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Abstract

The CAMELS rating system is a globally recognized tool used to assess the financial health of banks based on six dimensions: Capital
Adequacy, Asset Quality, Management Efficiency, Earnings, Liquidity, and Sensitivity to Market Risk. This study introduces a
conceptual CAMELS evaluation framework using hypothetical data from three fictional banks to demonstrate the model’s functionality
and educational value. The framework utilizes fabricated financial ratios to assign ratings across each CAMELS component, presented
through visual aids like bar charts and radar plots. Unlike traditional applications, this model is designed for academic and pedagogical
use rather than regulatory enforcement. It simplifies complex concepts for educational settings, aiding in the understanding of how
CAMELS components influence a bank's composite score. The study also addresses limitations and future possibilities, such as
incorporating qualitative factors and real-time data simulations, making it a practical learning tool in banking education programs.
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Introduction:
Background of Bank Performance Evaluation

Banks play a crucial role in the financial system by
connecting depositors and borrowers while also
impacting monetary policy and economic stability.
Therefore, evaluating their performance is essential for
stakeholders, including sharcholders, depositors,
regulators, and policymakers, to ensure financial
resilience and detect risks early. Traditionally, metrics
like Return on Assets (ROA), Net Interest Margin
(NIM), and Capital to Risk-Weighted Assets Ratio
(CRAR) were used to assess bank performance.
However, these standalone indicators lack a
comprehensive view, especially during economic
volatility or liquidity crises.

To address this limitation, the CAMELS rating system
was developed by U.S. regulators in the 1970s and later
adopted worldwide, including by the Reserve Bank of
India (RBI) for assessing scheduled commercial banks.
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CAMELS evaluates six key aspects: Capital Adequacy,
Asset Quality, Management Quality, Earnings Strength,
Liquidity Position, and Sensitivity to Market Risk. Its
multidimensional approach enables a holistic
assessment of a bank's health and identifies potential
distress signals.

In India, CAMELS is integral to supervisory
evaluations, combining quantitative and qualitative
insights to ensure comprehensive regulatory oversight.
This framework has proven valuable for maintaining the
soundness of financial institutions, making it a preferred
tool for regulatory authorities globally.
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Table 1: Traditional vs. Composite Evaluation Tools

Parameter Traditional Metrics CAMELS Components
Capital Strength CRAR Capital Adequacy
Profitability ROA, ROE Earnings

Asset Quality GNPA, NNPA Asset Quality

Managerial Efficiency Opex to Income Ratio Management

Liquidity Current Ratio, Liquid Assets Liquidity

Market Exposure Not typically captured Sensitivity to Market Risk

The Evolution and Role of the CAMELS Framework

The CAMELS rating system was developed in 1979 by
the U.S. Federal Financial Institutions Examination
Council (FFIEC) in response to financial instability,
particularly the U.S. savings and loan crisis of the
1980s. Initially introduced as CAMEL, it was later
expanded to CAMELS by adding the component
"Sensitivity to Market Risk" to enhance its evaluative
capacity. CAMELS provides a comprehensive
framework for assessing bank health by examining six
critical dimensions: Capital Adequacy, Asset Quality,

Management Quality, Earnings Strength, Liquidity
Position, and Sensitivity to Market Risk.

This system has become a globally accepted tool for
banking supervision and is widely adopted by central
banks, including the Reserve Bank of India (RBI), as
part of their Risk-Based Supervision (RBS) strategies.
CAMELS aids in early detection of financial distress,
supports targeted regulatory interventions, and
promotes transparency in financial reporting, ensuring a
holistic view of a bank's performance.

