
Determinants of Banking Sector Performance in Pakistan1

Beenishameer M.Ameer2

Received: 11 February 2015 Accepted: 5 March 2015 Published: 15 March 20153

4

Abstract5

The purpose of this research is to examine the relationship between bank-specific and6

macro-economic indicator over bank performance by using data of ten Pakistani banks7

including five conventional banks and five Islamic banks over the period 2010-2014.Dependent8

variable taken for this study is Return on assets, Return on Equity to measure the Banking9

Sector Performance and independent variable taken for this study including specific factors10

(Size, Capital, Loan, Deposits, Expenses, Credit Risk and Liquidity) and macroeconomic11

factors (Gross Domestic Product ,Foreign Direct investment and Inflation).This paper uses the12

correlation and regression method to investigate the impact of size, loans, capital, deposits,13

liquidity, credit risk, expenses, economic growth, inflation and foreign direct investment on14

major performance indicators. The empirical results have found strong evidence that both15

internal and external factors have a strong influence on the performance. A result of study16

denotes that credit risk, expenses and inflation have indirect link with the bank performance,17

whereas size of bank, capital, deposit and loan have a significant positive relation with bank?s18

performance and liquidity have insignificant positive relation with Performance of bank . This19

study reveals the positive insignificant relation between GDP and performance but significant20

relation between FDI and performance and indirect relation between inflation and21

profitability. The results of the study are of value to both academics and policy makers.22

23

Index terms— commercial banks, banks profitability, (ROA) return on assets.24

1 Introduction25

Author: e-mail: beenishameer14@gmail.com26
The financial system of Pakistan is dominated by the commercial banks. The financial history of the country27

significantly altered in early 1970s with nationalization of domestic banks and growth of public sector development28
finance institutions. By the end of 1980s, it became quite clear that the national socioeconomic objectives could29
not be achieved by nationalization. The public sector in banking and nonbank financial institutions was liable30
for financial inefficiency, deteriorating quality of assets and growing threats of downfall of financial institutions.31
By the end of 1990, public sector’s share in the banking industry was almost 90 percent in total assets, while32
the rest belonged to foreign banks, as domestic private banks did not exist at that time. Besides this high33
shares existed for deposits, advances and investments. The structure of banking system in Pakistan underwent34
significant changes after 1997 when the banking supervision process was aligned with international best practices.35
Privatization of public sector banks and the ongoing process of merger/consolidation brought visible changes in36
the ownership, structure, and concentration in the banking sector (State Bank of ??akistan, 2009).37

Financial intermediaries perform key financial functions in economies; provide a payment mechanism, match38
supply and demand in financial markets, deal with complex financial instruments and markets, provide markets39
transparency, perform risk transfer and risk management functions. Economies that have a profitable banking40
sector are better able to withstand negative shocks and contribute in the stability of the financial system41
(Athanasoglou, Brissimis & Delis, 2005). The Pakistani banking system has traditionally occupied an important42
position in Pakistan financial system which is based on universal banking framework that legally authorizes43
commercial banks to service various kinds of activities in financial markets. Most of transactions and activities44
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4 C) OBJECTIVES

of money and capital markets are carried out by Banks in Pakistan became more open to these kinds of risks45
particularly in the financial liberalization period after 1990s. As a result of various financial risks, financial crises46
in 1994, 2000 and 2001 occurred and they showed how important risk management is to the financial institutions47
and the businesses in the real sector. After the 2001 Crisis, the Rehabilitation Program was launched by Pakistan48
Year 2015 ( ) C he Banking sector acts as the life blood of modern trade and commerce to provide them with a49
major source of finance. This increasing phenomenon of globalization has made the concept of efficiency more50
important both for the non-financial and financial institutions and banks are the part of them. Banks largely51
depends on competitive marketing strategy that determines their success and growth (Anon, 2013). Banking52
sector is very essential part of monetary system. It contributes to economic development so it must be sound53
and perform well. Due to increasing trend of globalization, efficiency becomes very crucial for banking and54
non-banking business. Financial Institutions also contribute to the number of diverse sectors of the economy in55
different ways; it is the source of investment, provide the facilities in the payment procedure and help to export56
and import products (Hussain & Bhatti, 2010).57

2 T a) Study back ground58

Banking Regulation and Supervisory Agency. State and private banks were restructured and profitability and59
stability of Pakistan banking system increased with the help of this program (Qazi Abdul Subhan, 2010). The60
major development started in earlier 1990s in the banking sector of Pakistan. The basic intention of these61
changes is to take such steps which can bring efficiency and accuracy in them. Following are the major changes62
happened because of restructuring in the banking sector. Firstly, Privatization of banks primarily increased the63
quality of services by professionalism. Secondly, Privatization made enormous upward movement in profits due64
to more innovative product because banks have already loss the extensive part of profit due to inefficiency and65
deficiency in the quality of service during era of nationalism. Thirdly, due to reforms, banks apply hard and66
severe procedures for the evaluation of loans; which decreased the default ratio of borrowers ??Dr. Salma &67
Ahmad, 2011). There are mixed studies on performance of banks based on the number of countries and types of68
banks included in the study sample.ROA and ROE have been widely considered as performance measures (Delis69
& ??taikouras, 2006;Hassan & Bashir, 2003), while researchers have also included Interest Margin (Khrawish,70
2011).71

Performance as defined by Bourke (2013) is the net after-tax income of banks commonly measured by return72
on assets and return on equity ratios. Numerous external factors that affect these ratios include; inflation rate,73
real interest rate, real gross domestic product, imports and exports of a country etc.74

The basic reason to conduct this study is to examine the relationship between bank-specific and macro-75
economic characteristics over bank performance. It is the vital requirement for the competitiveness of financial76
service organization. It plays a key role in order to attract depositors for supplying their funds on advantageous77
terms. Inclusively a better and gainful financial institution is capable to recover loss more easily and helped to78
bring the stability in the monetary structure. The stakeholder of banks and regulators are assures higher profits79
figures by reducing the chances of financial problems (Ramlall, 2009; ??ahman, 2011).80

3 b) Statement of Problem81

Financial sector is considered to be the main contributor to economic development. As banks is one of the82
key financial sectors so the strong and profitable banks leads to economic growth of country. The growing83
importance of bank’s performance make the regulators, bank management, researchers, educational institutes,84
to take significant interest to examine the determinants of banks performance (Athanasoglou et al., 2005;Said et85
al., 2013). So that they can appraise the banks performance in term of profit and regulate the regime policies,86
financial plans decision to reach the desired goals and choices of depositor (Pasiouras & Kosmidou, 2007;Ali,87
2010). It has been found that liquidity, cost, equity/capital, and bad debt/advances these variables have direct88
effect over banks profitability (Sufian, 2009; ??ahman, 2011;Anon, 2013).89

This study reveals the gap that other variables can also be tested to find their impact over performance of90
commercial banks in Pakistan. The broad question of my research study is ”Determinants of banking sector91
performance” creates the need to carefully evaluate the impact of other bank specific factors (size, capital, loan,92
deposits and liquidity, credit risk and expenses) and economic indicator (GDP, inflation and FDI) on performance93
of banking sector, which is measured through return on assets (ROA) and return on equity (ROE).So that94
formulation of strategies took place for development in the banking sector performance.95

4 c) Objectives96

The basic objective of this research is to determine the variables affecting Bank’s performance. Sub objective97
include:98

? To observe the performance of five conventional banks and five Islamic banks in Pakistan in last 5 year.99
? To identify factors affecting the bank’s performance.100
? To determine which factors effect positively and which effect negatively and to find the gaps between them.101
? To investigate the existing economic indicators and banks specific variables and its relation with the bank’s102

performance in Pakistan.103
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? To suggest the strategies for improving bank’s performance.104

5 d) Research Question105

The main question of my research study is: What are the impacts of bank specific factors on bank’s performance106
in Pakistan?107

? What is effect of size on bank’s performance?108
? How loan affect bank’s performance?109
? What is the relationship of capital and bank’s performance?110
? What is the relation of deposits with the performance of bank?111
? What is the connection of cost and bank’s performance?112
? What is the link between credit risks and bank’s performance?113
? What is the relationship of liquidity ratio and bank’s performance?114

6 What are the impacts of Macroeconomic variables on bank’s115

performance in Pakistan?116

? What is the link of GDP on performance of banks in Pakistan?117
? What is the relation between FDI and banks performance?118
? What is the influence of inflation on performance of banks in Pakistan?119

7 e) Significance of Study120

The growing importance of bank’s performance make the regulators, bank management, researchers, educational121
institutes, to take significant interest to examine the determinants of performance (Athanasoglou et al., 2005).So122
that they can appraise the banks performance in term of profit and regulate the regime policies, financial plans123
decision to reach the desired goals and choices of depositor (Pasiouras, & Kosmidou, 2007;Ali, 2010). This is the124
first paper addressing the determinants of banking sector performance. Past researchers and practitioners have125
not given the proper attention to macroeconomic indicator and credit risk. This paper helps in understanding126
the bank specific factors and economic indicator and their impact on the performance of the banking system.127

Finally, the researches about the banks performance even become very significant due to fiscal and monetary128
crises. In the coming years around the globe, these crises have essential effect on many countries banking sector.129
Hence, the necessary plan of a bank’s organization is to attain performance, which is the important condition130
for operating any business (Deger & Adem, 2011). The study of economic indicators is also necessary because131
it helps us to understand the trend of economic activities which complements the monetary policy, and this132
monetary policy has its impacts on the bank’s performance.133

In order to increase the profit, the key success factors of banks should be determined so that formulation of134
strategies took place for development in the banking sector. The current research is structured as follow: chapter135
1 consists of introduction which includes, background, scope and structure of research, chapter 2 consists of136
review of literature, chapter 3 consists of methodology, outlining both the broad research design and justifying137
the particular methods and techniques selected. Chapter 4 consists of results outlining the finding of research.138
Chapter 5 includes analysis and evaluation that tells us about the significance of the results and it spots the139
implications in the light of the research questions. Chapter 6 includes the conclusion and limitations of the140
research and it also includes some recommendations. This concludes with bibliography and appendences.141

8 II.142

9 Literature Review143

The determinants of banks’ performance are usually assorted into internal and external factors. Some studies were144
country specific and few of them considered panel of countries for reviewing the determinants of profitability.145
Overall these studies propose that the determinants of profitability for bank can be divided into two groups;146
internal and external factors. These studies specify return on asset (ROA) and return on equity (ROE) as147
the dependent variables and considering the internal and external factors as independent variables (Bourke,148
2013).There are mixed studies on performance of banks based on the number of countries and types of banks149
included in the study sample. ROA and ROE have been widely considered as performance measures (Delis &150
??taikouras, 2006;Hassan & Bashir, 2003), while researchers have also included Interest Margin as performance151
measures (Khrawish, 2011).152

Performance as defined by Bourke (2013) is the net after-tax income of banks commonly measured by return153
on assets and return on equity ratios. Numerous external factors that affect these ratios include; inflation rate,154
real interest rate, real gross domestic product, imports and exports of country etc. The external determinants155
are reflecting economic and legal environment that affects the operation and performance of banks. According to156
the nature and purpose of each study, different variables could be used. Among the internal determinants, there157
are bank specific financial ratios representing capital adequacy, cost efficiency, liquidity, credit risk, asset quality,158
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10 A) IMPACT OF BANK SPECIFIC FACTORS ON PROFITABILITY

and size. Economic growth, inflation, market interest rates, investment and ownership are external determinants159
that affect bank profitability.160

