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Abstract

The prevalence of financial distress incidents has led to an increasing interest of the researchers in
financial distress prediction models since 1960s. Most of the early literature reviews on this
subject are now either too narrowly focused or outdated. Thus, a systematic review is conducted
to address this issue by critically reviewing the literature and empirical studies published from
1966 to 2018 to provide an extensive evaluation of different variables used in the financial
distress prediction models to identify factors that can serve this purpose more effectively, which
previous studies have overlooked. The prediction accuracy of financial variables (profitability
ratios, liquidity ratio, solvency ratio, efficiency ratio, market prospect ratio), non-financial
variables such as firm specific factors (firm board size, firm age, ownership structure, ownership
concentration, CEO duality) and macroeconomic factors (consumer price index, product price
index, industrial product price index, gross domestic product, interest and tax rate) is found to be
marginally better when they are jointly used. In addition, two new non-financial factors are
identified i.e. protectionism (tariffs, import quotas, subsidies) and environmental dynamism (oil
and gas prices, political instability, interest rate, inflation rate) in context of Pakistan that could be
used in future for modelling financial distress.

Keywords: Financial Distress, Financial Ratios, Firm Specific Factors, Protectionism,
Environmental dynamism.

Introduction
Nowadays, the competition among companies from different sectors is increasing with
globalization of world economy. Business organization with poor management and lack of
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financial resources cannot be succeeded in this competitive environment. As a result, the
organization will face certain crises like financial crises, credit crises, human resource crises,
innovation crises and so on, which may lead to financial distress and even bankruptcy (Sun and
Li, 2009).

The importance of predicting financial distress increased after the bankruptcy of large
organizations in the United States and Europe like WorldCom, Enron, Philip Holzmann,
Parmalat, ASEA Brown Boveri (ABB), and Swissair, especially after 2007—-2008 global financial
crises (Aziz and Dar, 2006; Outcheva, 2007). These defaults had shocked creditors and investors
worldwide, thereby spreading the awareness that in recent time both Small and Medium
Enterprises (SMEs) and large corporations could face default (Outcheva, 2007). Due to its
overwhelming prominence, Altman (1968) was the first person who introduced a model based on
financial ratios to predict financial distress.

According to Geng, Bose and Chen (2015) “Financial distress of a company usually refers to the
situation that operating cash flow of a company cannot supersede the negative net assets of the
firm”. The accounting rules and procedures are different in different countries and so as the
financial distress definition given by the authors is not always similar. The consensus is that
financial failure results in deterioration of a company’s profitability over time (Geng et al, 2015).
Financial distress prediction has been considered as an important effort and one of the most
challenging issues in the area of finance, accounting and business communities. It has practical
significance in handling the corporate risk of bankruptcy (Sun, Li, Huang, and He, 2014).
Similarly, for taking a sound business decision the accurate prediction of financial distress is very
important because incorrect decision may lead a company towards financial crises or even
bankruptcy. Moreover, previous research studies identified a significant impact of financial
distress on the profitability and lending decisions of the companies (Kim & Upneja, 2014).

Since the seminal work of Beaver (1966) and Altman (1968) numerous studies have used
financial ratios (profitability ratios, liquidity ratios, leverage ratios, turnover ratios and efficiency
ratios) to predict financial distress (Ohlson, 1980; Altman, 1984; Andrade and Kaplan, 1998;
Jones and Hensher, 2004; Hassan, Zainuddin and Nordin, 2018; Khurshid, 2013). The reason of
using financial ratios as predictors of financial distress was that some of the previous studies were
unsuccessful in accurately predicting corporate bankruptcy because they didn’t adopt financial
report information (financial ratios) in their bankruptcy prediction model (Ohlson, 1980).
Although, financial ratios based prediction model has been adopted by researchers for many years
but still this approach has been frequently criticized in recent studies. According to Memba and
Job (2013) the financial ratios based model does not represent all the aspects of a firm. They
suggested that there are also non-financial factors that can affect financial condition of businesses
like customer concentrations, management experience, and qualified audit opinion so forth;
therefore, these variables should be incorporated in the financial distress prediction model. Thus,
the interest of researchers shifted towards combination of financial and non-financial variable for
modelling financial distress prediction (Amendola, Retaino, and Sensini, 2015; Shahwan, 2015;
Berger, Imbierowics, and Rauch, 2016).

However, the inclusion of non-financial factors has made more complexity in financial distress
prediction model and researchers faced difficulties in selecting appropriate factors of financial
distress. According to Mselmi, Lahiani and Hamza (2017) predicting financial distress is still a
great challenge for researchers and they are still trying to introduce a perfect model that can
accurately predict financial distress. This deficiency in the literature gives rise to a question i.e.,
what is the most appropriate combination of financial ratios and non-financial factors that can be
used as predictors of financial distress? To answer this question, the current study conducted a
systematic literature review to identify the most significant factors of financial distress. This
study has critically analysed 74 papers on financial distress to find out possible research gap in
current literature to provide future research direction. The literature of this study has been divided
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into three parts. Part one includes all those studies which have only used financial factors
(financial ratios) based models, part two consists of non-financial variables based model, while
part three consists of combination of financial ratios and non-financial factors based model.

Literature Review

1. Financial variables

Financial statements information i.e. financial ratios are important factors for predicting the
financial position of firms because these are the most reliable source of fundamental information
that a company present before its stake holders and shareholders (Gibson, 2012). Considering its
importance, Shirata (1998) stated that when a firm is unable to generate sufficient operating
income to overcome liabilities then its chances of default increases significantly.

The first study regarding the prediction of financial distress was conducted by Beaver (1966) who
used a single ratio based model. He observed that the financial ratios were stabled for non-
distressed firms throughout the period of the study, while in case of financially distressed firms,
the financial ratios showed a marked deterioration in distress situation. Thus, it was concluded
that financial ratios can be used as a predictor of financial distress. Later on, Altman (1968)
selected five financial statement ratios and developed a model for the prediction of financial
distress firms. After applying multiple discriminate analysis, the model accurately predicted the
bankruptcy prior to two years of default. On the other hand, Mannasoo and Mayes (2009) argued
that there was no universal set of variables that could be used for financial distress prediction;
however, the combination of liquidity ratios, earnings ratios, asset quality, management
efficiency and market risk sensitivity had a significant predictive ability to detect financial
distress. Campbell, Hilscher and Szilagyi (2011) concluded that firms in financial distress
condition had low return, high leverage ratio, low level of market to book value (MBV) and low
share price.