Table 2: Core Components of CAMELS and Their Evaluation Focus

Component Evaluation Focus Key Ratios/Indicators
Capital Adequacy Resilience against unexpected losses CRAR, Tier 1 Ratio, Leverage Ratio
Asset Quality Level of risk in loan and investment portfolios GNPA, NNPA, Provision Coverage Ratio
Management Quality Strategic planning, governance, risk management Cost-Income Ratio, Governance Ratings
Earnings Profitability and sustainability of operations ROA, ROE, Net Interest Margin
Liquidity Ability to meet short-term obligations LCR, NSFR, Liquid Asset Ratio
Sensitivity to Market Risk | Exposure to changes in interest rates, FX, commodity prices | Duration Gap, FX Exposure, Interest
Rate Gap
;:i ,‘ :‘i Management Insight Vol.21, No.1; 2025 16
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Flowchart: Global Evolution of CAMELS Framework

CAMELS EVOLUTION
CAMEL 1979
Introduction of the
CAMEL rating system
CAMELS 1996

ADOPTION IN INDIA

Needfor a Conceptual Evaluation Framework

As banking systems grow more complex, the need for
adaptive evaluation tools becomes crucial for
stakeholders like regulators, policymakers, trainers, and
students. While the CAMELS framework is well-
established for supervisory practices, accessing real
bank data often poses challenges due to confidentiality
and data restrictions. To address this gap, a conceptual
CAMELS evaluation framework using hypothetical
data proves essential.

This framework allows users to grasp how CAMELS
ratings are assigned and how each component

Addition of Sensitivity
to Market Risk component

INDIA
Adoption of CAMELS
in Indian banking sector

influences a bank's composite score, without relying on
sensitive information. It serves as an invaluable
pedagogical tool for academic instruction, capacity-
building, and policy experimentation. By using visual
aids such as scoring matrices, dashboards, and
heatmaps, it simplifies complex concepts, enhancing
learning and retention.

Additionally, the model facilitates training for
regulatory officers and policy analysts by enabling
simulation of scenarios, such as the impact of an increase
in GNPA or a decline in CRAR, offering a practical
learning experience.

Table 3: Why Use a Conceptual Framework?

Aspect Traditional CAMELS

Conceptual Framework

Data Source Real, sensitive bank data

Hypothetical, controlled inputs

Accessibility Limited to regulatory bodies Open for classroom, training, research

Purpose Actual supervision and risk management Education, simulation, model testing

Flexibility Depends on current market environment Can simulate multiple static or dynamic scenarios
Risk of Misuse High (due to real-world implications) None (educational and explanatory use only)
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Understanding the CAMELS Framework
The Six Components of CAMELS

The CAMELS framework is a globally recognized
supervisory tool used to evaluate the financial stability,
soundness, and risk profile of banks. Developed by the
U.S. Federal Reserve and the Office of the Comptroller
of the Currency (OCC), it has been adopted worldwide,
including by the Reserve Bank of India (RBI). It
assesses banks across six critical dimensions: Capital
Adequacy, Asset Quality, Management Quality,
Earnings, Liquidity, and Sensitivity to Market Risk.

Capital Adequacy (C):

This component measures a bank's ability to absorb
losses and maintain long-term solvency. Key indicators
include the Capital to Risk-Weighted Assets Ratio
(CRAR) and the Tier 1 Capital Ratio. A CRAR of at
least 9% is mandated by the RBI to ensure stability
against credit, market, and operational risks.

Asset Quality (A):

It evaluates the risk level within a bank's credit
portfolio. High levels of Non-Performing Assets
(NPAs) indicate potential credit risk. Key indicators
include Gross NPA (GNPA), Net NPA (NNPA), and
Provision Coverage Ratio.

Management Quality (M):

This dimension assesses the bank's governance,
strategic planning, and risk management practices.
Indicators include the Cost-to-Income Ratio and
Internal Audit Score, reflecting the management's ability
to maintain operational efficiency.

Earnings (E):

Earnings reflect the bank's profitability and income
sustainability, assessed through metrics like Return on
Assets (ROA) and Net Interest Margin (NIM). Stable
earnings bolster the capital base and support growth.

