks with 105
observations for the period of 2015/16 to 2021/22 by using linear regression
model. The model isROA;, = f o+ f1 DER; + > NPL; + 3 LLP; + 4 TDR;, + Bs
CRR;; + fs CR; + ey where, the dependent variable is ROA (Return on assets as
measured by the ratio of net income to total assets, in percentage). The
independent variables are DER (Debt to equity ratio as measured by the ratio of
total debt to total equity capital, in times), NPL (Non-performing loan as measured
by the ratio of non-performing loan to total loans, in percentage), LLP (Loan loss
provision as measured by the ratio of sum of provisions set for the loans created to
total loans, in percentage), TDR (Total debt ratio as measured by the ratio of total
debt to total assets, in times), CRR (Cash reserve ratio as measured by the ratio of
reserve required to bank deposits, in percentage) and CR (Current ratio as
measured by the ratio of current assets to current liabilities, in times).

Mode Interce Regression coefficients of Adj E-

Is Pt DER NPL LLP TDR CRR CR

EE
R_bar? S value

1.730
0.017 0.4

I 0.013 2.423
(16.692) (1.55 44
1.474 0.085
0.43
2 (23.110) (2.336 0.041 ; 5456
ke )*
3 1.450 0.063 0.010 0.44 2.025
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Mode Interce Regression coefficients of Adj.

2
Is Pt DER NPL LLP TDR CRR CR R.bar

(14.021) (1.42
2.901 -1.497 0.035
4 (4.810)* (2.189
% )*
1.467 0.008 0.020
S (18.488) (1.753
skk )
1.310 0.092  0.189
6 (19.500) (5.028)
kk skok
; 0.052
1.614 082
614016 008
7
(14.174) (1.48 (2.279
; 0.062
1770 oo 0.192 0.145
8
(11.324) (1.38 (2.296 (1.45
A D)
- 0.073
2701 o 0.184 0138 -1.158
9
(4.119)* (0.41 (2.214 (1.38 (1.461
* 5 % 9 )
- 0.107
2674 1, 0193 0.142-1.303 0.010
10

(4.155)* (0.32 (2.363 (1.45 (1.670 (2.210
* o) 6) ) )*
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Mode Interce Regression coefficients of Adj E-

| R bar? SFF val
S P 'BER NPL LLP TDR CRR CR _ar vaiue

2.296 0.002 0.173 0.119 -1.202 0.008 0.083  0.263  0.38

4
T (3.891)* (0.14 (2323 (1.34 (1.696 (1.925 (4.682) 7.188
* 7) )* 3) ) ) ok

Notes:
i Figures in parenthesis are t-values.
ii. The asterisk signs (**) and (*) indicate that the results are
significant at one percent and five percent level respectively.
iii. Return on assets is the dependent variable.

Table 4 shows that the beta coefficients for debt to equity ratio are negative
with return on assets. It indicates that debt to equity ratio has a negative impact on
return on assets. This finding is consistent with the findings of Vu et al.
(2020).However, the beta coefficients for non-performing loan are positive with
return on assets. It indicates that non-performing loan has a positive impact on
return on assets. This finding is inconsistent with the findings of Gizaw et al.
(2015). Similarly, the beta coefficients for loan loss provision are positive with
return on assets. It indicates that loan loss provision has a positive impact on return
on assets. This finding contradicts with the findings of Mennawi (2020). In
contrast, the beta coefficients for total debt ratio are negative with return on assets.
It indicates that total debt ratio has a negative impact on return on assets. This
finding is consistent with the findings of Habibniya et al. (2022). In addition, the
beta coefficients for cash reserve ratio are positive with return on assets. It
indicates that cash reserve ratio has a positive impact on return on assets. This
finding is inconsistent with the findings of Jibreeler al. (2022). Likewise, the beta
coefficients for current ratio are positive with return on assets. It indicates that
current ratio has a positive impact on return on assets. This finding is similar to the
findings of Ripaluddin et al. (2023).

Table 5 shows the regression results of debt to equity ratio, non-performing
loan, loan loss provision, total debt ratio, cash reserve ratio and current ratio on
earnings per share of Nepalese commercial banks.
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Table 5

Estimated regression results of debt to equity ratio, non-performing
loan and loan loss provision, total debt ratio, cash reserve ratio and current
ratio on earnings per share

The results are based on panel data of 15 commercial banks with 105
observations for the period of 2015/16 to 2021/22 by using linear regression
model. The model isEPS;, = o+ p; DER; + > NPL; + p3 LLP; + B4 TDR;, + Ps
CRR;; + ps CR;s + ey where, the dependent variable is EPS (Earnings per share as
measured by the ratio of net income to total number of shares, in Rupees per
share). The independent variables are DER (Debt to equity ratio as measured by
the ratio of total debt to total equity capital, in times), NPL (Non-performing loan
as measured by the ratio of non-performing loan to total loans, in percentage),
LLP (Loan loss provision as measured by the ratio of sum of provisions set for the
loans created to total loans, in percentage), TDR (Total debt ratio as measured by
the ratio of total debt to total assets, in times), CRR (Cash reserve ratio as
measured by the ratio of reserve required to bank deposits, in percentage) and CR
(Current ratio as measured by the ratio of current assets to current liabilities, in
times).