Tian, Yu and Guo (2015) studied different predictors of corporate bankruptcy and investigated
their relative importance. They adopted the “least absolute shrinkage selection operator”
(LASSO) method for variables selection. The results identified that accounting based variables
have significantly better prediction ability than market based variables and financial ratios based
on market value. The model also provided better prediction accuracy than the model used in
previous studies. Further, Pal (2013) examined the effect of financial ratios in predicting the
financial health of the Indian steel companies. After applying discriminant analysis, he found that
three financial ratios: Return on investment (ROI), debtor turnover ratio (DTR) and fixed asset
turnover ratio (FATR) are the most important factors that can be used to differentiate between
financially weak and financially strong companies. Similarly, Bae (2012) constructed a financial
distress prediction model based on radial basis function support vector machines (RSVM). He
used different financial ratios (Interest expense to sale, profit to total sale, operating profit to total
sale, current liabilities to total capital, Growth rate of tangible assets, net financial cost, ordinary
income to net worth and growth rate to current assets). The results showed that the model
accurately predicted the financially distressed firms, thus supporting the previous findings of
Pompe and bilderbeek (2005).

In banking sector, financial ratios such as better utilization of cash flow and loans, equity to total
assets ratio and asset growth rate have an important role in financial performance of a bank,
hence acting as key indicators of bank financial position (Zaki, Bah, and Rao, 2011). Another
bankruptcy prediction model was proposed by Abbas and Rashid (2011). They selected 24
financial ratios from the four groups of ratios which were profitability, liquidity, leverage and
turnover ratios. After applying MDA technique, the study identified three ratios namely: EBIT to
total ratio, sales to total Assets and cash flow ratios that could be used as predictors for
bankruptcy. Similarly, Low, Nor & Yatim (2001) used financial ratios based model to predict the
probability of financial distress in Malaysian manufacturing companies. The sample of their study
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was based on 26 distressed companies and 42 non-distressed companies. After applying logit
model, the results indicated that the probability of financial distress increased when the value of
current assets to current liabilities, change in net income of the company and sale to current assets
increased. They further explained that cash holding of a company was a key predictor of a firm
financial distress because the financial position of a company relied on the level of cash holdings.
The role of financial ratios became limited with the passage of time and researchers started to use
other factors like economic factors, and variables related to corporate governance. In study of
Shirata (1998) profitability was not used for predicting bankruptcy. He gave the reason that even
though if company profitability was not up to the mark, it had enough cumulative profit to adjust
the risk of bankruptcy. The other reason was that it wasn’t necessary that all firms should disclose
statements of their financial resources and in such condition the auditor’s report should be
considered important.

2. Non-Financial Factors

After the introduction of financial ratios, several studies have used different types of models to
improve the effectiveness of their prediction. However, researchers suggested that only financial
ratios couldn’t give accurate prediction of corporate default, therefore their interest shifted
towards the use of non-financial variables such as ownership structure, corporate governance and
some economic variables to maximize the predictive ability of the financial distress model
(Simpson and Gleason, 1999; Lee and Yeh, 2004; Chang, 2009). The study that incorporated non-
financial variables in financial distress model was first conducted by Keasey and Watson (1987).
They stated that non-financial information alone can adequately predict the financial distress. The
study results indicated that the non-financial ratios based model provide relatively better
predictive ability than financial ratios based model.

i.  Firm Specific Factors

There are several issues related to management of firms which are perhaps a source of financial
distress (Sun et al, 2014). These studies gave their arguments in favour of the non-financial
variables importance for predicting a firm financial position. The variables that measure the
firms’ corporate governance also had a significant role in financial distress prediction. Moreover,
companies with better mechanism of corporate governance such as the reasonable number of
independent directors, better board structure and size of board overcome the probability of
financial distress. The reason was that sound corporate governance improved the performance of
the companies and the prediction of bankruptcy (Fich and Slezak, 2008).

Most of the researchers aimed to reduce the board size to decrease the extra burden on firms;
however, Manzaneque, Priego, and Merino (2016) found that board size had a positive link with
the probability of financial distress, which suggested that a larger board size had the benefit to
give diverse opinions and management could be improved. In situation of financial crises, when
there was risk that the minority shareholder might expropriate, then a stronger corporate
governance policy would be needed (Mitton, 2002). Wang and Deng (2006) found that state
ownership and ownership concentration had a negative relationship with financial distress, while
board size and CEO duality increased the probability of financial distress. Similarly, Berger et al.
(2016) concluded that ownership structure was a significant predictor of financial distress. They
further added that the shareholding of lower level manageress and Non-CEO managers (chief
financial officers and chief operating officers) had a positive relationship with probability of
default. These unexpected results were because of the moral hazard problem. However,
Shahabudin, Khan, and Javid (2017) used ownership structure to predict financial distress in 146
public limited companies of Pakistan. They identified insignificant impact of institutional
ownership structure on the financial health of the companies. They also identified a significant
relationship between insider investors and financial distress in Pakistan




3" International Conference on Emerging Trends in Engineering, Management
and Scineces “October 18-20, 2018 (ICETEMS-2018) Peshawar, Pakistan.

The organizational theory literature provided base for the researcher to test the connection
between corporate governance and financial distress. Pranowo, Achsani, Manurung, and
Nuryartono (2010) suggested that the management role was also important to handle the company
financial performance to get advance information about the company financial position. Daily
and Dalton (1994) stated that the relationship between organizational governance and bankruptcy
increased due to application of centralization. Shahwan (2015) empirically examined the impact
of corporate governance on firm performance and financial distress and identified that disclosure
of transparency, board of director composition, shareholders’ right and ownership structure
decreased the probability of financial distress. Similarly, Elloumi and Gueyie (2001) investigated
the relationship between corporate governance characteristics and firm financial distress. They
identified that the ownership, directorship and number of outside directors influenced the
probability of financial distress.

ii. Macroeconomic Factors

Recently, researchers have started to use macroeconomic variables such as consumer price index
(CPI), industrial product price index (IPPI), producer price index (PPI) and supply of money, in
prediction of financial distress whose effects were found significant (Sami, 2014). However,
McNamara, Duncan, and Kelly (2011) argued that macroeconomic factors such as gross domestic
product (GDP), interest rate, tax rate and inflation are controlled by government policies which
indicate the connection between government policies and firm survival or financial health of
firms.