10 a) Impact of Bank Specific Factors on Profitability161

In Pakistan, banks have been playing an important role in the economic development (Anis, 2013) and they162
are also affected by the macroeconomic conditions. Over the past decade, Pakistani banks have faced financial163
stability challenges due to changes in economic indicators. A lot of work has been done in foreign literature,164
Haque, Osman and Ismail (2003) and Kosmidou, and Pasiouras (2007) give evidence of significant contribution165
of external factors towards earnings of banks, but there are few studies which evaluate the performance of166
banking sectors in Pakistan, Hamdani (2011) and Gul, Irshad, and Zaman (2011) have done research into this167
topic covering only up to five-year time period. Hassan and Bashir (2003) analyze the factors of Islamic bank’s168
performance across eight Middle Eastern countries for 1995-2000 periods. In Pakistan case, Ali (2011) find169
higher total assets may not necessarily lead to higher profits due to the diseconomies of scale and higher loans170
contribute towards profitability but their impact is not significant. Also it is found that equity and deposits have171
significant impact on profitability. Some studies aimed at analyzing bank profitability in groups of countries,172
such as Grigorian and Manole (2002), Sufian (2009), Hassan and Bashir (2003), Athanasoglou et al., (2005).173
A various number of internal and external determinants were used to forecast the profitability and efficiencies.174
Burki and Niazi (2006) analyzed the impact of financial reforms on the efficiency of state, private and foreign175
banks of Pakistan by using data of 40 banks for the period 1991-2000. They found a positive impact of banks176
size, interest income to earning assets and loans to deposit ratio on estimated efficiency scores.177

Young Tang (2012) examines the profitability of banking zone on different countries. They take about 18178
European countries’ data during the 2001-2010 periods. They found a significant positive association with the179
return on equity and the level of interest rates, bank concentration and government ownership during their study.180
Allen and Gale (2004) identified a positive relationship between size and profitability. They found that higher181
the funds can easily meet their rigid capitals so that they can have extra funds for giving loans to borrowers182
and thereby increase their profits and earning levels. Campbell study in (2007) explains market structure and183
performance in 18 European countries using pooled data. Their finding includes that anti-trust or regulatory184
policy should be designed at changing market structure in order to increase competition or the quality of bank185
performance. Increasing concentration in banking markets should not be restricted by antitrust or regulatory186
measures.187

Haskell (2012) finds a positive and direct relationship between capital and profits of banks. It implies that188
a more efficient bank should have higher profits since it is able to maximize on its net interest income. A189
study conducted by Barros and Ferreira (2010) examined the factors that influence the bank’s profitability in190
Malaysia and the result of this study shows that efficiency in managing cost and interest rates of market are191
key determinants in determining commercial banks’ profitability. It is also concluded that if current account192
deposit without interest increases reduces the cost of banks and it will increase the profit. Commercial banks193
in many countries usually engage in investment activities provide new funds to its clients. This progression will194
run easily if transformation from savers to borrowers happened (Bologna, 2013). According to ??hris study in195
(2006) and Anon (2013), there are many types of risk which involved in this process and credit risk is a major196
risk for banks, in which banks granted loans to its customers and there is a risk of customers inability to pay197
loan or risk that loan will not be paid on timely manner or paid partially. They find a negative relationship198
between credit risk and profitability. It shows that whenever there is negative relationship between them, then199
it signify that greater risk linked with loans, higher the level of loan loss supplies which thereby and create a200
trouble at the profitmaximizing strength of a bank. transformed into loans, the higher the interest margin and201
profit. Therefore deposits have positive impact on profitability of the banks. ??aceur and Goaied (2005) stated202
that profitability of bank is closely related to the amount of cash the bank holds. Deposits play a key part in203
bank financing, as an important part of commercial bank assets are generally financed by customer deposits.204
Therefore, a bank that is able to generate more cheap deposits will be able to provide more loans competitively205
and will generate higher profits, if all other factors are held constant. The results imply that banks with higher206
amount of capital rank high because of its ability to accumulate more deposits than weakly capitalized banks207
(Khoirunissa, 2007).The study of Grigorian and Manole (2002) empirical evidence stated that those banks that208
have ability to achieve a higher level in deposit accounts with respect to its assets can perform best . Funds209
availability can be increase by the proportion of sum of deposits to sum of assets and available funds can be use by210
the bank in various ways as profitable investment and lending activities. Mobarek and Kalonov (2013) concluded211
that previously isolated banks financing costs beside financial crises the core deposits such as demand deposits212
and savings are largely inelastic. Ratnovski and Huang (2009) found that Canadian banks compared with other213
large commercial banks were more flexible in the economic crisis of 2008, because it got more support from214
depository funds as compared to other banks which relied more on wholesale funding. With a superior portion215
of customer deposits in the liabilities of banks can also increase the bank’s profitability. The research study of216
Garcia, Gavila, and Santabárbara study ??2009) recognized that the relation between deposits of commercial217
banks and their individual performances is very strong. Deposit acts as a cheap and secure source of finance in218
compared to other financing resources.219

ii. Expenses ??olyneux and Thornton (2008) studies on a sample of seventeen commercial bank 2000-2005 time220
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period in Malaysia. In this study, it is found that efficient expenses management is one of the most significant in221
explaining high bank profitability, high expense ratio is associated with low bank profitability.222

An extensive literature is available which revealed that expenses can be used to measure the profitability223
of any institute. For example, direct relationship of cost and quality improvement means which banks keep224
expenses low can make higher profits. In all businesses, profit is lower by higher cost and profit is higher by225
lower cost. The study conducted by Bourke (2013) revealed that reduction in costs and improvement in efficiency226
increases the profitability of financial institutions, as well as there is a negative relationship between a ratio227
of operating expenses and profitability. Recent studies also cover the area bank efficiency such as ??Berger &228
Humphrey,2003).These studies show that there is indirect relationship between operating costs and the bank’s229
profitability i.e. as the operating costs decrease, the profitability of banks increase. Expenses are measured by230
the ratio of costs to revenue. By this ratio banks can obtain an idea about the efficiency of management and it231
shows the ratio of expenses to revenue of companies. Kosmidou (2008) stated that banks that have higher capital232
ratio bear less operating costs and earn greater return. It is used as a determinant of the capacity to manage233
costs .Reduction in the income of banks is due to incompetency of the management to control the cost of bank234
and connected to pressure in the competitive market (Muriu, 2011). Some other researchers Samad, 2004;Zeitun,235
2012) found a negative connection of the cost-revenue and profitability. This implies that commercial banks are236
able to work at a lower cost. This results is agree through outcome of Siraj and Pillai (2012) that shows the237
effective cost control is condition of improving the profitability of Swiss banks. So expense to income ratio is an238
indicator of operating effectiveness, that declines approximately all over the places in different amounts due to239
increase in competition and banks expenditures decrease for a breakeven point of production. Some other past240
studies also provide extensive literature which showed that efficiency and profitability are positively correlated241
(Alexiou & Sofoklis, 2009; Olson & Zoubi, 2008; Kablan, 2012).242

11 iii. Loan243

Garcia et al., ??2009) found that better capitalized bank seem to be more profitable. Also, in case that a244
bank’s loan volume is growing faster than the market, the impact on bank profitability is positive. According to245
past researches that described a positive relationship between the percentage of loans in the assets of bank and246
performance, or there is also the literature available that show an indirect or negative link between performance247
of bank and liquidity (Chiorazzo, Milani & Salvini, 2008;Barros et al., 2010). Sufian (2009) reported that as248
advances/loans granted by bank’s increase, bank’s profitability also increase. The greater amount of the loan,249
the higher the NIM and bank profits. Sasrosuwito (2011) stated that there is a direct connection between the250
profitability and loan. When the financial institutions perform more lending activities, they express to be more251
profitable. If a higher level of reserves for bad debt is maintained then the bank’s ability to make loans reduce and252
therefore decreased profitability of banks significantly. Bank loans are major source of revenue, and chances to253
have positive impact on profits. Better economic conditions improve the affects the bank’s performance ??Chiris,254
2006; ??ridi and Hassan, 2009). iv. Size In most finance literature, total assets of the banks are used as a255
proxy for bank size. Bank size is represented by natural logarithm of total asset (log A). The effect of bank256
size on profitability is generally expected to be positive. ??unjra and Bashir study (2014) revealed that relation257
between size and capital sufficiency of a bank is direct and which shows that comparatively large bank produces258
higher profit rates than small size banks. Siraj and Pillai (2012) demonstrated that certain costs can be saved259
with the increase of banking institutions size. Along with the technological innovations many of the banks lean260
to increase their size over time to enhance their branch networking operations. ??aceur and Goaied (2005)261
investigated that bank do not significantly affect the banks profits because the bigger banks do not mean the262
higher earnings (represented by the return on Assets ROA). Kakakhel (2013) found that banks with medium263
size network may have the earning issues in that particular branch network but the overall profitability of firm264
is not affected by the bank size because of optimization of the operations. The Study of Javaid, Anwar and265
Zaman (2011) recommended that size of the bank may be positively affect the profitability up to a certain limit266
and further than this limit it may be negative because of different elements i.e. the countries selected for test267
and periods of study. Researchers also found that there is direct link between size and profitability of a bank268
and costs might reduced only up to some extent with the increase of bank size and some time even large banks269
address the inefficiency of scale. Mamatzakis (2010)) analyze the indirect relation between the bank size and270
the performance of bank and also revealed that the variables that are directly related to the strategic planning271
of the banks (i.e. personnel expenses, size, loans to assets ratio, equity to assets ratio) are the ones that mainly272
explain profitability. Said et al. (2013) found a positive relationship in the size and profitability of banks. It273
also examined that economies of scale depend upon the size of bank because small size banks is less gainful than274
the large size banks, while negative ratio of bank size with profitability is also showed by empirical evidences.275
Research conducted by Jaffar and Manarvi (2005) found that increased provision of funds in large banks can276
easily covered their unyielding capital and additional funds can be available to them for making loan payments277
to borrowers and to boost their profits and income levels.278
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14 VII. CREDIT RISK

12 v. Capital279

The ratio of equity to total assets (CA) is considered one of the basic ratios for capital strength. It is expected280
that the higher this ratio, the lower the need for external funding and the higher the profitability of the bank.281
It shows the ability of bank to absorb losses and handle risk exposure with shareholder. Equity to total assets282
ratio is expected to have positive relation with performance that well-capitalized banks face lower costs of going283
bankrupt which reduces their costs of funding and risks (Brook, 2008; Bourke, 2013; Parashar & Venkatesh,284
2010). Generally the companies can raise money from two major sources internal source and external source.285
When a company plowbacks the part of its profits that is internal source and when the firm raise money through286
the issuance of equity or the debt that is external source. So the capital structure is considered as the source287
through which the any company finances itself whether through debt or equity, as this is the crucial component288
of firm because it determines what return remains for stockholders after paying the debt holders. The company289
should always strive that combination of debt and equity (i.e. capital structure) which is beneficial for the290
all stakeholders of the company especially shareholders (Rattray, 2012).Some research study revealed various291
results regarding financial leverage of the firm. The first one is negative connection between finance leverage and292
performance of firm calculated by the return on equity. Second the difference in performance of high levered293
firms and low levered is not significant and finally the financial leverage and performance are negatively related294
no matter whether firm is growth or not. The negative relationship occurs because of excessive borrowing as295
it magnifies the bankruptcy risk and lowers the tax shield which ultimately affects profits and performance.296
Same results have been revealed by the other researchers (Olson et al.,2008) found the negative relationship297
between firm performance and capital structure same as revealed by packing order theory which shows that the298
profitability and leverage are negatively related because the excessive amount of debt decreases the business299
performance due to burden placed by debt. Abhor (2005), revealed that performance or profitability of firm is300
positively related to the short term debt, which shows that short term borrowing is preferable to profitable firms.301
However it was also revealed in same research that performance is indirect linked to long term debt and the direct302
influenced to total debt. Same results are driven by the other researcher, Haskell (2012) identified that the major303
source of financing bank assets is debt, and the major part of debt is the short term debt. However there are no304
definite relation defined for capital structure and profitability of firm like theory of tradeoff defines positive link305
between firm performance and firm performance, the other theory of agency cost identifies the firms with higher306
debt have low agency costs improves efficiency of the firm which ultimately enhances the company performance307
and the theory of308

13 vi. Liquidity309

The ratio of liquid assets to total assets (LQD) is used in this study as a measure of liquidity. The higher this310
percentage the more liquid the bank is. Insufficient liquidity is one of the major reasons of bank failures. However,311
holding liquid assets has an opportunity cost of higher returns. Bourke (2013) finds a positive significant link312
between bank liquidity and profitability. However, in times of instability banks may chose to increase their cash313
holding to mitigate risk. Unlike Hunjra and Bashir (2014), Molyneux and Thorton (2008) come to a conclusion314
that there is a negative correlation between liquidity and performance levels.315