Liquidity (L):

This component examines a bank's capacity to meet
short-term liabilities. Key indicators include the
Liquidity Coverage Ratio (LCR) and Liquid Assets to
Total Assets ratio, which ensure sufficient liquidity
during crises.

Sensitivity to Market Risk (S):

It gauges the bank's exposure to external shocks like
interest rate fluctuations and forex volatility. Metrics
include Duration Gap and Interest Rate Risk Exposure,
essential for banks with trading or international
operations. The CAMELS framework thus provides a
comprehensive view of a bank's financial health and risk
profile.

Table 4: Summary of CAMELS Components and Key Ratios

Component Focus Area Key Metrics Purpose
Capital Adequacy Solvency and risk absorption CRAR, Tier 1 Ratio Long-term financial health
Asset Quality Credit risk and loan performance | GNPA, NNPA, PCR Loan portfolio strength

Management Quality

Governance and internal control

CIR, Audit/Compliance Scores

Strategic soundness

Duration Gap

Earnings Profitability and sustainability ROA, ROE, NIM Income generation
Liquidity Cash flow and funding stability LCR, Liquid Assets/Total Assets Crisis readiness
Sensitivity Exposure to market fluctuations Interest Rate Gap, Forex Position, External shock resilience
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Core Financial Indicators Used for Assessment

The CAMELS framework, though qualitative in part
(especially for management assessment), is primarily
driven by core financial indicators that reflect a bank's
solvency, profitability, efficiency, and risk exposure.
These indicators are objective, measurable, and
scalable, allowing for comparative and longitudinal
assessment of banking institutions (Kumbirai & Webb,

2010, Dang, 2011).

Each component of CAMELS relies on a set of
standardized financial ratios that are widely used in
global and national supervisory frameworks. These
ratios are either directly reported by the banks to
regulatory bodies or derived from audited financial
statements.

Table 5: Core Financial Ratios for CAMELS Assessment

CAMELS Component | Key Ratios / Indicators Purpose

Capital Adequacy CRAR (Capital to Risk-Weighted Assets Ratio), Measures solvency and capital buffer for
Tier 1 Ratio, Leverage Ratio risk absorption

Asset Quality GNPA (%), NNPA (%), Provision Indicates loan book quality and credit
Coverage Ratio (PCR) risk exposure

Management Quality Cost to Income Ratio (CIR), Staff Efficiency Ratio, Reflects governance, operational control, and
Internal Audit Score strategic competence

Earnings ROA (Return on Assets), ROE (Return on Equity), Evaluates profitability, operational viability
Net Interest Margin (NIM), Operating Profit Margin

Liquidity Liquidity Coverage Ratio (LCR), Liquid Assets to Gauges readiness to meet short-term liabilities
Total Assets Ratio, Statutory Liquidity Ratio (SLR)

Sensitivity Interest Rate Sensitivity, Duration Gap, Foreign Assesses vulnerability to market risk shocks
Currency Exposure Ratio

Note: These indicators are selected in line with RBI guidelines (RBI, 2023) and BIS Basel norms (BCBS, 2006).

Rating Mechanism: Component and Composite Scores

The strength of the CAMELS framework lies not just in
the dimensions it covers, but also in its structured
scoring mechanism, which enables regulators to assign
performance ratings to banks in a standardized and
comparative manner. Each of the six CAMELS
components is rated on a scale of 1 (Strongest) to 5
(Critically Deficient) based on predefined thresholds for
financial ratios and qualitative evaluations (Barr et al.,
2002; BCBS, 2006).

These component scores are then combined—either
through weighted or equal averaging methods—to
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compute a composite CAMELS rating. This composite
score provides a summary assessment of the overall
health and risk profile of a bank (Dang, 2011).

The composite rating plays a critical role in:

e Supervisory action (e.g., prompt corrective action
[PCA]by RBI),

* Risk-based categorization (e.g., low-risk, moderate-
risk, high-risk institutions),

e Strategic decision-making within banks (e.g.,
recapitalization, restructuring).