An important combination of variables were used by Amendola et al. (2015) to study the impact
of firm specific variables and microeconomics variables on different level of financial distress.
They found that age of the firm, size, legal form and profitability could be used as predictors of
financial distress. While, Zhang, Xie, Lu, and Zhang (2016) analyzed the determinants of
financial distress in U.S. bank holding companies (BHCs) on the basis of Z-score and distance-to-
default measures. They found that house price index and non-performing loan ratio are the
significant determinants of financial distress.

a. Protectionism

Regan (1986) defined protectionism as “the protective tariff, a duty on imports of a certain
good imposed for the purpose of securing a greater share of the home market for domestic
producers of the good”. After the independence in 1947, Pakistan adopted the policy of
protectionism in its trade. Although, this policy was successful till 1970; however, it
encouraged the investors to invest in less efficient companies because of the lack of
competition. Consequently, most of the Pakistan industries became less efficient; hence, it was
very difficult for them to compete with foreign competitors. This was supported in a news
article of The Express Tribune (newspaper) written by Amanullah (2012) who stated that
unfortunately there was no Pakistani company in fortune 500 companies. There were multiple
factors involved that drag Pakistani firms toward financial distress such as government policies,
nationalization and lack of governance. Moreover, he stated that the policy which had a very
high impact on Pakistan industrial global competitiveness was protectionism. He also added
that in order to safe guard the domestic industries against foreign competition, the government
used protectionism as an instrument, by applying tariffs, imports quotas, subsidies and other
trade restrictions. He extended that protectionism policy was applied to protect the industry
from foreign competition, but it had some negative consequences such as it made the local
companies inefficient; thus, compromising the growth of the industries. Majority of the
economists agree on the fact that economic welfare and economic growth are adversely
affected by protectionism (Fairbrother, 2014; Mankiw, 2015; Blinder, 2017; Poole, 2018).
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Similarly, Henn and McDonald (2010) argued that restricting trade through protectionism would
not be a good policy to tackle financial crises because due to this policy the overall economic
growth of industries could be negatively affected. In 2008 financial crises, protectionism
measures had been practiced in the world economy, which resulted in slowing down the growth
of industries and created global trade disorder. At that time the members of G20 arranged a
meeting in Australia, and they decided not to repeat the mistake of 1930, which caused the
destruction of economic trade and lead to Great Depression due to economic barriers (Donnan,
2014).

b. Environmental dynamism

Dess and Beard (1984) defined environmental dynamism as “the rate and the instability of
environmental change”. It refers to the unstable changes in the external environment of a firm.
High dynamism of an industry creates high uncertainty (Simerly and Li, 2000). According to
Khan (2009) the period of global financial crises, which also affected Pakistani economy very
badly, a group of CEOs of local and foreign firms unanimously decided to revive the
environmental dynamism with the focus on controlling inflation rate, gas and oil prices and
maintaining political harmony. During the meeting, president of Overseas Investors Chamber of
Commerce and Industry (OICCI), Farhat Ali said that democracy in Pakistan should be
encouraged, because political uncertainty is a major determinant that can put stock market in a
sluggish position which alternately affects firm financial health. Moreover, the president of
Federation of Pakistan Chambers of Commerce and Industry (FPCCI), Sultan Ahmed Chawla
said that in order to strengthen the economy, the government should curb the interest rate, control
inflation and developed infrastructure. Furthermore, Chairman of All Pakistan Textile Mills
Association (APTMA), Tarig Mehmood said that due to uncertain political environment most of
the textile customers deters and they divert their orders to other countries which decreased the
sale volume. To measure environmental dynamism, researchers have developed indexes using a
number of variation in industry level activities such as return on equity (ROE), net sales, and
technological volatility (Tosi, Aldag, and Storey, 1973; Bourgeois, 1985).

3. Combination of Financial and Non-Financial Factors

In traditional failure models, the predictive ability of financial variables is efficient only for a
very short horizon and their accuracy decreases quickly after one year (du Jardin and Severin,
2011; du Jardin, 2015). Most of the literature regarding financial distress prediction is based on
the use of quantitative predictors and the importance of qualitative (non-financial) predictors has
been ignored. According to Kristanti, Rahayu, and Huda (2016) the adoption of firm specific
variables such as corporate governance along with financial variables increased the prediction
accuracy of financial distress prediction model. Therefore, current research studies are more
inclined towards the use of non-financial variables.

However, researchers also tried to find an alternative way to improve the prediction accuracy by
extending the horizon using non-financial information variables (Keasey & Watson, 1987;
Laitinen, 1999; Back, 2005; Altman, Sabato, and Wilson, 2010). The introduction of non-
financial variable in the financial distress prediction model was first carried out by Altman and
Sabato (2007). They used a large sample which included 5,748,188 accounts of companies that
survived, and 66,833 accounts that were declared bankrupt from 2000 to 2007. Their results
indicated that non-financial information such as legal action by creditors to recover unpaid debts,
audit report and filing histories were the significant factors that improved the predictive ability of
default prediction model.

Similar results were also stated by Blanco-Oliver, Irimia-Dieguez, Oliver-Alfonso, and Wilson
(2015). The study of Pervan and Kuvek (2013) found that the predictive accuracy of model based
on financial and non-financial factors had higher predictive accuracy (65%) than the model which
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was based on only financial ratios, which gave 52% predictive accuracy. To improve the
performance of the model, Altman (2000) urged that there were some firm related characteristics
which should be quantified to improve the model. After refining the model, an important set of
variables were chosen such as return on assets, debt services, earnings stability, cumulative
profitability, liquidity, capitalization and size of the business that could optimize the performance
of the model.

Likewise, Pindado, and Rodrigues (2005) made an attempt to integrate the different financial
variables (liquidity and leverage ratios) and non-financial variables such as change in firm
investment policies. The findings of the study revealed that the model was significant and
effective in providing stable information about the chances of default. Another model was
proposed by Bhimani, Gulamhussen, and Lopes (2013) for predicting corporate financial distress,
which was based on financial, macroeconomics and non-financial variables. They found that non-
financial variables gave superior predictive ability than financial variables. They further
explained that the combination of financial and non-financial variables had influential ability to
give us early signals about financial distress. The same arguments were also presented by Altman,
Iwanicz-Drozdowska, Laitinen, and Suvas (2016) who concluded that both financial and non-
financial variables improved the results of financial distress prediction model.