Banking is the passing funds from surplus holders of the money to the deficit holders, which identifies the316
bank role as intermediary. Such activities make banks more prone to the liquidity risk. The commercial bank’s317
liquidity is paying ability of banks for all the obligations (i.e. contractual) whenever they come due. Liquidity318
also impacts the bank’s profitability so the banks need to manage the liquidity very well because of the positive319
relationship between liquidity and profitability. Banks can face financial crisis and shocks effectively if it has320
adequate liquidity but the excessive liquidity can diminish profitability because liquid assets have little capacity321
to generate interest so the liquid assets held by banks should be adequate not the excessive (Levine, 2000).322

Sometimes liquidity and profitability move oppositely because shareholders and depositors desire different323
things. Shareholders have interests in profitability however depositors have interests in liquidity. So the banks324
should hold the optimal liquidity because the excessive liquidity and illiquidity are like financial diseases which325
negatively affect the banks profits and performance (Li, 2011). To overcome the dilemma in liquidity and326
profitability trade off the banks should strive for optimal liquidity level means the banks should not have lack327
or excess of liquidity (Anis, 2013) consistent with results of (Disinter, 2012). For the liquidity working capital is328
the crucial component for the financial management of the company. Efficiency in managing the working capital329
affects the profitability. Barros et al. (2010) investigated that different liquidity factors affect the almost every330
profitability ratio so the profitability would increase with the increase in free cash flows and decrease in cash331
conversion cycle of firm. So the value for the corporate shareholders can be created if the managers strive to332
reduce the inventories and days in account receivables (Goldberg, 2004).333

14 vii. Credit Risk334

Credit risks include the risk of loss due to nonpayment by borrower of a loan or both the principal or interest335
amount, the level of bad debts problem loans and allowance for loan losses (Campbell, 2007).336

Trujillo-Ponco study (2012) reveals that credit risk is the risk of loss due to inability and unwillingness to pay337
loan that granted by a bank, either partial or full. Credit risk is vital factor of the bank’s performance. The338
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greater the bank’s exposure to credit risk, the greater the tendency of banks experiencing financial crisis and339
viceversa. Garcia et al., ??2009) reported in study that credit risk is crucial because the default of a large client340
can make bank less profitable, which result in bankruptcy of bank. The study concluded that deviations in bank341
profitability are largely influence by changes in credit risk, and that greater supervision of credit risk is normally342
linked with increase in profitability.343

Dridi and ??assan (2009) found a negative relationship between credit risk and profitability. It shows that344
whenever there is negative relationship between them, then it signify that greater risk linked with loans, higher345
the level of loan loss supplies which thereby and create a trouble at the profit-maximizing strength of a bank.346

Ali (2010) study shows that financial institutions that are advance more risky loans raise the non performing347
loans and reduce the performance. Reasons which create high risk loans, decrease in profit is due to addition in348
unpaid loans may raise, because of these loan losses. This result is making clear that the banks that advanced349
more risky loans bared the loss of accumulated unpaid loans. These bad debts lower the yields of effected banks.350
The study of Allen and Gale (2004) revealed that the profitability is measured in terms of ROA and ROE, that351
were negatively related to the default rate of loans of banks, it reduce the profitability of that bank. If the bank’s352
credit risks carefully manage then by keeping credit risk within satisfactory limits, rate of return can be increased353
and this will maximize profitability (Ramlal, 2009; Khoirunissa, 2007).354

15 b) Impact of Macroeconomic Factors on Profitability355

As Pakistan is dominated by Banking sector (SBP, 2012), it is of vital concern to associate their profitability356
with country’s progress, and hence, a study to identify the cumulative impact of macroeconomic variables on the357
performance of banks would add to the strategies devised in interest of the institutions’ development. Goldberg358
(2004) i. GDP It is a measure of the total economic activity and it is adjusted for inflation. It is expected to have359
an impact on numerous factors related to the demand and supply for banks deposits and loans. According to the360
literature on the association between economic growth and financial sector performance, GDP growth is expected361
to have a positive relation on bank profitability (Demirguc-Kunt & Huizinga, 2001; Bikker & Hu, 2002). In this362
context, we expect a positive relationship between bank profitability and GDP development as the demand for363
lending is increasing.364

Economic indicators in 2013 propose that economic activity should be stabilized in the first part of the year.365
This stabilization should be continued in the second part and export thus benefits a growth of global demand366
and domestic demand which is being supported by the appropriate monetary policy position. In addition, the367
reforms in financial markets since July last year and the continued execution of structural reforms should be368
such that they may prove beneficial for the economy. Simultaneously, necessary adjustment of balance in the369
public and private sectors, and the related tensed credit conditions, will carry on evaluating on economic activity370
(Anon, 2013).371

GDP of Pakistan has been increased due to the outstanding public debt but income per capita is lower than372
indebtedness per citizen. This public debt altogether is the consequence of the poor structural conditions in the373
foreign and domestic accounts. In local market many tools are present to the government by which it funds374
can be mobilized to finance or tackle the deficit I budget. Variable tools of debt have variable rules in terms375
of ease of use, outlay and periods of maturity. (Syed Imran Rais, 2012). Depreciation of the currency to the376
relation with Euro leads the borrowers who have loans in Euros towards the miserable financial situations of loans377
and increasing their risk of default loans. The financial crisis occurring in the world has worsened our banking378
system, by worsening the macroeconomic indicators and the loans offered. Increasing inflation and change in379
the GDP has destroying effect on the banking portfolio. By statistical analysis of the period of Albania it is380
concluded that Growth rate of GDP has fallen. This fall is due to the economic and financial crisis. And the381
factors responsible for this decrease of Î?”GDP are the difficulties faced by the financing business and deficiency382
of demands, the decrease in payments and savings is due to the reason that most of the family not lend by the383
banks and deduction is made from their net income from remittance (Haque et al., 2003).384

ii. Inflation It is defined as ”the average amount by which goods and services are increasing.” (Rattray, 2012).385
In the study of Pakistan, Inflation has worst impacts on economic growth .i.e. increase in one unit of inflation386
results in the decrease of GDP and similarly interest rate also has a very clear opposite or inverse relation with387
economic growth. (Rehman, 2011).388

This measures the overall percentage increase in Consumer Price Index (CPI) for all goods and services.389
Inflation affects the real value of costs and revenues. The relationship between the inflation and profitability390
may have a positive or negative effect on profitability depending on whether it is anticipated or unanticipated391
??Brook, 2008). If an inflation rate is anticipated, banks can adjust interest rate in order to increase revenues392
than costs. On the contrary, if inflation rate is not anticipated, banks cannot make proper adjustments of interest393
rate that costs may increase faster than revenues. But most studies observe a positive impact between inflation394
and profitability (Bourke, 2013; Hassan and Bashir 2003; Haque et al., 2003) and that we expect to be positive in395
this study. Financial activity is lessened by higher inflation. Economies having high inflation rate have mediators396
who will lend less and ineffectively allocate the capital, and capital markets have less liquidity and is smaller.397
Many inflation forces may distinguish the association between inflation and financial sector conditions. If the398
high inflation persists for a long time growth rates will be decreased. The data in the paper highly assist the399
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17 C C) THEORETICAL FRAMEWORK D) RESEARCH HYPOTHESES

nonlinear relationship between inflation and performance of financial sector, maybe driven by doorstep rates of400
inflation (John, 2000).401

If the inflation rate is higher than the interest rate of your bank then you have to pay less back. Increase in402
inflation make the forecasting of prices and cost difficult so it is difficult to make investment planning. As rate of403
inflation or general prices appreciates, need of people for dollars appreciates to continue their business. Interest404
rate increases with the increase in the demand of the money. Increase in the rate of interest demotivated spending405
behavior of people, as the investment cost also increases. lfkf Unforesee able variations in rate of interest have406
influences customers reluctant to sign long term contracts or agreements related to businesses (Haskell, 2012).407

The factors determining effectiveness of banks in China, also determine the effects of inflation on effectiveness of408
banks at the same time having power over specialized factors of industries and financial institutions. Empirical409
results in this study show a direct relationship between productivity of banks, cost effectiveness, growth of410
financial institutions, efficiency of stock exchange markets and inflation in China. Low productivity in banks411
resulted from high rate of taxes and other fluctuations in market activities. (Yong Tan, 2012).412

iii. FDI inflow Policy making and expanded local markets of Pakistan are normally favorable to FDI, however413
terrorism and law and order situations and innate calamities are demotivating factors for investors. Pakistan414
was ranked at tenth amongst the largest beneficiary of (IFDI) in year 2006 to year 2008 in the continent of Asia.415
Other developing countries are also successfully investing in Pakistan. The strategy administration is also at416
favorable terms with investors, and as compare to other neighbor countries investing in Pakistan is easier. But417
these benefits do not continue for long; FDI flows condensed by 60% from year 2009 to year 2010, an indication418
of worldwide trends and internal complications. (Hamdani, 2011). FDI inflows to Pakistan have improved in the419
last 20 years in particular regions, ratio of the countries investing in Pakistan become greater than before; but420
great amount of FDI is at a standstill from the countries investing before. In Pakistan the FDI inflows are not421
only intense but also irregular.422

The most interesting is, the main investors are also trade partners of Pakistan.423
Consequently, it is interesting to know the cause and effect relation of FDI inflows from trade partners with424

growth, trade and domestic investment and gauge the impact of the concentrated FDI inflows on exports,425
domestic investment and growth in Pakistan (Li, 2011). FDI has great impact on predicament and non426
predicament economic situations. Overseas banks are lenders more influenced by economic indicators in427
rising markets. Overseas entrants’ help in the supply of production of more versatile forms of funds, in428
standard foremost loan supply are less influenced by macroeconomic activities but are more responsive to429
foreign irregularities. Introduction of foreign entrants into up-and-coming markets slows down the frequency430
of substandard situations or credit risk, but increases the prospective for superior infection through impacts of431
ordinary lenders. The contamination matter is condensed when overseas banks have an impactful supplementary432
existence, as contrasting to sustaining domestic markets through foreign exchange (Goldberg, 2004). The results433
in this article indicate a sturdy direct and significantly positive developmental impact of FDI all the way through434
the entire continent, and particularly in African region and countries notified for their oil production. And at435
the same time foreign banks lending in Africa cause significant growth. (José Brambila Macias, 2009).436
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17 C c) Theoretical Framework d) Research Hypotheses439

The objective of this study is to find out the relationship of internal and external factors with Bank’s performance.440
Based on the objective, the present study seeks to test the following hypothesis: H01: There is a no direct441
relationship between SIZE and bank’s performance. H1: There is a direct relationship between SIZE and bank’s442
performance. H02: There is no direct relationship between CAPITAL and bank’s performance. H2: There is443
a direct relationship between CAPITAL and bank’s performance H03: There is no direct relationship between444
LOAN and bank’s performance. H3: There is a direct relationship between LOAN and bank’s performance. H04:445
There is no direct relationship between DEPOSITS and bank’s performance. H4: There is a direct relationship446
between DEPOSITS and bank’s performance. H05: There is no indirect relationship between EXPENSES and447
bank’s performance. H5: There is an indirect relationship between EXPENSES and bank’s performance. H06:448
There is no indirect relationship between CREDIT RISK and bank’s performance. H6: There is an indirect449
relationship between CREDIT RISK and bank’s performance. H07: There is no indirect relationship between450
LIQUIDITY and bank’s performance. H7: There is an indirect relationship between LIQUIDITY and bank’s451
performance. H08: There is no indirect relationship between INFLATION and bank’s performance. H09: There452
is no direct relationship between GDP and bank’s performance. H9: There is direct relationship between GDP453
and bank’s performance. H010: There is no direct relationship between FDI and bank’s performance. H10:454
There is a direct relationship between FDI and bank’s performance.455

III.456
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18 Research Methodology a) Conceptual Framework i. Depen-457

dent Variables458

The profitability variable is represented by two alternative measures: the ratio of profits to assets, i.e. the return459
on assets (ROA) and the profits to equity ratio, i.e. the return on equity (ROE). In principle, ROA reflects460
the ability of a bank’s management to generate profits from the bank’s assets, although it may be biased due461
to off-balance-sheet activities. ROE indicates the return to shareholders on their equity and equals ROA times462
the total assets-to-equity ratio. The latter is often referred to as the bank’s equity multiplier, which measures463
financial leverage. Banks with lower leverage (higher equity) will generally report higher ROA, but lower ROE.464
Since an analysis of ROE disregards the greater risks associated with high leverage and financial leverage is often465
determined by regulation, ROA emerges as the key ratio for the evaluation of bank profitability ??Gracia et al.,466
2009).467