Management Insight Vol.21, No.1; 2025 19
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Table 6: CAMELS Rating Scale Interpretation

Rating Score Description Regulatory Implication
1 Strong Sound in all aspects Minimal supervision required
2 Satisfactory Basically sound, minor weaknesses Routine supervision
3 Fair Moderate weaknesses, manageable risks Watch-list; increased monitoring
4 Marginal Significant issues, potential instability Closer scrutiny and corrective action
5 Unsatisfactory Critically deficient, risk to solvency Enforcement action, restructuring, or license review

Source: Adapted from FFIEC CAMELS Guidelines (Gilbert et al., 2002; RBI, 2023)

Flowchart: CAMELS Rating Assignment Process starting from data input and moving through component
evaluation, score assignment, and composite rating
The following flowchart (Figure 1) illustrates the step- calculation, culminating in the categorization of risk and

by-step process of the CAMELS rating assignment, regulatory actions.

CAMELS RATING ASSIGNMENT PROCESS
( 0
DATA INPUT

Collection of financial and
risk-related data

COMPONENT EVALUATION
Analysis of Capital Adequacy, Asset Quality,
Management, Earnings, Liquidity Sensitivity

SCORE ASSIGNMENT
Assigning ratings to
individual components

COMPOSITE RATING
Calculation of overall
CAMELS score

RISK CATEGORY & ACTIONS
Categorization of risk and
regulatory actions
\ J

Figure 1: Flowchart Depicting the CAMELS Rating Assignment Process

Objectives and Scope of the Framework banking supervision and the educational needs of those

without access to real bank data. Unlike traditional
The Conceptual CAMELS Evaluation Framework CAMELS applications that use empirical data, this
addresses the gap between regulatory models used in framework employs hypothetical figures to ensure
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academic flexibility and accessibility. Its primary
objective is to illustrate the mechanics of the CAMELS
approach, demonstrating how component scores are
derived, how composite ratings are calculated, and how
insights into bank health can be obtained without using
actual data. This simulation-based model is ideal for

academic instruction, policy experimentation, and
professional training, allowing users to safely test
performance scenarios. It is particularly beneficial for
universities, training institutes, and research labs
focused on banking education and stress-testing
techniques.

Table 7: Objectives and Application Scope of the Conceptual CAMELS Framework

Objective Description

Pedagogical Purpose

To teach CAMELS methodology through simplified, non-sensitive examples

Model Testing & Validation

To test algorithmic or Al-based enhancements to the CAMELS framework

Simulation for Policy and Strategy Training

To simulate crisis or turnaround situations for policy analysis

Skill Development for Bankers & Analysts

To train junior officers, credit analysts, or finance students

Bridge Theory and Practice

To fill the gap between academic theory and regulatory models

Structural Design of the Framework

The conceptual CAMELS evaluation framework
adopts a modular design, independently assessing each
component—Capital, Asset Quality, Management,
Earnings, Liquidity, and Sensitivity—using predefined
hypothetical indicators. These evaluations are
synthesized into a composite score through an
aggregation process similar to real-world supervisory
models.

The framework follows a four-stage structure: (1) Data
Input Layer, where user-defined or hypothetical data is

entered; (2) Component Evaluation Layer, which
calculates individual scores against benchmark
thresholds; (3) Composite Scoring Engine, which
aggregates scores to determine the overall CAMELS
rating; and (4) Visualization and Interpretation Layer,
presenting results through dashboards, charts, and
scoring matrices.

This scalable, transparent, and replicable structure
makes the framework suitable for academic use and
training, adaptable to diverse institutions including
banks and NBFCs.