In the same way, Laitinen (2013) compared the relative significance of both financial and non-
financial variables in prediction of financial distress of the small firms in Finland. The financial
variables comprised of net sales to total asset ratio, return on investment, quick ratio and equity
ratios, while the non-financial variables included firm re-organization, firm age, and gender of the
entrepreneur of the firms. After applying logistic regression and survival analyses, the results
indicated that non-financial variables outperformed financial variables. Firm reorganization
actions proved to be a significant predictor of financial distress. They argued that the success of
reorganization process was conditional upon a best fit between business and financial
restructuring.

Similarly, Van der Colff and Vermak (2015) adopted financial ratios (total outside financing /
total assets, EBIT / average total assets, total current assets & listed investment / total current
liabilities, income after tax / average total assets, net cash flow / average total assets, stock /
inflation adjusted total assets) from De la Rey (1981), and non-financial variables (vulnerability,
flexibility, effectiveness, resources, capabilities) from Jenster and Hussey (2001) for predicting
business failure. The study concluded that it is beneficial to combine financial and non-financial
variables to enhance the prediction accuracy of financial distress model. While, Altman et al.
(2016) found that both financial variables (solvency and turn over ratios) and non-financial
variables (industry risk, payment behaviour, and board member characteristics) improved the
significance of the bankruptcy prediction model. Alternatively, Abdullah, Ma'aji & Khaw (2016)
developed a financial distress prediction model of financial, non-financial and governance
variables (ownership structure and board structure) to predict financial distress among 172 SME’s
in Malaysia. The result identified that the model was capable of giving early warning signals
about the financial distress.

Methodology

This study is the most comprehensive systematic review of the literature and empirical studies
which are published from 1966 to 2018. “A systematic review searches for the answer to a
particular question in the existing scientific literature on a topic” (Editage Insights, 2017). The
study take on a positivist approach to review the existing body of literature objectively and
critically in order to identify the most significant combination of financial and non-financial
variables to be used in financial distress prediction model to increase its explanatory power. To
serve this purpose, 74 research articles of different related local and international journals are
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critically evaluated to answer the question: what is the most appropriate combination of financial
ratios and non-financial factors that can be used as predictors of financial distress?.

Discussion

The purpose of this study is to identify the most appropriate combination of financial ratios and
non-financial factors that can be used to predict financial distress. The literature consists of
financial variables based models, non-financial variables based models, and models based on
combination of both factors. Initial studies on financial distress prediction have paid more
attention to the use of financial ratios to predict bankruptcy or financial distress such as the
research works of Beaver (1966), Altman (1968), Altman (2000), and even still it is applied by
the researchers in some recent studies i.e. Tian, Yu, and Guo (2015), and Salehi, Shiri, and
Pasikhani (2016).

However, researchers have criticized that financial information don’t cover all aspects of
financial position of a firm. There are multiple factors regarding the management and governance
of firms that can contribute to financial distress such as the company board size and ownership
concentration as reported by Lee and Yeh (2004), CEO duality identified by Aziz and Dar (2006),
Mitton (2002), and Wang and Deng (2006), and change in investment policies indicated by
Pindado and Rodrigues (2005). These findings support the argument that both financial variables
and non-financial variables are important to build an effective model that can accurately predict
financial distress.

To achieve the optimum combination of financial and non-financial factors that can help
researchers to construct a powerful model for financial distress prediction, this study has found
some significant factors after the synthesis of literature. In financial variables, the most
significant variables that can be used for financial distress prediction are profitability ratios,
liquidity ratios, market to book value ratio and leverage ratios (Mannasoo and Mayes, 2009;
Campbell, Hilscher, and Szilagyi, 2011; Tian, Yu, and Guo, 2015; Salehi et al., 2016).

Besides financial variables, this study has also identified some important non-financial variables
that can improve the predictive ability of financial distress model. These variables include firm
specific variables such as size of the firms, ownership concentration, ownership structure, firm
board size, and CEO duality (Mitton 2002; Fich and Slezak, 2008; Van der Colff and Vermak,
2015; Wang and Deng, 2006; Berger et al., 2016).

There are certain macroeconomic variables such as IPPI, CPI, PPI) and firm specific factors that
can also be very helpful for the researchers interested working in this area (Sami, 2014; Agrawal
and Maheshwari, 2016). Therefore, it is necessary that researchers should consider these factors
in constructing a sound financial distress prediction model.

Protectionism has a very harmful effect on the financial position and growth of the companies
because it limits the trade volume and level of innovation in industries. Therefore, the
government should discourage the policy of protectionism and encourage free trade with other
countries to safe guard corporate sector from financial distress. Similarly, environmental
dynamism can also be used as a predictor of financial distress because in more dynamic
environment firm financial position is in more uncertainty.

Conclusion

Financial distress production is a challenging issue for researchers and they are still working on
the most appropriate combination of financial and non-financial factors of financial distress
which will help them in prediction of firm financial health. After reviewing the literature,
important factors such as financial ratios (profitability ratios, liquidity ratios, debt ratios and
market to book value ratio), firm specific factors (ownership structure, ownership concentration,
CEO duality, firm board size, and firm age), and macroeconomic variables (CPI, PPI, IPPI, GDP,
interest and tax rates) are identified as the most important predictors of financial distress.
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Furthermore, protectionism and environmental dynamism are the two new factors that are
identified in context of Pakistan. The study suggests that financial distress is a multi-factors
phenomenon; therefore, firm managers and stake holders should consider both financial and non-
financial variables for accurate prediction of financial distress.

This study is important for corporate leadership to use these factors as a source of information to
predict and control financial distress, provided that government is focused on developing a stable
market conditions, promoting free trade to overcome protectionism.

As there are no underpinning theories behind the use of financial ratios in financial distress
prediction model, so future studies should take this into account. The impact of protectionism and
environmental dynamism on financial distress have rarely been investigated, these two variables
can be used in modelling financial distress. Previous studies have used different types of models
and different combination of variables to study this subject quantitatively; however, financial
distress prediction is still a challenge, so future study should follow a qualitative research
approach to study this issue in depth and explore more relevant factors, closer to the reality of the
issue.
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Abstract

The importance of green finance in attaining sustainability alongside economic development has
grown many folds in the 21* century due to the industrial revolution, not only for developing
economies but for the whole world. The current study aims to explore the phenomenon of
reporting green finance practices in the annual reports of Pakistan banking industry. The present
study focused on the sample size of top ten commercial and non-commercial banks of Pakistan
over a period 2015 to 2017. The data regarding green finance and its related activities is collected
from the annual reports of these banks. The sentence count methodology through content analysis
procedure is utilized to analyze the depth of green finance disclosures in the banks’ annual
reports. The findings of the study suggest that in somehow these banks are involved in generating
and utilizing green finance strategies throughout the years. However, still, the reporting of these
practices is low. Hence, it is recommended that the banking sector and other regulatory bodies of
Pakistan should re-strategize their policies and more efforts to contribute to the broader categories
of green finance. The findings of the study bring significant implications for different
stakeholders and regulatory bodies.