The Return on Asset and Return on Equity taken as dependent variable in order to measures the performance468
with respect to the bank specific factors and Macroeconomic Indicators. Deductive and Inductive approach. The469
study of ??aunders et al. (2008) identified that deductive reasoning is narrower in nature and is concerned with470
testing or confirming hypotheses. It works from the more general to the more specific. Sometimes this is informally471
called a ”top-down” approach. Inductive approach works the other way, moving from specific observations to472
broader generalizations and theories. Sometimes call this a ”bottom up” approach. It begins with specific473
observations and measures begin to detect patterns and regularities, formulate some tentative hypotheses that474
we can explore, and finally end up developing some general conclusions or theories.475

19 Robson (2002) explains the 5 steps of deductive research:476

? Explore assumptions /hypothesis with one of the research strategy.477
? Shows the relationship between two variables to describe the assumptions/hypothesis in operational478

conditions.479
? Testing hypotheses.480
? Examining the outcomes of hypothesis481
? Revise the outcomes of hypothesis.482
Deductive type approach has been selected for this quantitative study with the creation of hypotheses to test483

their model, hypothesis and operational terms. With484

20 c) Research Objectives485

The basic types of research objectives includes: exploratory, descriptive and explanatory ??Deloof, 2003). Robson486
(2002) stated that exploratory study is the effective method to explore or find out the new insights and concepts.487
This is helpful for resolving the problem that is unsure. The study of Ibe (2013) discuss that descriptive studies488
helps you to collect t he data and answer the research objectives which you want to study. Already existing489
literature is used to form the hypotheses about impact of bank specific factors on profitability and economic490
indicator on lending activity and these hypotheses are tested by data. However Saunders et al., ??2008) described491
that explanatory or causal study focus over the cause and effects of one thing over the others. This study is492
causal in nature as it implies the cause and effect relationship between bank specific factors, economic indicators,493
profitability and lending activity. It is also descriptive in nature because this research is mainly quantitative and494
it describes the data and its characteristic. It explores the existing phenomenon by using statistical techniques.495
Therefore explanatory study and descriptive method is the best way to describe the purpose of this research.496

21 d) Research Design497

A longitudinal study is an observational research method in which data is gathered for the same subjects498
repeatedly over a period of time. Longitudinal research projects can extend over years or even decades. This499
research study is longitudinal because it tracks the banks performance from year 2010 to year 2014. According to500
Yin (2003) seven strategies are applied to descriptive, exploratory and explanatory stage which is: specific case501
study, action research, experiment, survey, ethnography, grounded theory, and archival research. Some strategies502
are used for inductive approach and some of them are used for deductive approach. Archival research strategy503
has been chosen for this research in which secondary data is the main source of data ??Saunders et al., 2008).504

22 e) Sampling505

In today’s world economic growth of a country depends on its financial sector especially banking institutions506
working in that country. This study is conducted to examine the determinants of financial performance of both507
banking sectors running at the same time in Pakistan i.e. Conventional Banks and Islamic Banks. For this508
purpose a sample of 10 Banks are selected including five Conventional and five Islamic Banks. Data of these509
10 banks are obtained of 5 years from 2010-2014 from their Audited Annual Financial Statements i.e. Income510
Statement and Balance Sheet. In Pakistan Commercial banks include twenty nine (29) conventional and five (5)511
Islamic banks (SBP, 2012). Out of these only twenty three (23) banks are listed at stock exchanges (ISE, 2014;512
KSE, 2014; LSE, 2014). So five conventional banks (HBL, UBL, ABL, MCB, and NBP) and five Islamic banks513
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32 VI. SIXTH HYPOTHESIS

(Meezan Bank, Burj Bank, Dubai Islamic Bank, Bank Islami, Albarka) have been included in the sample. In this514
research the purposive or judgmental sampling is used. Purposive sampling is form of non probability sampling515
in which probability of each sample is known so it would be possible to answer the research questions or testing516
hypotheses with statistic.517

23 f) Data Collection518

The data is collected through secondary sources. Annual balanced panel data of selected banks for 5 years519
??2010) ??2011) ??2012) ??2013) ??2014)520

24 i) Model Specification521

In this research study multiple regressions used to determine for the influence of each variables on dependent522
variable. The regression equation is:Y=? 0+ ?X Y= dependent variables which ROA, ROE ? 0 = constant X =523
independent variable ?= value of independent variable524

The model is expressed by an equation as:Performance (ROA),(ROE) =? o + ? 1 ×Size + ? 2 ×Capital + ?525
3 ×Loan+ ? 4 ×Deposit +? 5 ×Credit Risk+ ? 6 ×Liquidity + ? 7 ×Expenses + ?526

This equation shows the relationship between the dependent variable performance as measured by the Return527
on Asset (ROA) & Return on equity (ROE), the independent variables includes the (size, capital, loan, deposits,528
expenses, credit risk and liquidity). IV.529

25 Data Analysis a) Correlation Analysis530

Pearson correlation is use to measure the strength of relationship of dependent variable and independent variables.531
It shows the linear relationship between two sets of data. We applied correlation to all the factors affecting532
banks performance in Pakistan. We discussed correlation results of each factor separately. Summarized results533
of correlation are shown in the tables explained under each hypothesis explained separately. *Correlation is534
significant at the 0.05 level (2tailed).535

i. First Hypothesis This hypothesis postulates that size of the bank will have an effect on the overall536
performance of banks in Pakistan. The proposed hypothesis is: H1: There is a direct relationship between537
SIZE and bank’s Performance. The correlation analysis shows that SIZE have a positive relationship with r538
=.318 for ROA and r=.318 for ROE. It depicts that the larger banks are better placed than smaller banks in539
harnessing economies of scale in transactions to the plain effect that they will tend to enjoy540

26 Correlation Results541

27 C542

The correlation analysis shows that DEPOSIT have a positive relationship with r =.387 for ROA and r=.187 for543
ROE. As p<0.05 so, the result is highly significant for this hypothesis. The result is consistent to previous findings544
of Grigorian and Manole (2002), Bologna (2013). In this p<.05 which means that deposit and performance545
has significant relationship. So Hypothesis no.4 (There is a direct relationship between Deposit and bank’s546
performance) is accepted.547

28 v. Fifth Hypothesis548

This hypothesis recommends that credit risk is connected with performance of bank. The anticipated hypothesis549
is: H5: There is an indirect relationship between CREDIT RISK and bank’s performance. The correlation550
analysis shows that CREDIT RISK have a negative relationship with r =-.478 for ROA and r=-.318 for ROE551
.As p<0.05 so, the result is highly significant for this hypothesis. The result is consistent to previous findings552
of Gracia et al., (2009), Sasrosuwito (2011) and ??aid et al., (2009). So Hypothesis no.5 (There is an indirect553
relationship between CREDIT RISK and bank’s performance) is accepted.554

29 Correlation Results555

30 Table No.5556

31 Return on Asset557

32 vi. Sixth Hypothesis558

This hypothesis advises that liquidity is associated with performance of bank. The predictable hypothesis is:559
H6: There is an indirect relationship between LIQUIDITY and bank’s performance. The correlation analysis560
shows that Liquidity have a weak positive relationship with r =.0326 for ROA and r=.0431 for ROE. As p>0.05561
so, the result is highly insignificant for this hypothesis. The result is consistent to previous findings of Levine562
(2000), Dinister (2012) and Anis (2013) concluded that banks excessive liquidity can diminish profitability because563
liquid assets have little capacity to generate interest so the liquid assets held by banks should be adequate not564
the excessive. Performance trade off the banks should strive for optimal liquidity level means the banks should565
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not have lack or excess of liquidity. So Hypothesis no.06 (There is no indirect relationship between LIQUIDITY566
and bank’s performance) is accepted.567

33 vii. Seventh Hypothesis568

This hypothesis proposes that expenses of bank are associated with its performance. The expected hypothesis569
is: H7: There is an indirect relationship between EXPENSES and bank’s performances. The correlation analysis570
shows that GDP have positive relationship with r =.220 for ROA and r=.001 for ROE .As p> 0.05 so, the result571
is not significant for this hypothesis. The result is consistent to previous findings of Bikker and Hu (2002) and572
Annon (2013). So Hypothesis no. 09 (There is no direct relationship between GDP and bank’s performance) is573
accepted.574

34 Global Journal of575

35 x. Tenth Hypothesis576

This hypothesis proposes that Foreign Direct Investment has positive significant relationship with performance.577
The expected hypothesis is: H10: There is direct relationship between FDI and bank’s performance. The578
correlation analysis shows that FDI have positive relationship with r =.245 for ROA and r=.189 for ROE .As579
p< 0.05 so, the result is significant for this hypothesis. The result is consistent to previous findings of Hamdani580
(2011) and Jose Brambila (2009). So Hypothesis no.10 (There is direct relationship between FDI and bank’s581
performance) is accepted.582

36 Global Journal of583

37 b) Regression Analysis584

In order to investigate the relationship between several independent or predictor variables and a dependent or585
criterion variable, multiple regression technique is applied with confidence since both dependent and independent586
variable(s) are quantitative. Model summary shows the overall model fitness. R value shows that banks587
performance and bank specific factors (size, capital, loan, deposits, expenses, credit risk and liquidity) are588
correlated. For bank specific variables value of R is .432 which shows that there is correlation between performance589
and bank specific factors. R Square value is . 51 The value of ? 3 o.209 which reveals that if loan changes by590
1%, there would be 20.9% change in ROA, by holding the other predictors constant. In this p<0.05 so there is591
significant relationship between ROA and loan .So hypothesis is accepted.592

38 Regression results593

39 Impacts594

The value of ? 4 o.123 this shows that if deposit changes by 1%, there would be 12.3% positive changes in ROA,595
by holding the other predictors constant. In this p<0.05 so there is significant relationship between ROA and596
deposit. So hypothesis is accepted.597

The value of ? 5 -0.172 which reveals that if credit risk changes by 1% there would be -17.2% changes in ROA,598
by holding the other predictors constant. In this p<0.05 so there is significant relationship between ROA and599
credit risk. So hypothesis is accepted.600

The value of ? 6 o.031 this shows that if liquidity changes by 1%, there would be 3% change in ROA, by601
holding the other predictors constant. In this p>0.05 so there is insignificant relationship between ROA and602
liquidity. So null hypothesis is accepted.603

The value of ? 7-o.346 which reveals that if expenses changes by 1%, there would be -34.9% change in ROA,604
by holding the other predictors constant In this p<0.05 so there is significant relationship between ROA and605
expenses. So hypothesis is accepted. The above equation shows that value of intercept ? o =1.008, this value606
represents that if the values of all predictors are zero than value of performance would be 1.008. The value of607
? 1 -.116 which reveals that if inflation variable changes by 1%, there would be -11.6 % change in ROA, by608
holding the other predictors constant. In this p<0.05 so there is significant negative relationship between ROA609
and inflation. So hypothesis is accepted.610

40 Regression results611

41 Impacts of612

The value of ? 2 0.066 this shows that if GDP changes by 1%, there would be 6.6% change in ROA, by holding613
the other predictors constant. In this p<0.05 so there is insignificant relationship between ROA and GDP. So614
null hypothesis is accepted.615

The value of ? 3 0.137 this shows that if FDI changes by 1%, there would be 13.7% change in ROA, by616
holding the other predictors constant. In this p<0.05 so there is significant relationship between ROA and FDI.617
So hypothesis is accepted. The value of ? 3 o.201 which reveals that if loan changes by 1%, there would be 20.1%618
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47 B) RECOMMENDATIONS & SUGGESTION

change in ROE, by holding the other predictors constant. In this p<0.05 so there is significant relationship619
between ROE and loan .So hypothesis is accepted.620

42 Regression results621

43 Impacts622

The value of ? 4 o.113 this shows that if deposit changes by 1%, there would be 11.3% positive changes in ROE,623
by holding the other predictors constant. In this p<0.05 so there is significant relationship between ROE and624
deposit. So hypothesis is accepted.625