Table 8: Structural Layers of the Conceptual CAMELS Evaluation Framework

Layer Function

Tools/Techniques Used

Data Input Layer
(e.g., CRAR, GNPA)

Input hypothetical values for ratios

Excel/Google Sheets/BI Tools

Component Evaluation Layer | Apply benchmarks to assign

scores (1-5)

Conditional logic / scoring rules

Composite Scoring Engine
arithmetic or weighted mean

Aggregate component scores using

Weighted average formula, scenario simulations

Visualization & Interpretation
scales, and dashboards

Present performance via charts, rating

Bar charts, spider graphs, color-coded matrices

Use of Hypothetical Bank Profiles

The CAMELS-based evaluation framework utilizes
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hypothetical bank profiles—Alpha Bank, Beta Bank,
and Gamma Bank—to illustrate its functionality without
ethical or regulatory concerns. These fictional
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institutions are designed to demonstrate varying
financial scenarios, fostering analytical thinking and
strategic insight.

Alpha Bank represents a financially stable entity with
strong capital, low NPAs, and consistent earnings. Beta
Bank portrays a moderate performer with some
weaknesses in liquidity and earnings, while Gamma
Bank exemplifies a high-risk institution facing
structural and operational challenges.

By employing realistic yet hypothetical financial
metrics, each bank is evaluated across the six CAMELS
components, highlighting how diverse performance
levels impact both individual scores and overall
composite ratings. This scalable framework is ideal for
classroom simulations, policy modelling, and AI/ML
training, promoting practical understanding of banking
performance.

Table 9: Sample CAMELS Scores of Hypothetical Banks

CAMELS Component Alpha Bank Beta Bank Gamma Bank
Capital Adequacy 1 (Strong) 2 (Satisfactory) 4 (Marginal)
Asset Quality 1 3 4
Management Quality 2 3 5 (Weak)
Earnings 1 3 4
Liquidity 2 4 5
Sensitivity 1 2 3
Composite Score 1.33 2.83 4.17
Interpretation Low Risk Watch List Regulatory Concern

Note: Scores are on a scale of 1 (Strong) to 5 (Critically Deficient), aligned with FFIEC and RBI interpretation scales.

Component-Wise Evaluation Using Simulated Charts

Visual representation is a powerful tool for interpreting
complex financial data, especially within the CAMELS
framework. By using simulated charts based on

hypothetical bank profiles (e.g., Alpha Bank, Beta Bank,
Gamma Bank), users can gain quick and intuitive
insights into institutional strengths and vulnerabilities
across the six key CAMELS components (Barr et al.,
2002; Dang, 2011).

Table 10: Hypothetical CAMELS Scores for Visualization

Component Alpha Bank Beta Bank Gamma Bank
Capital Adequacy 1 2 4
Asset Quality 1 3 4
Management Quality 2 3 5
Earnings 1 3 4
Liquidity 2 4 5
Sensitivity to Market Risk 1 2 3
Rating Scale: 1 = Strong, 5 = Critically Deficient
;:i ,‘ :'i Management Insight Vol.21, No.1; 2025 22
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Comparative Insights from the Hypothetical Data

The evaluation of Alpha Bank, Beta Bank, and Gamma
Bank through simulated CAMELS scores offers a
powerful lens for comparative performance analysis.
By standardizing metrics across all six components of

CAMELS—Capital Adequacy, Asset Quality,
Management, Earnings, Liquidity, and Sensitivity to
Market Risk—this framework enables users to
objectively assess and compare the stability and risk
profile of these institutions (Barr et al., 2002; Dang,
2011).

Table 11: Summary of Comparative Insights — Key Observations

Bank Strengths Weaknesses Strategic Interpretation

Alpha Strong capital, low NPAs, | Slight liquidity moderation Model performer; minimal
high profitability regulatory concern

Beta Satisfactory capital and Weak liquidity, average Watch-list candidate; may need
sensitivity control management & earnings managerial strengthening

Gamma | Moderate sensitivity Poor capital, asset quality, Crisis-prone; urgent restructuring
performance liquidity, & earnings or regulatory action

Sample Output Grids and Rating Tables

This section provides structured examples of how
component-wise and composite CAMELS ratings can
be presented in tabular formats to synthesize simulated
data from hypothetical banks. These outputs serve both
pedagogical and evaluative purposes, aiding
comparative analysis across banking entities.