Keywords: Green Finance, Banking Industry, Content Analysis, Pakistan

1. Introduction

According to Hohne, Khosla, Fekete, and Gilbert (2012) "green finance is a broad term that can
refer to financial investments flowing into sustainable development projects and initiatives,
environmental products, and policies that encourage the development of a more sustainable
economy. Green finance includes climate finance but is not limited to it”. Furthermore, green
finance is often used interchangeably with green investment. However, in practice, green finance
is a wider lens including more than investments as defined by Bloomberg New Energy Finance
and others. Most important is that it includes the operational costs of green investments not
included under the definition of green investment. Most obviously, it would include costs such as
project preparation and land acquisition costs, both of which are not just significant but can pose
distinct financing challenges (Zadek & Flynn, 2013, p. 07). The principle of green credit is the
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driving force behind green finance. It acts as an intermediary to facilitate such projects which are
environment-friendly. A series of financial institutions carry on research on green growth and to
reduce pollution (Ng, 2018; UNDP, 2012). The green finance is the phenomena that combine
environmental protection with economic development, aiming at sustainable utilization of
resources. It facilitates the flow of funds to achieve effective management of traditional resources
(Wang & Zhi, 2016).

According to the National Disaster Management Authority, the average annual loss due to
unexpected events of climate change between 1994 and 2013 in Pakistan has risen to almost 4
billion US dollars. To fight the looming environmental catastrophes, Pakistan need urgent
investments in international climate finance and modern technologies. The government of
Pakistan under the National Climate Change Policy (NCCP) 2012 put some additional
environmental rules and regulations to control the environment polluting activities by individuals,
commercial businesses, and industries to take part in achieving the sustainable growth. One of the
prime actions in this regard is the “Green Banking” to support the policy initiatives to transform
the country into a more climate resilient and low carbon emitting economy. The main emphasis of
the green banking is the inculcation of environmental awareness and reorientation of the
operations and services of banks to lessen their environmental impact. The main objective of the
guidelines of the green banking is to mitigate the risks and vulnerabilities of development finance
institutions (DFIs) and banks against the environmental calamities, to provide with environmental
protection facilities and to transform into a climate resistant and resourceful economy by
providing the financial assistance in the shape of green finance. In this regard, the State Bank of
Pakistan (SBP) in its 2017 report has provided with Green banking Guidelines (GBG) to be
implemented within 12 months. The progress and implementation of these guidelines will be
properly monitored by the State Bank on regular basis. Based on coordination with the
DFls/banks, there will be a proper development of a standard reporting procedure (State Bank of
Pakistan, 2017).

The study of green finance is currently limited to a simple concept and there are no detailed
studies regarding the green finance development challenges and opportunities. The aim of the
current research is to investigate the challenges and hurdles in the way of green financing in
Pakistan to meet the opportunities available to green financing. The objective of this study is to
analyze the effectiveness of policies in Pakistan that support the green finance. The noneffective
electricity distribution in the country and microgeneration plants represent an opportunity for the
promotion of green financing in Pakistan to promote the establishment of such economic policies
which can support the transition towards typical renewable resources having almost zero cost.

To address the exhibited research, a gap in the current study sets two research objectives. Firstly,
to explore the status of green finance reporting in the banking industry of Pakistan, secondly, to
evaluate and rank green finance disclosure in the said industry. After achieving the above
research objectives, the current study contributes to the limited literature on green finance,
particularly in Pakistan. Moreover, the findings of the study would have practical implications for
regulatory bodies, top management and overall banking industry of Pakistan. The remaining
sections of the paper are followed by literature review, research methodology, findings,
discussions, and future directions.

Literature Review

Theoretical framework

The theoretical underpinnings of the current study are based on stakeholder theory to incorporate
the role of green financing in environmental sustainability. The literature has a clear record that
researchers have utilized this theory based on the role of different organizations from the
environmental perspective. The current study, following the previous literature, has emphasized
the role of green finance in different organizations to combat the issue of global warming and
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climate change in a sustainable way. In the pursuit of increasing stakeholder’s concern about
environmental sustainability, companies are trying to embrace issue related to sustainability to
showcase their corporate image explicitly about the sustainable environment without any actual
figures related to such green activities to support sustainability (Saha & Darnton, 2005). The
views of investors, regulators, and customers combine known as stakeholders are very much
important in determining their impact on the common practice known as sustainability
accounting. The existing and potential investors would benefit adequately if there are quality
accounting information and proper environmental disclosure. There is a clear criticism on the part
of corporations in respect of their aims to boost their “hegemonic claims” of sustainable
development both on economic and environment side, due to the ‘greenwashing” reported in their
sustainability reports (Gray, 2010).

Green Finance

Industrial and economic activities are among the key factors causing environmental pollution due
to the extra utilization of non-renewable energy resources. To preserve the natural resources from
extra exploitation a new phenomenon of green finance evolved in the market to make the
investment in markets on the environmental basis to promote the sustainability in the day to day
business activities. The sustainable utilization of these resources via the pattern of green finance
is a new and hot issue under the research, attracting many researchers in the field of
environmental economics and business. The Green finance market is crucial to macroeconomic
regulation. Financial institutions help in circulation of funds promotes trading according to
market demand and productivity. To make use of green finance, the financial instrument plays a
big role. In this regard, European Investment Bank (EIB) was the first one to issue the first-ever
global Climate Awareness Bond to finance the projects related to the improvements in energy
efficiency (Wang & Zhi, 2016). In a study, Wakeford et al. (2017) concluded that climate change
mostly affects the rural agricultural and development processes like forestry, soil conservation,
dairy and the use of renewable energy has the ability to reduce the emission of GHGs. Therefore,
a need is felt to educate the firms about the importance of green innovations by providing rewards
for such activities.