The value of ? 5 -0.132 which reveals that if credit risk changes by 1% there would be -13.2% changes in ROE,626
by holding the other predictors constant. In this p<0.05 so there is significant relationship between ROE and627
credit risk. So hypothesis is accepted.628

The value of ? 6 o.045 this shows that if liquidity changes by 1%, there would be 4.5% change in ROE, by629
holding the other predictors constant. In this p>0.05 so there is insignificant relationship between ROE and630
liquidity. So null hypothesis is accepted.631

The value of ? 7-o.226 which reveals that if expenses changes by 1%, there would be -22.6% change in ROE,632
by holding the other predictors constant In this p<0.05 so there is significant relationship between ROE and633
expenses. So hypothesis is accepted. Model summary shows the overall model fitness. R value shows that banks634
performance (ROE) and macroeconomic variables (Inflation, GDP and FDI) are correlated. For bank specific635
variables value of R is .202 which shows that there is correlation between ROE and macroeconomic factors. R636
Square value is .143 which shows that 14.3% variation in ROE is explained by the macroeconomic variable. 85.7%637
variation in dependent variable is unexplained. The adjusted R square value is 0.099 this value is adjusted for638
extraneous predictor used in the model. Adjusted R square value shows that 9.9 % variation in dependent variable639
is explained by independent variable. The values of unstandardized coefficients, beta values are the regression640
equation values which help to predict dependent variable performance from independent variables (Inflation,641
GDP and FDI ). The above equation shows that value of intercept ? o is 1.068, this value represents that if the642
values of all predictors are zero than value of performance would be 1.068. The value of ? 1 -.006 which reveals643
that if inflation variable changes by 1%, there would be -6 % change in ROE, by holding the other predictors644
constant. In this p<0.05 so there is significant negative relationship between ROE and inflation .So hypothesis645
is accepted.646

44 Regression results647

45 Impacts of648

46 Coefficients649

The value of ? 2 0.033 this shows that if GDP changes by 1%, there would be 3.3% change in ROE, by holding650
the other predictors constant. In this p>0.05 so there is insignificant relationship between ROE and GDP. So651
null hypothesis is accepted.652

47 b) Recommendations & Suggestion653

Stake holders will be able to use the facts and figures from the results of this study and locate that at which point654
they should withdraw their investment. By identifying the factors which affect Return on asset, new investors655
can critically analyzed annual financial reports of bank and will make debt or capital financing decisions in better656
way.657

Technological innovations also play very important role in the profitability of bank and provide evidences that658
banks which have more advanced technologies is relatively more profitable than its competitors. The management659
of banking firm should encourage those factors which help to increase profit and try to overcome their liabilities.660

The financial institution should maintain optimal level of Liquidity in order to avoid any issues related to661
liquidity. Banks can also go for factoring whether Recourse basis or Non Recourse basis in order to improve the662
cash management and enhancing liquidity.663

The non-performing loans should be given important considerations by keen personnel’s because these affect664
the overall performance and position of Banks. On the basis of the loan portfolios of the banks, banks should665
spot their customers having permanent or timely problems regarding non repayment of loans by establishing the666
policies to support or enhance the chances of repayment of loans. In order to recover maximum loans banks must667
follow the legal procedures for the implementation of guarantees and collateral.668

Government of Pakistan should pay proper attention to increase the GDP growth and FDI inflow in Pakistan669
and should strive harder to lower down the inflation, unemployment and financial crisis in Pakistan. If the670
economic, social and political conditions of Pakistan are improved it would certainly have positive impact on671
lending activity of banks as it is obvious from our analysis and literature review. And banks should perform672
stress test analysis for this reason.673

Banks should also forecasts the economic activities and changing trends of the economic indicators and on the674
basis of these indicators they should manage the quality of their loan portfolios.675
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48 c) Limitations676

One limitation of this study is that it is included five Conventional and five Islamic banks of Pakistan .The sample677
size of present research is 10 banks which is quite small keeping in view the scope of determinants of banking678
sector performance in Pakistan due to lack of time. If data is collected from all the 36 commercial banks then679
the scenario would be different.680

Another limitation of this study is that data is totally financial and secondary in nature. So outcomes of681
research study drawn from the data of five years 2010-2014 period only due to availability of the data and682
variability of data.683

Other problem is that less work by Pakistani scholars on Pakistan banking sector performance, limited a684
widespread analysis of the literature. Moreover, only profitability is used as the measure of performance. Industry685
specific factors contributing to performance are not covered in this paper.686

49 d) Future Implications687

For future research, this study can be extended to cover longer time periods. Unbalanced panel data can be used688
to incorporate the banks which are recently established. Quarterly data can be analyzed to reveal more precise689
results. Other data analysis techniques can be applied to verify the relationship.690

Other internal factors like Bank charges, reserve ratios can also be included in the research for broadening691
its scope. Companies from other Sectors can also be taken into consideration for clear understanding of the692
determinants of performance. Industry specific factors with firm specific factors can also be taken for further693
study of this research. We can make our study more acceptable by including extra features in our analyses.694

50 Year ( )695

C 1 2

Figure 1: H8:
696
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50 YEAR ( )

and foreign commercial banks in 15 European Union
countries. Estimatesshowsignificanceof
macroeconomic conditions to ROA. Mancka (2011)
considered six years

Year
2015
Volume
XV
Issue VI
Version
I
( ) C

statistically proved direct relationship of inflation rate and
indirect relationship of real interest rate on ROA of 5
major Islamic banks over a period of 1984-2002. Staikouras
and Wood (2003) reviewed the performance of European
Banking industry for years 1994-1998. Using ordinary least
square

Global
Journal
of Man-
age-
ment
and
Busi-
ness
Re-
search

method and fixed effects model they concluded that
interest rate has a significant positive but growth of GDP
exerts significant negative impact on ROA. Kablan
yousafi (2012) also estimated the profitability of 583
European Union domestic banks where cross sectional
regression showed a significant positive effect of GDP
on profits. Further, Kosmidou (2008) examined domestic

Figure 2:
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No1

Dependent Notation Assessment
Variables
Return On Asset ROA Net

In-
come/Total
As-
set

Return On Equity ROE Net
In-
come
/To-
tal
Eq-
uity

ii. Independent Variables
For independent variables seven bank specific
factors and three macroeconomic indicators selected to
measure the relation with profitability of the Pakistan’s
Commercial banks.

Table No.2
Independent
variables

Notation Assessment

Size LogA Log of Total Assets
specific
Bank

factorsCapital
adequacy
Loan
Deposits
Expenses
Liquidity

CA
L
D
EX
CA/CL

Total Equity / Total Asset Short term and long term loan / sum of Asset Short term and fixed Deposit / sum of asset Total expenses / Total Assets Current asset / Current liabilities

Credit
risk

CR Total nonperforming loans / Total loans

MacroeconomicvariablesEconomic
activity
Inflation
Foreign
direct in-
vestment

GDP
INF
FDI

Annual growth rate of economy Annual % change in consumer price FDI is a direct investment into production or business in a country by a company in another country

b) Research Approach
The research study of Saunders, Lewis and
Thorn hill’s (2008) describes two common approaches:

Figure 3: Table No . 1
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50 YEAR ( )

Determinants of Banking Sector Performance in Pakistan
h) Ratio Analysis CAPITAL ADEQUACY EXPENSES DEPOSIT Ratios

To-
tal
ex-
pense/total
as-
sets
To-
tal
In-
vest-
ment
/to-
tal
as-
sets
To-
tal
Cap-
i-
tal/Total
risk
weighted
as-
sets
Fi-
nan-
cial
as-
sets/Total
as-
sets
De-
posit/Assets

2010
0.06
0.30
16.93
0.38
0.85

2011
0.04
0.36
16.1
0.45
0.86

2012
0.03
0.39
15.5
0.50
0.86

2013
0.05
0.36
15.24
0.54
0.87

2014
0.30
0.03
17.39
0.62
0.89

Global
Jour-
nal
of
Man-
age-
ment
and
Busi-
ness
Re-
search
Year
34
Vol-
ume
XV
Is-
sue
VI
Ver-
sion
I
(
)
C