CAMELS Component Score Grid

A component score grid allows visual mapping of
individual CAMELS parameters across multiple banks.
Scores can be assigned on a standardized 1 to 5 scale (1 =
Strong, 5 = Critically Weak), reflecting conventional
regulatory grading practices (RBI, 2022).

Table 4.3.1: CAMELS Component Ratings — Hypothetical Banks

Component Alpha Bank Beta Bank Gamma Bank
Capital Adequacy 2 3 2
Asset Quality 1 2 4
Management 2 3 3
Earnings 1 2 5
Liquidity 2 1 3
Sensitivity 3 2 4
Composite Rating Table CAMELS components. Lower scores reflect stronger

This summary table presents the average composite
score for each bank, derived from the mean of all six
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Table 4.3.2: Composite CAMELS Scores

Bank Composite Score Performance Grade
Alpha Bank 1.83 Satisfactory
Beta Bank 2.17 Fair
Gamma Bank 3.50 Marginal

Color-Coded Rating Grid (Suggested Visualization)

To enhance interpretability, a color-coded heatmap-
style grid can be created, visually distinguishing strong
vs. weak parameters using a red-yellow-green scale.

1 (Strong) | 2-3 (Average) | 4-5 (Weak)
This visual format enhances comprehension for training
and academic purposes, especially in classroom
simulations and workshops (Dash & Mahakud, 2013).

Classroom and Academic Use

The conceptual CAMELS evaluation framework,
developed using hypothetical bank profiles, holds
significant pedagogical value in academic settings. It
bridges theoretical finance and real-world regulatory
practices, allowing students to grasp the complexity of
bank performance evaluation without requiring access
to sensitive or proprietary financial data.

Pedagogical Applications in Commerce and
Management Education

This model serves as a didactic tool in undergraduate
and postgraduate curricula, particularly in courses on:

* Banking and Financial Services

* Risk Management

* Financial Statement Analysis

* Business Performance Evaluation

By simulating CAMELS ratings for Alpha Bank, Beta
Bank, and Gamma Bank, learners are exposed to
comparative analysis techniques and component-based
evaluation approaches, encouraging critical thinking
and decision-making.
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According to Bloom's Taxonomy, simulation-based
learning enhances application and analysis-level
cognitive skills (Krathwohl, 2002). This framework
helps students move beyond rote learning by
interpreting and evaluating bank health indicators.

Customizable Assignments and Case-Based Learning

Instructors can tailor the model for:
* C(Classroom assignments that require students to rate
new hypothetical banks.

* Group projects involving peer-reviewed
presentations of findings.

* (Case-based problem-solving where learners must
suggest policy interventions based on low-scoring
components.

Use in Online and Hybrid Learning Environments

Given its modular design and data-free construct, the
CAMELS framework is particularly effective in virtual
classrooms and MOOCs, where access to real-time
financial datasets is restricted. Tools like spreadsheets,
online dashboards, or simulation apps can be integrated
to execute rating calculations and visual outputs.

Policy Simulation and Training Utility

The proposed conceptual CAMELS evaluation
framework also serves as a powerful tool for policy
simulation and capacity-building exercises in regulatory
institutions, banking training institutes, and
policymaking think tanks. By abstracting complex
financial realities into structured, simulated
assessments, the model provides a safe, controlled
environment for skill development and scenario

Management Insight Vol.21, No.1; 2025 24
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planning.
Regulatory Training for Risk Assessment

The framework allows regulators, supervisors, and
internal audit professionals to simulate risk scenarios by
manipulating scores across CAMELS components:

* (Capital shocks (e.g., post-merger stress)

* Assetquality deterioration (e.g., rise in NPAs)

* Management inefficiency (e.g., poor credit
appraisal)

e Liquidity crisis (e.g., deposit run-offs)

Trainees can learn to identify early warning signs
through these variables and practice assigning
component-wise and composite ratings, as done by
central banks (RBI, 2022, Basel Commiittee, 2019).