It is argued that green innovation is very crucial in reducing pollution and improving the resource
productivity. Analyzing the case of developing economies, Wakeford et al. (2017) stated that
developing countries of the world are having a limited system of green innovation. The study
concluded that developing nations of the world as not giving enough importance to green
innovation as required. Moreover, in a study, Wang and Zhi (2016) observed that there is very
limited or no research work on the interconnection between the development of the energy
industry and financial industry. It is argued that the banking industry can play a vital role in
altering the sustainability and environment-related impacts of its customers, including borrowers
and investors in a proper way (Baranes, 2009). It is said that green financing along with other
expanded financial service-providers including insurance companies, retailer banks, and
investment banks have evolved in the last of 20" and in the beginning of the 21% century
(Chowdhury, Datta, & Mohajan, 2013). Based on the financial services provided by different
financing entities in an environmental aspect to make the provision of loans to green
entrepreneurs, the establishment of independent Green Investment Banks (GIBs) is very much
important globally (Chowdhury et al., 2013).

Moreover, it is argued that the behaviour of investment can be affected by the underlying social
and economic benefits, policies of the government, market demand and invested funds (Hongwei,
Fuyuan, & Kangi, 2012). Alongside these determinants, there are other concerns which should be
kept in mind while investing, including alternative energy, climate change, community investing,
diversity, human rights and other issues to make the investments more sustainable (Slater &
Romi, 2013). Moreover, based on the challenges in managing the complex business environment,
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globally there is a clear emphasis on the promotion of corporate social responsibility on the part
of managers (Hggevold et al., 2014).

Methodology/Approach:

The study focused on the sample size of top ten commercial and non-commercial banks of
Pakistan. The period of the study is selected from 2015 to 2017. The data regarding green finance
and its related activities is collected from the annual reports of these firms. Annual reports were
downloaded from the concerned websites of the banks. The sentence count methodology through
content analysis procedure is utilized to judge the depth of green finance disclosures in company
annual reports (Barnes, 2010; Janggu, Joseph, & Madi, 2007; Koskela, 2014; van Staden &
Hooks, 2007; Yusoff, Mohamad, & Darus, 2013) using the following formula.

y | GrFin jit
= Z GrFin jit —=——
i=1 Zj=1zi GrFinjit

Where

> = Summation of sentences

GrFin = number of sentences disclosed by the bank i for green finance j at time t
n = the number of banks under review

Some examples from concern bank websites are exhibited in Table 1.

Table 1 Green Finance Statements in Annual Reports

“Agricultural banking products and services are specifically designed for Pakistan’s farming and rural business
segment. This function of the Bank aims to extend credits on softer terms to farmers. Recently the markup rate was
brought down to make this facility available at grass-root levels. Kissan evergreen finance, Kissan Tractor Finance,
Kissan livestock development finance, Kissan farm mechanization finance, and Kissan Aabpashi finance”. (Askari,
2015)

“Various campaigns and drills on energy conservation at workplace’ are carried out. These include curtailed energy
consumption and deploying solar-powered ATMs to reduce the impact of carbon emissions from such sources”.
(Bank Alfalah, 2016)

“To integrate sustainable finance in the Banks core lending business, ESMS has become an integral part of the
Bank’s credit approval process. SBP issued Green Banking Guidelines in October 17 for the banking sector. Bank
Alfalah is well-poised to implement these guidelines in letter and spirit. They have focused on energy conservation
initiatives and providing sustainable finance. ‘Alfalah Zarie Sahulat’ offers finance facilities covering an entire
spectrum of farming and non-farming needs with a wide range of products on flexible short, medium and long-term
repayment tenures at affordable markup rates”. (Bank Alfalah, 2017)

“NBP provides Agri loans to individuals. The bank completed the project of installing alternate energy (solar power)
at above 300 ATM sites, leading to more environmentally friendly and energy saving work platform”. (NBP, 2016)

“During the year, Project Finance successfully delivered on two large project advisories for coal-based power
plants”. (UBL, 2015)

The credit policies of the bank were updated including “agricultural credit policy 2016 a simplified loan application
form for facilitating agricultural lending has been adopted. Retail bank witnessed 12% growth overall, with
increased disbursements to the SME and agricultural sectors. The bank capitalized on Dasu hydropower and Quaid-
e-Azam thermal projects. (UBL, 2016)
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Results
After evaluating the annual reports through content analysis, the following areas have been
identified where the banks report green finance disclosures. Table 2 shows the green strategies in
the concerned banks as follows.

Table 2 Prominent Green Finance Strategies among Pakistan Banking Industry

Poultry Farming
Energy conservation
and environment
protection

Farming & tractors
e  Energy conservation

and environment

protection

S. Reports on Green Financing
Banks
No 2015 2016 2017
1 Alfalah Green Mortgage e  Campaigns and drills ESMS become an
Bank Ltd. Product on energy conservation integral part of the
Environmental Societal within the workplace credit approval
Management System e Long-term strategies of system
(ESMS) adapting eco-friendly SBP issued green
Alfalah green alternatives banking guideline
agricultural loans Alfalah Zarie Sahulat
2 Meezan Conservation of energy | ¢  Minimizing Carbon Green IT
Bank Ltd. Natural Resources footprint through Encouraging paper-
Efficiency shuttle bus service free environment
e  Through plantation Green banking
section Energy conservation
3 Habib Bank - e  Agricultural loans Lender to the
Ltd. e  ESG activities agricultural sector
Water projects
4 National Agricultural products e  Agriloans Agricultural products
Bank of e Energy conservation
Pakistan
5 Muslim Energy conservation e  Agri financing product Agri financing
Commercial Environmental e Shadabi & khushali product
Bank Ltd. protection measures plan Shadabi & khushali
Rural Development e  Energy conservation plan
Program e  Environmental Energy conservation
protection measures Environmental
e  Rural Development protection measures
Program Rural Development
Program
6 Faysal Agribusiness e Issuance of Sukuk for Environmental
Bank Ltd. fertilizer company stewardship
e  Hydropower project Financing
e  Green power solution hydropower project
& coal-based power
plants &
The waste heat
recovery system
7 Askari Agricultural banking e  Agricultural banking -
Bank Ltd.
8 United Coal-based project e  Agricultural Lending Agricultural loan
Bank Ltd. financing e Hydropower projects efficiency
9 Allied Bank Agriculture finance for | e  Agriculture finance for Agricultural finance
Ltd. Dairy Farming & Dairy Farming, Poultry products

Energy conservation
and environment
protection
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Table 3 reports the overall sentence count of green finance of nine banks in Pakistan. The overall
results reported that there are some statements (sentences) on green finance from the banks over
the period of three years. The highest number of sentences is recorded in MCB annual reports for
each year from 2015 to 2017; however, the lowest sentences regarding green finance were
recorded in an Askari bank report, as there was no sentence on green finance in the 2017 report.
The total sentence count for each bank during the study period is exhibited in Figure 1 & 2
respectively. The figures showed that based on the overall green finance sentence count, the
reports in 2016 were recorded highest in ranking.