Rupees) is converted to Pakistani Rs. (Millions) for accurate and standardized estimation. g) Data Analysis Technique and independent variables. These techniques are the Bivarriate correlation and multiple regression analysis of method where variables show stable relationship across 0.17 0.08 0.02 0.16 0.20 0.11 0.08 0.13 0.09 0.19 the ratios because literature suggests that it is valid 25.91 26.17 24.59 23.09 23.83 3.26 2.7 2.68 2.5 38.44 41.81 22.55 20.76 18.72 0.43 0.42 0.37 0.44 0.40 2.55 2010 2011 2012 2013 0.04 0.04 0.03 0.03 0.03 2014 used to examine the relationship of dependent variable 3.13 3.18 2.91 2.72 2.78 0.11 0.08 0.13 0.09 0.19 Two most important statistical techniques are Conventional banks name Total loan/Total assets 4) NATIONAL BANK OF PAKISTAN LOAN SIZE Total loan/Total assets PERFORMANCE Return on equity CREDIT RISK Total NPL / Total loans ADEQUACY Assets Financial assets/Total assets Ratios CAPITAL Total Capital/Total Risk weighted EXPENSES Total expense/total assets Return on assets 7)BURJ BANK LOAN Total loan/Total assets No Acronym Website 1 ABL Allied Bank Ltd. www.abl.com 2 UBL United Bank Ltd. www.ubl.com 3 HBL Habib Bank Ltd. www.hbl.com 4 MCB Muslim Commercial Bank www.mcb.com 5 NBP National Bank Of Pakistan www.nibpk.com No Acronym Islamic banks name Website 6 MEBL Meezan Bank Ltd. www.meezanbank.com 7 BBL Burj Bank Ltd. www.bblbank.com 8 DIB Dubai Islamic Bank www.DubaiIslamicbank.com 9 BI Bank Islami www. bankIslami.com 10 ALB Albarka www.albarkabank.com LOAN Total loan/Total assets 0.46 0.46 0.50 0.45 0.41 Total loan/Total assets 0.17 0.08 0.02 0.16 0.20 LIQUIDITY Loan/Deposits 0.13 0.10 0.14 0.10 0.21 1) HABIB BANK LIMITED Ratios 2010 2011 2012 2013 EXPENSES Total expense/total assets 0.03 0.03 0.03 0.03 0.03 SIZE Total Investment /total assets 0.29 0.36 0.36 0.17 0.20 Return on assets 0.12 0.79 0.46 0.23 0.33 2014 CAPITAL ADEQUACY Capital adequacy ratio 14.61 15.62 15.31 15.39 16.25 LOAN Total loan/Total assets 0.50 0.40 0.31 0.33 Financial assets/Total assets 0.02 0.04 0.01 0.04 0.07 Total loan/Total assets 0.46 0.46 0.50 0.45 DEPOSIT Deposit/Assets 0.71 0.74 0.76 0.80 PERFORMANCE Return on equity 0.99 8.28 5.78 3.38 5.35 0.82 LIQUIDITY Loan/deposits 0.24 0.11 0.03 0.20 0.06 CREDIT RISK 2. 15 1.48 2.20 1.84 2.45 Total NPL / Total loans 0.41 0.32 EXPENSES Total expense/total assets 0.03 0.03 0.02 0.02 SIZE Total Investment /total assets 0.29 0.28 0.26 0.29 0.36 Return on assets -3.49 -1.27 0.23 -2.25 -1.08 Years 2010 2011 2012 2013 2014 0.02 SIZE Financial assets/Total assets 0.03 0.04 0.02 0.02 0.02 Total loan/Total assets 0.50 0.40 0.31 0.33 0.32 Total Investment /total assets 0.28 0.37 0.49 0.48 0.50 DEPOSIT Deposit/Assets 0.81 0.82 0.75 0.82 0.82 LIQUIDITY Loan/Deposits 0.62 0.49 0.41 0.40 0.39 PERFORMANCE Return on assets 1.9 2.16 2 1.38 1.78 Return on equity 18.86 21.7 21 18 20 CREDIT RISK Total NPL / Total loans 3.26 2.7 2.68 2.5 2.55 2) ALLIED BANK LIMITED Ratios 2010 2011 2012 2013 2014 CAPITAL ADEQUACY Total capital/total risk weighted assets 13.84 13.43 16.17 17.85 19.75 LOAN Total loan/Total assets 0.56 0.47 0.43 0.36 0.32 EXPENSES Total expense/total assets 0.09 0.09 0.08 0.07 0.08 SIZE Financial assets/Total assets 0.03 0.00 0.02 0.02 0.00 Total loan/Total assets 0.56 0.47 0.43 0.36 0.32 Total Investment /total assets 0.27 0.38 0.42 0.49 DEPOSIT Deposit/assets 0.83 0.77 0.81 0.83 0.79 LIQUIDITY Loan/deposits 0.68 0.61 0.53 0.44 0.46 PERFORMANCE Return on assets 1.89 2.1 2.03 2.14 1.9 Return on equity 28.8 29.4 28.4 30 25.9 CREDIT RISK Total NPL / Total loans 5.28 8.08 7.24 6.56 6.88 3)MUSLIM COMMERCIAL BANK Ratios 2010 2011 2012 2013 2014 CAPITAL ADEQUACY Total capital/total risk weighted assets 22.07 21.79 22.13 22.25 20.41 LOAN Total loan/Total assets 0.45 0.35 0.31 0.30 3.25 EXPENSES Total expense/total assets 0.02 0.03 0.02 0.02 0.02 SIZE Financial assets/Total assets 0.0078 0.0014 0.0020 0.0015 0.0015 Total loan/Total assets 0.45 0.35 0.31 0.30 3.25 Total Investment /total assets 0.38 0.48 0.52 0.55 0.55 DEPOSIT Deposit/Assets 0.76 0.75 0.71 0.78 LIQUIDITY Loan/Deposits 0.59 0.46 0.44 0.39 0.44 CREDIT RISK ADEQUACY Total capital/total risk weighted assets 19.5 17.18 15.13 15.37 16.7 Total NPL / Total loans 1.71 1.92 2.3 2.31 2.49 CAPITAL 0.74 PERFORMANCE Return on equity 19.8 23.5 23.8 22.3 25.15 CREDIT RISK Total NPL / Total loans 3.42 4.41 3.27 3.84 2.48 6) MEEZAN BANK Ratios 2010 2011 2012 2013 2014 CAPITAL ADEQUACY Total Capital/Total Risk weighted Assets 12.41 14.89 14.08 12.48 11.88 LOAN Total loan/Total assets 0.13 0.03 0.02 0.03 0.22 EXPENSES Total expense/total assets 0.03 0.03 0.03 0.03 0.02 SIZE Financial assets/Total assets 0.39 0.35 0.32 0.39 0.40 Total loan/Total assets 0.13 0.03 0.02 0.03 0.22 Total Investment /total assets 0.36 0.49 0.56 0.46 0.26 DEPOSIT Deposit/Assets 0.85 0.85 0.84 0.88 0.87 LIQUIDITY Loan/Deposits 0.16 0.04 0.02 0.04 0.25 PERFORMANCE Return on assets 1.18 1.91 1.48 1.31 1.19 Return on equity 16.4 28.18 24.34 23.69 22.2 Ratios 2010 2011 2012 2013 2014 CAPITAL ADEQUACY Total capital/Total risk weighted assets 15 15.78 18.47 15.96 16.01 LOAN Total loan/Total assets 0.03 0.03 0.04 0.04 0.06 EXPENSES Total expense/total assets 0.02 0.02 0.02 0.02 0.02 SIZE Financial assets/Total assets 0.10 0.06 0.05 0.06 0.07 Total loan/Total assets 0.03 0.03 0.04 0.04 0.06 Total Investment /Total assets 0.09 0.12 0.11 0.11 0.11 DEPOSIT Deposit/assets 0.18 0.21 0.20 0.20 0.19 LIQUIDITY Loan/deposits 0.15 0.15 0.19 0.22 0.33 PERFORMANCE Return on assets 1.2 1.3 1.3 1.3 1.3 Return on equity 11 12 13 13 14 CREDIT RISK Total NPL / Total loans 1.15 1.12 1.27 1.24 2.01 10) BANK ISLAMI Ratios 2010 2011 2012 2013 2014 0.51 DEPOSIT Deposit/Assets 0.80 0.81 0.79 0.81 0.80 LIQUIDITY Loan/deposits 0.57 0.57 0.63 0.56 0.51 PERFORMANCE Return on assets 0.02 0.02 0.01 0.00 0.01 Return on equity 0.14 0.14 0.11 0.04 0.08 CREDIT RISK Total NPL / Total loans 3.06 2.13 2.08 2.2 PERFORMANCE Return on equity -11.68 -5.7 1.44 -20.76 -10.22 CREDIT RISK 3.35 1.23 2.89 FDI 1.63% 0.81% 1.59% 1.65% 2% 3.39 Total NPL / Total loans 8)DUBAI ISLAMIC BANK Ratios 2010 2011 2012 2013 2014 CAPITAL Total capital/Total risk weighted (Pakistan board of investment, 2014) Years 2010 2011 2012 2013 2014 GDP 2.4% 3.67% 3.7% 4.1% 4.2% 2.25 ADEQUACY assets 20.87 20.85 19.06 14.9 17.8 (Economy survey of Pakistan, 2014) 5) UNITED BANK LIMITED Ratios 2010 2011 2012 2013 2014 CAPITAL Total capital/Total risk weighted assets 14.5 14.3 15 13.3 16.08 LOAN Total loan/Total assets 0.477 0.418 0.406 0.387 0.385 EXPENSES Total expense/total assets 0.03 0.03 0.03 0.03 0.03 SIZE Financial assets/Total assets 0.017 0.015 0.024 0.029 0.020 Total loan/Total assets 0.477 0.418 0.406 0.387 0.385 Total Investment /total assets 0.321 0.378 0.390 0.420 0.439 DEPOSIT Deposit/Assets 0.79 0.79 0.78 0.82 0.81 LIQUIDITY Loan/deposits 0.61 0.53 0.52 0.47 0.55 Return on assets 1.7 2.1 2.1 2 2.03 LOAN Total loan/Total assets 0.11 0.10 0.14 0.14 0.11 EXPENSES Total expense/total assets 0.01 0.05 0.05 0.04 0.04 SIZE Financial assets/Total assets 0.57 4.96 0.41 0.44 0.58 Total loan/Total assets 0.11 0.10 0.14 0.14 0.11 Total Investment /Total assets 0.15 0.27 0.34 0.31 0.18 DEPOSIT Deposit/Assets 0.79 0.80 0.84 0.84 0.83 LIQUIDITY Loan/deposits 0.14 0.13 0.17 0.17 0.13 PERFORMANCE Return on assets -0.019 -0.012 0.005 0.002 0.006 Return on equity -0.13 -0.09 0.05 0.02 0.08 CREDIT RISK Total NPL / Total loans 1.42 1.41 2.27 2.27 9)AL BARKA 2.01 Years 2010 2011 2012 2013 2014 Inflation 13.88% 11.92% 12.00% 12.2% 12.00% (Economy survey of Pakistan, 2014)Global
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No1

Return on Asset Pearson Correlation 1 .318
Sig. (2-tailed) .025
N 50 50

Return on Equity Pearson Correlation .304 1
Sig. (2-tailed) .020
N 50 50

Figure 5: Table No . 1

Model Summary
Model R R Square Adjusted R Square Std. Error of the Estimate
1 .432 a .510 .393 .167

Figure 6:

17
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Performance (ROA) =1.280 + .104×Size + .312×Capital + .209×Loan+ .123×Deposit +-.172×Credit Risk+
.031×Liquidity + -.346×Expenses + ?

51% variation in performance is explained by the bank
specific variable. 49 % variation in dependent variable is
unexplained. The adjusted R square value is 0.393 this
value is adjusted for extraneous predictor used in the
model. Adjusted R square value shows that 39.3 %
variation in dependent variable is explained by

which
shows
that

independent variable.

Coefficients
Model Unstandardized Standardized T Sig.

Coefficients Coefficients
B Std.

Error
Beta

VARRIABLE
BANK SPECIFIC

(Constant)
SIZE
CAP-
I-
TAL
LOAN
DE-
POSIT
CREDIT
RISK
LIQ-
UID-
ITY
EX-
PENSES

1.280
.177
.063
.230
.091
.088
.012
.248

.592

.102

.100

.024

.126

.242

.045

.082

.104 .312 .209 .123 -.172 .031 -.346 2.163
.733
1.628
2.13
.989
2.09
.263
1.482

.032

.025

.026

.048

.022

.004

.051*

.046

F value =10.142 p= 0.05
The values of unstandardized coefficients beta independent variables (size, capital, loan, deposits,
values are the regression equation values which help to expenses, credit risk and liquidity).
predict dependent variable performance from

Figure 7:
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Year
2015

Model 1 R
.372
a

Model Summary R Square Adjusted R Square .241 .099 Std.
Er-
ror
of
the
Es-
ti-
mate
.446

Volume
XV
Issue
VI
Ver-
sion
I

Model summary shows the overall model explained by the macroeconomic variable. 75.9% ( ) C
fitness. R value shows that banks performance (ROA) and macroeconomic variables (Inflation, GDP and FDI) are correlated. For bank specific variables value of R is .372 which shows that there is correlation between performance and macroeconomic factors. R Square value is .241which shows that 24.1% variation in ROA is Coefficients variation in dependent variable is unexplained. The adjusted R square value is 0.089 this value is adjusted for extraneous predictor used in the model. Adjusted R square value shows that 9.9% variation in dependent variable is explained by independent variable. Model Unstandardized Coefficients Standardized Coefficients T Sig. B Std. Error Beta MACROECONOMIC VARRIABLES (Constant) 1.088 .342 3.163 .000 INFLATION .157 .200 -.116 1.876 .0322 GDP .098 .160 .066 2.628 .054* FDI .430 .039 .137 1.98 .018 F value = 9.42 p=0.05 Global

Jour-
nal
of
Man-
age-
ment
and
Busi-
ness
Re-
search

The values of unstandardized coefficients, beta predict dependent variable performance from
values are the regression equation values which help to independent variables (Inflation, GDP and FDI).

Profitability (ROA) =1.088 + -.116×Inflation + .066×GDP + .137×FDI+ ?

Figure 8:
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Model Summary
Model R R Square Adjusted R

Square
Std. Error of the Estimate

1 .237 a .320 .203 .127
Coefficients

Model Unstandardized Standardized T Sig.
Coefficients Coefficients
B Std. Error Beta

(Constant)1.423 .442 1.453 .031
VARRIABLE SIZE

CAP-
ITAL
LOAN

.108

.045

.367

.122 .106

.033
.097 .302 .201 .833

1.568
2.23

.045

.036

.044

SPECIFIC DEPOSIT
CREDIT
RISK
LIQ-
UID-
ITY

.065

.048

.023

.112 .032

.042
.113 -.132 .045 .787

2.22
.243

.029

.049

.059*

EXPENSES.237 .067 -.226 1.562 .0346
F value =09.121 p= 0.05
The values of unstandardized coefficients beta independent variables (size, capital, loan, deposits,
values are the regression equation values which help to expenses, credit risk and liquidity).
predict dependent variable performance from
Performance (ROE) =? o + ? 1 ×Size + ? 2 ×Capital + ? 3 ×Loan+ ? 4 ×Deposit +? 5 ×Credit Risk+ ? 6 ×Liquidity +

? 7 ×Expenses + ?
Performance (ROA) =1.423 + .097×Size +.302×Capital + .201×Loan+ .113×Deposit +-.132×Credit Risk+

.045×Liquidity + -.226×Expenses + ?