Scenario-Based Policy Experimentation

Policy professionals can use the framework for "what-
if" scenario testing to evaluate the effectiveness of
potential interventions (e.g., tighter capital norms, asset
classification reforms, stress testing models). By
adjusting simulated variables for Alpha, Beta, and
Gamma Banks, researchers and administrators can
compare how different entities would react under
standardized stress conditions.

In-Service Training for Bank Officers

Banking academies and HRD centres can deploy the
framework as a training module for branch managers,
credit officers, and auditors, helping them:

* Interpret CAMELS ratings.

* Prioritize corrective action plans.

* Benchmark their own institution against best
practices.

Gamification elements such as scoring leaderboards or
peer-evaluated simulations can enhance learning
outcomes and engagement in training programs.

Conceptual Transferability Across Bank Types

The modular design of the conceptual CAMELS
evaluation framework ensures its high transferability

r

; r’l i

VD

ANAS

across various categories of banking institutions,
regardless of ownership structure, operational scale, or
regional focus. This makes the framework both
academically robust and practically adaptable to India's
heterogeneous banking ecosystem.

Public Sector Banks (PSBs)

In PSBs, where issues such as capital infusion, high
NPAs, and compliance-based governance are
prominent, the framework can simulate scenarios
reflecting government recapitalization plans, asset
resolution initiatives, or RBI-mandated corrective
actions under the Prompt Corrective Action (PCA)
mechanism.

For instance, Alpha Bank's profile may mimic a
restructured PSB with improving but constrained capital
and earnings metrics, allowing for simulation of policy
impacts post Basel-I11 adoption (RBI, 2023).

Private Sector Banks

Private sector banks—typically more agile, profit-
driven, and tech-enabled—can use this framework to
simulate digital banking risks, credit expansion impacts,
or stress-testing under market volatility. Beta Bank, for
example, can be modelled to represent a growing private
bank managing a trade-off between profitability and
risk.

Regional Rural Banks (RRBs) and Co-operative Banks

The framework can be scaled down to evaluate localized
institutions like RRBs and urban/rural co-operatives. In
such cases:

* The Management and Asset Quality components
become more critical due to localized governance
issues and credit risk exposure.

e Hypothetical profiles can simulate scenarios of
financial inclusion performance, viability gaps, and
CRAR (Capital to Risk-weighted Assets Ratio)
challenges.

This adaptability aligns with NABARD and RBI's
efforts to improve supervision of grassroots financial

\ ; Management Insight Vol.21, No.1; 2025 25
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institutions (NABARD, 2022).
International Use and Emerging Markets

Beyond India, this framework can be repurposed for
emerging economies where data access is constrained
but conceptual training in regulatory diagnostics is
essential. Universities, training institutions, and
development banks across South Asia or Sub-Saharan
Africa may adopt this model as an entry point to
CAMELS-based evaluations.

Limitations of the Conceptual Framework

While the proposed conceptual CAMELS evaluation
framework offers a simplified and pedagogically
valuable model for assessing bank performance, it is
essential to acknowledge its inherent limitations. These
limitations arise primarily due to the abstract, data-
simulated nature of the framework and its exclusion of
certain qualitative and real-time factors that influence
actual banking outcomes.

Absence of Real Financial Data

The framework relies exclusively on hypothetical data
to simulate CAMELS scores, thereby omitting real-
world variability such as:

* Seasonal liquidity cycles
* Regulatory shocks
* Macroeconomic shifts

As such, while valuable for academic training and
illustrative purposes, the framework may lack direct
empirical validity for actual banking decisions (Igbal,
2012; Dash & Mahakud, 2013).