Mode Interce Regression coefficients of Adj. SE F-

2
Is  ptS pEr NPL LLP TDR CRR CrR RWbar E value

22548 0.340 0.010 9.32
2
L (10.378) (1.447 2.093
ksk )
21.830 2.739 0.112  8.83
, 5 14.08
(17.000) (3.753) 4
kok kok
19.107 2.954 0.089  8.94
4 1117
3 (9.204) (3.342) !
* kk
23.998 1.596 0.010  9.41
6
4 0.012
(0.10
1.
(1.859) 0
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Mode Interce Regression coefficients of Adj. SE F-

2
Is  pts pEr NPL LLP TDR CRR CrR RWbar E value

23.739 0.117 0.004 935
3
5 (14.182) (1.18 1.405
23.192 0.739  0.020 9.27
7
6 (15.004) (176 3.112
18.571 0380 2.796 0.128 8.74
9
7 (8.130)* (1.718 (3.863) 8.651
* ) skok
18.841 0381 2.984 0.250 0.120 8.79
2
8 5.717
(5.946)* (1.714
o) (1.765) (0.123)
27228 0470 2916 0.187 0% 0.115 8'51

9 4.366

(2.031)* (1;92 (1.716) (0.092) (O£4

26814 0489 3.053 0247 12;5 0.152 0.129 874

10 4.087

, (1.876 (0.78 (1.63
(2.017) ) (1.809) (0.123) 5 7

23343 0.542 2.866 0.038 “;3 0.134 0761 132 862

11 4.111

(2.097 (0.73 (1.44 (1.91
(1762) 77T (1L718) 0019) T 7

Notes:

i Figures in parenthesis are t-values.
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ii. The asterisk signs (**) and (*) indicate that the results are significant
at one percent and five percent level respectively.

iii. Earnings per share is the dependent variable.

Table 5 shows that the beta coefficients for debt to equity ratio are positive
with earnings per share. It indicates that debt to equity ratio has a positive impact
on earnings per share. This finding contradicts with the findings of Solihin
(2019).Likewise, the beta coefficients for non-performing loan are positive with
earnings per share. It indicates that non-performing loan has a positive impact on
earnings per share. This finding is inconsistent with the findings of Nedelescu and
Ciulei (2022). Similarly, the beta coefficients for loan loss provision are positive
with earnings per share. It indicates that loan loss provision has a positive impact
on earnings per share. This finding is similar to the findings of Annor and Obeng
(2017). Further, the beta coefficients for total debt ratio are positive with earnings
per share. It indicates that total debt ratio has a positive impact on earnings per
share. This finding is consistent with the findings of Detthamrong et al. (2017). In
addition, the beta coefficients for cash reserve ratio are positive with earnings per
share. It indicates that cash reserve ratio has a positive impact on earnings per
share. This finding is consistent with the findings of Al-Shehadeh et al. (2022).
Likewise, the beta coefficients for current ratio are positive with earnings per
share. It indicates that current ratio has a positive impact on earnings per share.
This finding is similar to the findings of Hasyim and Nuraeni (2022).

Summary and Conclusion

Financial sector is regarded as one of the major areas of the economy that
plays a vital role in developing the nation. A strong financial system promotes
investment by financing productive business opportunities, mobilizing savings,
efficiently allocating resources, makes easy the trade of goods and services and it
directly or indirectly affect the activity of every sector of the economy. The
success and stability of commercial banks depends on profitability. Loan is the
major component of earning assets of commercial banks. However, the
profitability depends on the various factors like bank capital, liquidity, credit risk
etc. Profitability is an important criterion to measure the performance of bank.

This study attempts to examine the impact of bank capital, bank liquidity
and credit risk on profitability of Nepalese commercial Banks. The study is based
on secondary data of 15 commercial bank of Nepal with 105 observations for the
period 2015/16 to 2021/22.

The study showed that non-performing loan, loan loss provision, cash
reserve ratio and current ratio have a positive impact on return on assets of
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Nepalese commercial banks. However, debt to equity ratio and total debt ratio have
negative impact on return on assets of Nepalese commercial banks. Further, debt to
equity ratio, non-performing loan, loan loss provision, total debt ratio, cash reserve
ratio and current ratio have a positive impact on earnings per share. The study
concluded that current ratio followed by non-performing loan and total debt ratio
are the most influencing factor that explains the changes in the return on assets of
Nepalese commercial banks. Similarly, the study also concluded that non-
performing loan followed by loan loss provision and current ratio are the most
influencing factor that explains the changes in the earnings per share of Nepalese
commercial banks.
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