Figure 9:

Model Summary
Model R R Square Adjusted R Square Std. Error of the Estimate
1 .202 a .143 .099 .344

Figure 10:
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.1 ii. Second Hypothesis

a higher level of profits, means that as size of bank increase, performance also increase. The result is significant697
at 0.05. In this p<.05 which means that bank size and performance has significant relation. The result is consistent698
to previous findings of ??olyneux and Thornton (2008), ??ourki (2006) and Gul et al. (2011). So Hypothesis699
no.1 (There is a direct relationship between SIZE and bank’s performance) is accepted.700

.1 ii. Second Hypothesis701

This hypothesis assumes that capital/equity investment of the bank also has relationship with performance of702
banks in Pakistan. The proposed hypothesis is: H2: There is a direct relationship between CAPITAL and bank’s703
performance. The correlation analysis shows that CAPITAL have a positive relationship with r =.521 for ROA704
and r=.643 for ROE .As p<0.05 so, the result is highly significant for this hypothesis. The result is consistent to705
previous findings of Hassan and Bashir (2003), Brooke (2008) and Rattray (2012). So Hypothesis no.2 (There is706
a direct relationship between CAPITAL and bank’s performance) is accepted.707

.2 Correlation Results708

.3 iii. Third Hypothesis709

This hypothesis suggests that advancement of loan have impact on performance of banks in Pakistan. The710
projected hypothesis is: H3: There is a direct relationship between LOAN and bank’s performance.711

.4 Correlation Results712

Table ??o The correlation analysis shows that LOAN have a positive relationship with r =.289 for ROA and713
r=.459 for ROE .As p<0.05 so, the result is highly significant for this hypothesis. The result is consistent to714
previous findings of Suffian ??2009), ??arros et al., (2008) and Zeitun (2012). In this p<.05 which means that715
loan and performance has significant relationship. So Hypothesis no.3 (There is a direct relationship between716
LOAN and bank’s performance) is accepted.717

.5 iv. Fourth Hypothesis718

This hypothesis suggests that deposits of bank are linked with its performance. The expected hypothesis is: H4:719
There is a direct relationship between DEPOSIT and bank’s performances.720

.6 Correlation Results721

Table ??o The correlation analysis shows that EXPENSES have a negative relationship with r =-.478 for ROA722
and r=-.285 for ROE .As p<0.05 so, the result is highly significant for this hypothesis. The result is consistent723
to previous findings of Berger and Humphrey (2003), Kosmidou (2008) and Campbell (2007). So Hypothesis no.724
7 (There is an indirect relationship between EXPENSES and bank’s performance) is accepted.725

.7 viii. Eight Hypotheses726

This hypothesis proposes that Inflation rate is negatively associated with bank performance. The expected727
hypothesis is: H8: There is an indirect relationship between INFLATION and bank’s performance.728

.8 Correlation Results729

Table ??o V.730

.9 Conclusion, Recommendations, Limitations and Future Implications731

a) Conclusion732

This study investigates the impact of bankspecific factors and macroeconomic indicators on bank’s performance733
in the Pakistan’s banks for the 2010-2014 periods. Individual bank characteristics (internal and external factors)734
are considered as determinants of bank performance in Pakistan. Banks with more equity capital, Size, Loans,735
Deposits, Expenses, Liquidity, Credit risk and macro factors i.e., economic growth, Foreign direct investment and736
Inflation are perceived to have more safety and such an advantage can be translated into higher performance.737
For this purpose, two hypotheses have been developed for analyzing bank’s performance i.e., Hypothesis1 states738
that bank specific factors have significant relationship with performance. Whereas, hypothesis 2 states that739
microeconomic indicator have significant relationship with performance. The result shows that both hypotheses740
have accepted and have a significant impact on performance of the Bank’s in Pakistan. It is conform from741
outcomes of research study that credit risk, expenses and inflation have indirect link with the bank performance,742
whereas size of bank, capital, deposit and loan have a significant positive relation with bank’s performance and743
liquidity have insignificant positive relation with Performance of bank. So the banks should hold the optimal744
liquidity because the excessive liquidity and illiquidity are like financial diseases which negatively affect the banks745
performance (Li, 2011). To overcome the dilemma banks should strive for optimal liquidity level, means that746
banks should not have lack or excess of liquidity (Anis, 2013) consistent with results of (Dinster, 2012). The747
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amount of equity capital directly related with performance because bank have more safety against uncertain748
shocks. In additional, our outcomes also revealed that high ratio of loan-to-total assets could also give indication749
of higher level of profits. Thus management should wisely focus on credit and liquidity dealings; these should be750
arranged in such a way that it would enhance banks performance. Banks also ensure the sensible utilization of751
deposits; it also encouraged the investment of equity capital and advanced more loans for maximization of profit.752

The result of GDP and liquidity shows that they have an insignificant positive relation with bank’s performance753
which is measure in term of ROA and ROE. The country is facing many economical and financial problems like754
hyper inflation, less FDI inflow and fluctuation in GDP growth, the reasons behind these problems are war755
of terror, poor management by government, government is indulged in unnecessary debate which is not linked756
directly with the welfare of general public of Pakistan and is neither helpful for the revival of the economy. These757
all problems are linked with the performance of all financial institutions and other organizations working in758
Pakistan. The positive relation between FDI inflows and performance supported by our literature review because759
as the foreign direct investment from a particular country increases the economic condition of a particular country760
gets improved, more employment opportunities increases and people have more money to repay the loans this761
will decrease the credit risk of a particular country and as from the study of Li(2013) it is obvious that ratio of762
countries investing in Pakistan is increasing resulting in increase in FDI inflow so the credit risk in Pakistan’s763
bank will decrease and performance of banks increases. The inverse relation between inflation and performance764
is observed This result is also obvious from our literature review in which a study by Haskell(2012) tells us that765
increase in inflation is not good for the lenders i.e. banks etc because they lend money at low interest rates which766
is beneficial from borrowing point of view but the credit risk for the lenders increases and from borrower’s point767
of view when the inflation is prevailing repayment of the loans from money is also not significant.768

[Saunders et al. ()] , M N K Saunders , P Lewis , Thron Hill , A . 2009. Pearson. (Research methods for business769
students 6 th edition)770

[ Anon (2013)] ‘). monthly bulletin’. Anon . http://www.-ecb.int/pub/pdf/mobu/mb201303en.pdf Eu-771
ropean Central Bank 2013, march. 2013. p. 272.772

[Barros et al. ()] ‘Analyzing the determinants of performance of best and worst European banks’. C P Barros ,773
C Ferreira , J Willians . Journal of Banking and Finance 2010. 31 (3) p. .774

[Javaid ()] ‘Analyzing the determinants of performance of best and worst European banks’. Anwar Javaid ,775
Zaman , Gaffor . Journal of Banking and Finance 2011. 31 (3) p. .776

[Tan (2012)] ‘Bank profitability and inflation: the case of China’. Yong Tan , CF . http://www.777
emeraldinsight.com Journal of Economic Studies 2012. march 26. 2013. (6) p. 39.778

[Deger and Adem ()] ‘Bank Specific and Macroeconomic Determinants of Commercial Bank Profitability’. A779
Deger , A Adem . Business and Economics Research Journal 2011. 2 (2) p. .780

[Athanasoglou et al. ()] Bank-Specific, Industry-Specific and Macroeconomic Determinants of Bank Profitability,781
P Athanasoglou , S N Brissimis , M D Delis . 2005. 5. (Bank of Greece Working Paper)782

[Ramlall ()] ‘Bank-Specific, Industry-Specific and Macroeconomic, Determinants of Profitability in Taiwanese783
Banking System’. I Ramlall . International Research Journal of Finance and Economics 2009. 2009. 34 p. .784

[Rehman (2011)] ‘Banking Reforms and Economic Growth: A Case Study of Pakistan’. W U Rehman .785
http://www.ipedr.com/vol11/78-W10023.pdf International Conference on Financial Management786
and Economics 2011. april 8, 2013. 11. (Retrieved)787

[Campbell ()] ‘Banking solvency and the problem of nonperforming loans’. A Campbell . Journal of Banking788
Regulation 2007. 9 (1) p. .789

[Yin ()] Case study research: Design and method, R K Yin . 2003. London: Sage. (3rd edition)790

[Hunjra and Bashir ()] Comparative Financial Performance Analysis of Conventional and Islamic Banks in791
Pakistan, A I Hunjra , A Bashir . 2014. 3 p. .792

[Mobarek and Kalonov ()] Comparative Performance Analysis between Conventional and Islamic banks: empir-793
ical evidence from OIC countries, A Mobarek , A Kalonov . 2013.794

[Siraj and Pillai ()] ‘Comparative study on performance of Islamic and Conventional Banks in GCC region’. K795
K Siraj , S P Pillai . Business research papers 2012. 3 p. .796

[Concentration and Other Determinants of Bank Profitability in Europe, North America and Australia Journal of Banking and Finance ()]797
‘Concentration and Other Determinants of Bank Profitability in Europe, North America and Australia’.798
Journal of Banking and Finance 2013. 13 p. .799

[Khoirunissa ()] ‘Consumers preference toward Islamic Banking’. D Khoirunissa . Iqtisad journal of Islamic800
Economics 2007. (4) p. .801

[José Brambila Macias (2009)] Crossborder bank lending versus FDI. Cross-border bank lending versus FDI in802
Africa’s growth story, I M José Brambila Macias . 2009, october.803

[Bikker and Hu ()] ‘Cyclical Patterns in Profits, Provisioning and Lending of Banks and Pro cyclicality of Capital804
Requirements’. J A Bikker , H Hu . BNL Quarterly Review 2002. 221 p. .805

22

http://www.-ecb.int/pub/pdf/mobu/mb201303en.pdf
http://www.emeraldinsight.com
http://www.emeraldinsight.com
http://www.emeraldinsight.com
http://www.ipedr.com/vol11/78-W10023.pdf


.9 Conclusion, Recommendations, Limitations and Future Implications a)
Conclusion

[Disinter (2012)] Deflation causes unemployment. Retrieved febraury 28, Disinter . http://disinter.806
wordpress.com 2012, october 12. 2013.807

[Sufian ()] ‘Determinants of bank efficiency during unstable macroeconomic environment’. F Sufian . Research in808
International Business and Finance 2009. 23 (1) p. .809

[Alexio and Sofoklis ()] Determinants of Bank Profitability: Evidence from the Greek Banking Sector. Economic810
Annals, LIV (182), C Alexio , V Sofoklis . 2009. p. .811

[Demirguc-Kunt and Huizinga ()] ‘Determinants of Commercial Bank Interest Margins and Profitability: Some812
International Evidence’. A Demirguc-Kunt , H Huizinga . World Bank Economic Review 2001. p. 13.813

[Grigorian and Manole (2002)] Determinants of Commercial Bank Performance in Transition, D A Grigorian ,814
V Manole . 2002. June 2002. p. 2850. (World Bank Policy Research Working Paper)815

[Khrawish ()] ‘Determinants of commercial banks performance: evidence from Jordan’. H A Khrawish . http://816
www.internationalresearchjournaloffinanceandeconomics.com International Research Journal817
of Finance and Economics 2011. (81) p. .818

[Zeitun ()] ‘Determinants of Islamic and Conventional Banks Performance in Gc Countries Using Panel Data819
Analysis’. R Zeitun . Global Economy and Finance Journal 2012. 5 (1) p. .820

[Hassan and Bashir ()] ‘Determinants of Islamic banking profitability’. M K Hassan , A.-H M Bashir . Economic821
Research Forum Conference 10th annual conference, 2003.822

[Dr and Salman ()] Dr , Ahmed Salman , BN . Profitability of domestic Pakistani Banks: PANELDATA823
EVIDENCE FOR THE PERIOD, 2010-2011.824

[Berger and Humphrey ()] ‘Efficiency of financial institutions: international survey and directions for future825
research’. A Berger , D Humphrey . European Journal of Operational Research 2003. 98 (2) p. .826

[Kablan and Yousfi ()] ‘Efficiency of Islamic and Conventional Banks in countries with Islamic banks’. S Kablan827
, O Yousfi . Journal of Applied Finance & Banking 2012. 2 (3) p. .828

[Ali ()] ‘Evaluating the Effects of Deposit Dollarization in Bank Profitability’. M E W Ali . Journal of Banking829
and Finance 2010. 12 (1) p. .830

[Hussain and Bhatti ()] ‘Evidence on conduct Performance Hypothesis in Pakistani Commercial Banks’. H831
Hussain , G A Bhatti . International Journal of Business and Management 2010. 5 (9) p. .832

[Haque et al. ()] ‘Factor influences selection of Islamic Banking’. A Haque , J Osman , A Z Ismail . American833
journal of Applied Sciences 2003. 3 (4) p. .834