Table 3 Overall sentence count of Green Finance

Year wise count of sentence for Green Finance strategies per Bank

Bank 2015 2016 2017
Alfalah Bank Ltd. 106 32 90
Mez 68 49 155
HBL 0 154 145
NBP 71 32 76
MCB 326 641 431
FBL 31 101 145
Askari 66 113 0
UBL 16 49 24
ABL 170 218 220
Total 854 1389 1286
Min = 0; Max = 641; Mean 130.70; and St. Deviation = 142.37

700
600 H BAL
500 H Mez
= HBL
400 H NBP
= MCB
300
m FBL
200 — Askari
UBL
100 - — —
ABL
O -
2015 2016 2017

Figure 1. Year Wise Disclosure based on Sentence Count
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Total Sentences Count by Year

m 2015
m 2016
2017

Figure 2 Year wise Total Sentences Count

Discussion and conclusions

The current study explores the extent of reporting on green finance practices in the annual reports
of Pakistan commercial and non-commercial banks. The banking industry is chosen as banks are
the main sources and streams of finance for multiple stakeholders. The findings of the study
suggest that in somehow these banks are involved in generating and utilizing green finance
strategies throughout the years. However, still, the reporting of these practices is low. Thus, there
is a need that the banking sector of Pakistan should re-strategize their policies regarding green
finance. Based on this outcome, it is recommended that the banking sector and other regulatory
bodies of Pakistan should put more efforts and reshape their policies to contribute to the broader
categories of green finance. Since Pakistan is in the grip of two sever predators, water security
and energy-related issues, the role of the banks could be vital to provide finances to leverage such
activities to mitigate their impact. A rational market mechanism of green finance can lead to the
flow of funds in such a manner that can attain optimal allocation of social and environmental
resources alongside effective environmental risk management. Similarly, the role of regulatory
bodies is very important to instruct these banks to provide a further push to green finance
activities. The banks should aware the investors to increase their interest to invest their funds in
environment-friendly and green projects. It gives value to their corporate image and sustainable
performance as well. Moreover, this awareness and media preferences for such green projects
compel the organizations to invest in environmental projects. Based on the above findings, we
can conclude that there is a tendency in Pakistani banks to invest in green projects; however, this
trend is still less intensive. To boost this trend, these banks should strategize to invest in such
projects and to report them to the broader stakeholders through their annual and sustainability
reports. This study carries implications for the concern banks, stakeholders, top managers, policy
makers and regulatory bodies to act in favor of green finance strategies among the Pakistan
banking industry. Beside implications, the current study has limitations of single industry focus.
Therefore, in the future, a multi-industry analysis would add more value to the field of green
finance. Moreover, a causal analysis of green finance and firms’ financial performance would be
a sound preference for future studies.
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Abstract

The study is all about the role of non-financial rewards in motivation process. For this purpose,
385 respondents were selected randomly from five full-fledged Islamic banks in the state, Islamic
Republic of Pakistan. Pearson’s correlation and ordinary least square regression analysis is used
to test the evidences. Empowerment is not motivating the employees of operation department in
these banks. However, positively significant evidences studied against training and development,
appreciation and recognition, career advancement opportunities and work life balance. Moreover,
the employees of these Islamic banks are satisfied from their social life because they may have
sufficient time for their social activities. Working Environment is a mediating variable in this
research study. After analyzing the results of Sobel test, it has been concluded that the association
between appreciation & recognition, career advancement, work life balance is significantly effect
by the intervening of the mediator i.e. work environment. The over-all conclusion of the study
focuses on the improvement of non-financial rewards strategy to enhance the performance of the
employees. The findings can be generalized to the over-all banking industry and also to the
operation departments of other organizations.

Keywords: Motivation, Non-financial rewards, Work life balance, Career advancement,
Recognition.

1. Introduction

1.1 Background of the Study

Motivation gives strength and a path way to the attitude of individuals and also elicits the
propensity to continue (Farhad, Ghatari, & Hasiri, 2011). This explains that for achieving the
required objectives employees must be contented with the job responsibilities and have clear
vision regarding their goals. Motivation is an internal strength that propels employees of the
organization to achieve individual and organizational goals (Ali & Ahmed 2009). Motivation
helps to enhance the performance of employees and also directs towards achieving required goals
for the organization (Khan, Farooq & ullah, 2010).

It is an accumulation of various ways which maneuver and indicate activities of individuals for
achieving some particular objectives (Danish & Usman, 2010). According to Luthans (2003)
motivation plays a significant part in the process of exhilarating individuals to act and attain
particular objectives. As motivation concern, reward system is significant instrument for
management to motivate their employees. Nowadays, the reward management system is applying
both in public as well as in private sector. It was declared that when organizations giving reward
to their employees their motivation to work is increase (Vroom, 1964).

Organizations invest large amount of money to spend for implementing effective reward system
because it will boost the morale of employees. As described by (Cameron & Pierce 2006) a well-
developed reward system needs an experimental behavior, continuous fine tuning of reward
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management system. Danish and Usman (2010) suggested that effective and well developed
reward management system tends to enhance employee’s motivation and recognition of
achievements, a need to achieve high standard to attain individual and organizational goals,
increase effectiveness, productivity and feelings of competence and freedom.

Kreitner & Kinicki (2004) explained motivation is intellectual processes that cause the renewal
and persistence of voluntary actions that helps for achieving objectives for the organization.
Motivation based on intrinsic and extrinsic factors when collaborates result competent employees.
According to Broad (2007), rewards and recognition are the most important factors that create
effect on employee’s motivation. As the employees committed with their job responsibilities then
they will feel intrinsic motivation in their attitudes because their activities will necessarily be
delightful and satisfactory for the individuals (Vansteenkiste, 2005). This research study
emphasizes on how non- financial rewards create effect on employee’s motivation.

1.2 Problem Statement

This research study will tend to identify how organizations are using non -financial rewards for
motivating their employees as well as for enhancing their performance in the organizations and
also determine at what extent non-financial rewards create impact on employee’s motivation.

2. Literature Review

Dobre (2013) states that money has its own value no other motivational incentives can take its
place. Herzberg (1959) described that financial benefits used either as an incentive or reward to
support or boost the desired attitude. According to Morell (2011), both financial and non-
financial rewards are obligatory as there are various jobs in the industry where only one type of
reward does not attain the objectives of the organization. Therefore, as time passes the dominancy
of non -financial rewards is increasing.