Exclusion of Qualitative Parameters

Several soft factors critical to a bank's actual
performance are excluded in this abstraction:

* Corporate governance practices

* Ethical banking culture

¢ Leadership style and institutional credibility

* (Customer satisfaction or service delivery metrics

These elements often influence management quality
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and risk culture but remain unquantified in this
framework (Kumbirai & Webb, 2010).

Static Design without Dynamic Adaptability
The model assumes static, single-period evaluations and
does notaccommodate:

* Time-series analysis of trends

* Adaptive performance during economic crises

* Real-time data integration (e.g., fintech-induced
credit modelling)

Such rigidity limits the model's utility for continuous
performance tracking or Al-integrated rating tools now
emerging in regulatory fintech environments (BIS,
2021).

Risk of Overgeneralization

Simplified scores (e.g., 1-5 scale) may lead to
overgeneralization or masking of underlying issues,
especially in large, complex banks. The framework
assumes equal weightage of CAMELS components
unless otherwise modified, which may not reflect sector-
specific priorities (e.g., capital adequacy in PSBs vs.
liquidity in co-operatives).

Conclusion and Future Directions

The development of a conceptual CAMELS evaluation
framework using hypothetical data offers a valuable
academic and training tool for demystifying bank
performance assessments. By combining a structured
rating mechanism with simulated outputs, this model
bridges the gap between regulatory theory and
classroom practice. It fosters a deeper understanding of
risk-based supervision in banking and provides an
accessible entry point for both students and practitioners
to engage with complex financial diagnostics.

Summary of Contributions

This study provides:

* Aconceptual model grounded in the widely accepted
CAMELS framework.

* Apedagogical approach through the use of simulated
bank profiles (Alpha, Beta, Gamma).

* Visual and tabular tools for component-wise

f ; Management Insight Vol.21, No.1; 2025 26
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evaluation, enhancing both clarity and analytical
engagement.

* Practical relevance for policy simulation and
regulatory training.

These elements collectively support interdisciplinary
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BIS. (2020). Basel Framework — Supervisory Review
Process. Bank for International Settlements.
https://www.bis.org

Biggs, J., & Tang, C. (2011). Teaching for Quality Learning at
University (4thed.). Open University Press.

. R i . iX. Dang, U. (2011). The CAMEL rating system in banking
leamm_g across finance, public policy, and business supervision: A case study of Arcada Bank. Arcada University
education. of Applied Sciences.

. Dash, M., & Mahakud, J. (2013). Performance appraisal of

Future Scope for Enhancement X

pef Indian banks using CAMELS approach. International Journal
) ) ) of Business Performance Management, 14(3),262-277.

To improve the framework's academic rigor and

practical adaptability, several future directions are xi.  Gilbert,R.A., Meyer,A. P., & Vaughan, M. D. (2002). Could a

proposed: CAMELS downgrade model improve off-site surveillance?

’ Federal Reserve Bank of St. Louis Review, 84(1),47-63.

* Integration of Real-Time and Longitudinal Data xii.  Igbal, M. (2012). CAMELS rating system and its applications

* Aland Machine Learning Integration in evaluating banking performance. The Indian Banker.

. . . L. .

Welgh.t Ad] uStme_nt a'nd Sensitivity Moidelhng xiii.  Krathwohl, D. R. (2002). Arevision of Bloom's taxonomy: An

* Inclusion of Qualitative and ESG Metrics overview. Theory into Practice, 41(4),212-218.

While not a substitute for ernpirical rating systems, the xiv.  Kumbirai, M., & Webb, R. (2010). A financial ratio analysis of

commercial bank performance in South Africa. African

conceptual framework developed here serves as a ) . .

. . . Review of Economics and Finance, 2(1), 30-53.

scalable and flexible teaching-learning tool and a

blueprint for capacity-building in financial supervision. xv.  NABARD. (2022). Annual Report 2021-22: Rural Banking

Its adaptability across educational and regulatory and Supervision. https://www.nabard.org

environments enhances its long-term relevance. xvi. Reserve Bank of India. (2022). Financial Stability Report.

https://www.rbi.org.in
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