[Gul et al. ()] ‘Factors Affecting Bank Profitability in Pakistan’. S Gul , F Irshad , K Zaman . The Romanian835
Economic Journal 2011. 36 (2) p. .836

[Abhor ()] ‘Factors influencing the profitability of domestic and foreign commercial banks in the European Union’.837
K Abhor . Research in International Business 2005. 21 p. .838

[Pasiouras and Kosmidou ()] ‘Factors influencing the profitability of domestic and foreign commercial banks in839
the European Union’. F Pasiouras , K Kosmidou . Research in International Business and Finance 2007. 21840
p. .841

[Goldberg (2004)] Federal Reserve Bank of New York. Financial-Sector Foreign Direct Investment and Host842
Countries:, 183, 27, L Goldberg . 2004. April. Retrieved july 2, 2013. (from citeseerx.ist.psu.edu/viewdoc/-843
download?doi=10.1.1.198.8976..)844

[Allen and Gale ()] ‘Financial intermediaries and markets’. F Allen , D Gale . Econometrica 2004. 72 (4) p. .845

[Levine et al. ()] ‘Financial intermediation and growth: Causality and causes’’. R Levine , N Loayza , T Beck .846
Journal of Monetary Economics 2000. 46 p. .847

[Parashar and Venkatesh ()] How did Islamic banks do during global financial crisis? Banks and Bank Systems,848
S Parashar , J Venkatesh . 2010. 5 p. .849

[Rattray (2012)] How Inflation Can Reduce Your Annuity Income, S Rattray . http://inflation-data.850
com/articles 2012. August 22. march 23,2013.851

[IMF working paper number WP/09/152 WDI (2013)] ‘IMF working paper number WP/09/152’. http://852
wdi.org WDI 2013. april 9. 2013. 1 (2) p. . (Retrieved)853

[Mancka ()] Impact of Macroeconomic Factors in Lending. impact of macroeconomic factors on lending activities854
in Albania, D A Mancka . http://www.wbiconpro.com/612-Anila.pdf 2011. 2013. 10. (Retrieved855
febrauary 22)856

[Abdul Subhan ()] ‘Impact of price instability on unemployment and economic growth in Pakistan’. Qazi Abdul857
Subhan , MA . An econometric approach 2010. 5 (3) p. 112.858

[Francis ()] Impact of price instability on unemployment and Pakistan economic growth: An econometric859
approach, M A Francis . 2001. 5 p. 112.860

23

http://disinter.wordpress.com
http://disinter.wordpress.com
http://disinter.wordpress.com
http://www.internationalresearchjournaloffinanceandeconomics.com
http://www.internationalresearchjournaloffinanceandeconomics.com
http://www.internationalresearchjournaloffinanceandeconomics.com
http://inflation-data.com/articles
http://inflation-data.com/articles
http://inflation-data.com/articles
http://wdi.org
http://wdi.org
http://wdi.org
http://www.wbiconpro.com/612-Anila.pdf


50 YEAR ( )

[Chiorazzo et al. ()] ‘Income diversification and bank performance: Evidence from Italian banks’. V Chiorazzo ,861
C Milani , F Salvini . Journal of Financial Services Research 2008. 33 p. .862

[Brooks ()] ‘Introduction of economic finance’. C Brooks . D. Alper -A. Anbar Business and Economics Research863
Journal 2008. 2011. Cambridge University Press. 2 (2) p. 151.864

[Hamdani ()] Inward FDI in Pakistan and its policy context. Vale Columbia Center on Sustainable International865
Investment, K Hamdani . AC:P:1061. 2011.866

[Chris ()] Is Islamic banking religiously sound? Financial Times, C Chris . 2006.867

[Bologna ()] Is there a role for funding in explaining recent US bank failures?, P Bologna . 2013. (IMF working868
paper number WP /11/180)869

[Muriu ()] ‘Microfinance Profitability: Does financing choice matter’. P W Muriu . Journal of Banking and870
Finance 2011. 16 (2) p. .871

[Ibe ()] ‘Microfinance Profitability: Does financing choice matter’. B A Ibe . Journal of Banking and Finance872
2013. 16 (2) p. .873

[Kakakhel et al. ()] ‘Performance comparison between Conventional and Islamic Banking in Pakistan’. S J874
Kakakhel , F Raheem , M Tariq . Journal of Business Management 2013. 4 (5) p. .875

[Jaffar and Manarvi ()] ‘Performance Comparison of Islamic and Conventional Banks Pakistan’. M Jaffar , I876
Manarvi . Global journal of Management and Business Research 2005. 11 (1) p. .877

[Samad ()] ‘Performance of Interest-free Islamic banks vis-à-vis interest based Conventional Banks of Bahrai’. A878
Samad . Journal of Economics and Management 2004. 12 p. .879

[Sasrosuwito ()] ‘Post Crisis Indonesian Banking System Profitability: 1Bank Specific, Industry-Specific, and880
Macroeconomic Determinants”. The 2 nd International Research Symposium in Service Management’. S D S881
Y Sasrosuwito . INDONESIA 2011. 26 (2) p. .882

[Haskell ()] ‘Profitability of domestic Pakistani Banks’. D Haskell . Journal of management and business research883
2012. 2 (1) p. .884

[Syed Imran Rais (2012)] ‘PUBLIC DEBT AND ECONOMIC GROWTH IN PAKISTAN’. T A Syed Imran Rais885
. http://savap.org.pk/journals/ARInt./ Academic Research International 2012. april 9. 2013. 2 (1)886
p. . (Retrieved)887

[Said and Tumin ()] ‘Ratios of Commercial Banks in Malaysia and China’. R M Said , M H Tumin . International888
Review of Business Research Papers 2013. 7 (2) p. .889

[Robson ()] C Robson . Real world research, (Oxford) 2002. Blackwell. (2nd edition)890

[Anwar (2011)] Role of Financial Institutions and Capital Markets in Pakistan’s Economy. Governor’s891
Speeches, Y Anwar . http://www.sbp.org.-pk/about/speech/Governors/Mr.Yaseen.Anwar/892
2011/21-12-2011.pdf 2011. December 21. Karachi, Sindh, Pakistan.893

[State Bank of Pakistan, Banking Sectors Supervision in Pakistan SBP ()] ‘State Bank of Pakistan, Banking894
Sectors Supervision in Pakistan’. http://www.sbp.org.pk/about/ordinance/supervision.htm895
SBP 2012.896

[State Bank Of Pakistan (2012)] State bank of Pakistan. SBP, 150, State Bank Of Pakistan . www.sbp.com897
2012. Retrieved april 9. 2013.898

[Li (2011)] The Causality and Economic Impact of FDI inflows from trade partners in pakistan. MPRA, 3565,899
17, S H Li . http://mpra.ub.uni-muenchen.de/35645/-1/MPRA_paper_35645.pdf 2011, december.900
may 16. 2013. (Retrieved)901

[Staikouras and Wood ()] The Determinants of Bank Profitability in Europe, C Staikouras , G Wood . 2003.902
(Paper presented at the European Applied Business Research Conference)903

[Kosmidou ()] ‘The determinants of banks’ profits in Greece during the period of EU financial integration’. K904
Kosmidou . Managerial Finance 2008. 34 (3) p. .905

[Molyneux and Thorton ()] ‘The determinants of European bank profitability’. P Molyneux , J Thorton . Journal906
of Banking and Finance 2008. 16 (6) p. .907

[Deloof ()] ‘The determinants of European bank profitability’. B A Deloof . Journal of Money Banking and908
Finance 2013. 16 (6) p. .909

[Naceur and Goaied ()] ‘The determinants of the Tunisian deposit banks performance’. S B Naceur , M Goaied910
. Applied Financial Economics 2001. 11 (3) p. .911

[Mamatzakis ()] ‘The determinants of the Tunisian deposit banks performance’. G F Mamatzakis . Applied912
Financial Economics 2010. 11 (3) p. .913

[Burki and Niazi ()] The Effects of Privatization, Competition and Regulation on Banking Efficiency in Pakistan,914
A A Burki , G S K Niazi . 2006. 1991 -2000. Manchester, UK. University of Manchester915

24

http://savap.org.pk/journals/ARInt./
http://www.sbp.org.-pk/about/speech/Governors/Mr.Yaseen.Anwar/2011/21-12-2011.pdf
http://www.sbp.org.-pk/about/speech/Governors/Mr.Yaseen.Anwar/2011/21-12-2011.pdf
http://www.sbp.org.-pk/about/speech/Governors/Mr.Yaseen.Anwar/2011/21-12-2011.pdf
http://www.sbp.org.pk/about/ordinance/supervision.htm
www.sbp.com
http://mpra.ub.uni-muenchen.de/35645/-1/MPRA_paper_35645.pdf


.9 Conclusion, Recommendations, Limitations and Future Implications a)
Conclusion

[Hasan and Dridi ()] The effects of the global crisis on Islamic and conventional banks: a comparative study, M916
Hasan , J Dridi . 2009. (IMF Working Paper)917

[Chowdhury ()] ‘The Great Recession, jobs and social crises: policies matter’. Anis Chowdhury , II . http:918
//www.emeraldinsight.com International Journal of Social Economics 2013. 40 (3) .919

[Boyd (2000)] The Impact of Inflation on Financial Sector Performance. 25, John H Boyd , RL . http:920
//faculty.haas.berkeley.edu/ 2000. april 9. 2013. (Retrieved)921

[Olson and Zoubi ()] ‘Using accounting ratios to distinguish between Islamic and conventional banks’. D Olson ,922
T A Zoubi . The International Journal of Accounting 2008. 43 (1) p. .923

[Trujillo-Ponco (2012)] What determines The Profitability of Banks? Evidence from Spain, A Trujillo-Ponco .924
2012. Jan 2012.925

[García et al. ()] ‘What explains the low profitability of Chinese banks’. A García , S Gavila , D Santabárbara .926
Journal of Banking and Finance 2009. 33 (2) p. .927

[Ratnovski and Huang ()] Why are Canadian Banks more resilient, L Ratnovski , R Huang . 2009. (IMF working928
paper number WP/09/152)929

25

http://www.emeraldinsight.com
http://www.emeraldinsight.com
http://www.emeraldinsight.com
http://faculty.haas.berkeley.edu/
http://faculty.haas.berkeley.edu/
http://faculty.haas.berkeley.edu/

	1 Introduction
	2 T a) Study back ground
	3 b) Statement of Problem
	4 c) Objectives
	5 d) Research Question
	6 What are the impacts of Macroeconomic variables on bank's performance in Pakistan?
	7 e) Significance of Study
	8 II.
	9 Literature Review
	10 a) Impact of Bank Specific Factors on Profitability
	11 iii. Loan
	12 v. Capital
	13 vi. Liquidity
	14 vii. Credit Risk
	15 b) Impact of Macroeconomic Factors on Profitability
	16 Global Journal of Management and Business Research
	17 C c) Theoretical Framework d) Research Hypotheses
	18 Research Methodology a) Conceptual Framework i. Dependent Variables
	19 Robson (2002) explains the 5 steps of deductive research:
	20 c) Research Objectives
	21 d) Research Design
	22 e) Sampling
	23 f) Data Collection
	24 i) Model Specification
	25 Data Analysis a) Correlation Analysis
	26 Correlation Results
	27 C
	28 v. Fifth Hypothesis
	29 Correlation Results
	30 Table No.5
	31 Return on Asset
	32 vi. Sixth Hypothesis
	33 vii. Seventh Hypothesis
	34 Global Journal of
	35 x. Tenth Hypothesis
	36 Global Journal of
	37 b) Regression Analysis
	38 Regression results
	39 Impacts
	40 Regression results
	41 Impacts of
	42 Regression results
	43 Impacts
	44 Regression results
	45 Impacts of
	46 Coefficients
	47 b) Recommendations & Suggestion
	48 c) Limitations
	49 d) Future Implications
	50 Year ( )
	.1 ii. Second Hypothesis
	.2 Correlation Results
	.3 iii. Third Hypothesis
	.4 Correlation Results
	.5 iv. Fourth Hypothesis
	.6 Correlation Results
	.7 viii. Eight Hypotheses
	.8 Correlation Results
	.9 Conclusion, Recommendations, Limitations and Future Implications a) Conclusion