According to Drucker Peter (1954) employers or managers in organization want rewards for their
dignity and self-esteem. Financial advantages are not only basic reason of motivation even though
discouragement with them restricts performance contrarily non- financial rewards cannot satisfy
for unhappiness with monetary rewards. Similarly, Brewster & Mayrhofer (2012) emphasized the
significance of non- financial rewards by disclosing their part in increasing job satisfaction of
employees as well as their engagement and performance. Erbasi & Arat (2012) investigated the
effect of financial and non- financial rewards on employees* motivation and concluded that there
is a significant and positive relationship exists in between financial and non-financial rewards on
motivation of employees.

2.1 Hawthorne Studies

Hawthorne theory was presented by Elto Mayo in 1927. This research study was conducted
among the employees of Hawthorne works factory of Western company in Cicero, lllinois. In this
research study sample of female employees were taken and examined the variations in the
working hours, salary packages, and rest periods, working conditions and relationship with
supervisors for examining that which circumstances would create impact on performance of
employees in the organization. This study identifies those attributes through which employees can
enhance their productivity. According to his research study it has been observed that economic
factors create impact on productivity of employees. The results indicated that productivity
enhances but reasons are not related to economics. Researchers concluded that if more attention
given to the workers it will improve or enhance their job performance level.

3. Research Methodology
This research study is explanatory and descriptive in nature because this study connects ideas and
thoughts of other researchers and also understand or identify the cause and impact of non-
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financial rewards on employees™ motivation. In this research study primary data has been
gathered through questionnaires collecting from the operation departments of Islamic banks in
Pakistan through purposive judgmental sampling.

We incorporated full-fledged Islamic banks in this study; Al-Baraka Bank Limited, Bank Islami
Pakistan Limited, Dubai Islamic Bank Limited and Meezan Bank Limited. Sampling has been
done by using purposive judgmental sampling technique. Sample of 400 employees was selected
for this research study. 385 out of 400 questionnaires were received with proper replies.

3.1 Hypothesis:

H1: Providing training & development opportunities creates motivating effect on employees of
Islamic banks in Pakistan.

H2: Providing career advancement opportunities creates motivating effect on employees of
Islamic banks in Pakistan.

H3: Providing appreciation & recognition creates motivating effect on employees of Islamic
banks in Pakistan.

H4: Providing work life balance creates motivating effect on employees of Islamic banks in
Pakistan.

H5: Providing empowerment creates motivating effect on employees of Islamic banks in
Pakistan.

3.2 Conceptual frame work

Independent Variables Mediating Variable Dependent Variable

Non-Financial Rewards

a. Empowerment Employees
b. Appreciation & Recognition > | Motivation
c. Training & Development
d. Career Advancement
e. Work life balance \ Working /
Environment |
4. Data Analysis
4.1 Descriptive Statistics
Table 1: Descriptive Statistics
Y WE Emp T&D A&R CA WLB
Reliability
Statistics 0.712 0.743 0.756 0.728 0.73 0.701 0.775
(alpha)
Mean 2.8087 3.4424 3.4623 3.3437 2.6173 2.9931 | 2.6649
Std'. . 1.01894 | 1.13916 | 0.9319 | 1.15641 | 1.04756 | 0.92606 1.1042
Deviation 3
Skewness 0.253 -0.707 -1.028 -0.45 0.273 0.057 0.269
Kurtosis -1.23 -0.788 -0.093 -1.157 -1.427 -0.792 -1.357
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Reliability analysis was performed by using test of Cronbach alpha it measures the reliability of
guestionnaire. According to Cooper and Schindler (2008) 0.7 is an acceptable and reliable co-
efficient. The reliability of all variables is 0.777, which shows that the reliability of questionnaire.

Table 2: Correlation Analysis

Correlations

Y WE Emp TnD AnR CA WLB
X Pearson 1 000 | -014 | 100 | 662" | 325" | 826"
Correlation
Sig (2-tailed) 000 | (786 051 | o000 | 000 000
N 385 385 385 385 385 385 385
WE Pearson 009 1 213" | 005 015 | 133" | 256"
Correlation
Sig (2-tailed) 866 000 925 771 009 000
N 385 385 385 385 385 385 385
Eup Pearson 014 | -213" 1 -247" | 050 | -041 | -125
Correlation
Sig (2-tailed) 786 000 654 333 420 014
N 385 385 385 385 385 385 385
TaD» Pearson _ . . .
Correlation 100 005 | -.247 1 o074 | 277 125
Sig. (2-tailed) 051 690 734 150 000 014
N 385 385 385 385 85 385 385
AnR. Pearson 662" | 015 ~.050 074 1 178" | 636
Correlation
Sig (2-tailed) 000 000 333 150 000 000
N 385 385 385 385 385 385 385
CA Pearson 325" | 133" | o041 | 277 | 178™ 1 197"
Correlation
Sig (2-tailed) 000 000 420 000 000 000
N 385 385 385 385 385 385 385
WLEB Pearson . _ e _* . e -
Correlation 826 256 -125 - 125 636 197 1
Sig. (2-tailed) 2000 000 | 014 014 | 000 | .000
N 385 385 | 385 385 | 385 | 385 385

*#*_ Correlation is significant at the 0.01 level (2-tailed).
*_ Correlation 1s significant at the 0.05 level (2-tailed).

Overall results show that work life balance, appreciation & recognition, working environment and
career advancement opportunities shows positive and significant relationship with employees™
motivation. Training and development shows positive but insignificant relationship with
employees™ motivation. While empowerment shows negative and weak relationship with
employee’s motivation.

Table 3: Model Summary

Std. Error of the
Model R R Square Adjusted R Square Estimate Durbin-Watson

1 .895% 801 798 45841 2.259

a. Predictors: (Constant). WLB. Emp. CA. WE. TnD. AnR
b. Dependent Variable: Y

26



3" International Conference on Emerging Trends in Engineering, Management
and Scineces “October 18-20, 2018 (ICETEMS-2018) Peshawar, Pakistan.

Table 4: ANOVA

Model Sum of Squares Df Mean Square F Sig.
1 Regression 319.248 6 53.208 253.198 .000°
Residual 79.434 378 210
Total 398.682 384

a. Dependent Variable: Y
b. Predictors: (Constant). WLB. Emp. CA. WE. TnD. AnR.

From the above R is the correlation co- efficient it has been shown the relationship between study
variables, from the findings it has been shown that there is a strong positive relationship exist
between the study variables as by R = 0.895. The model is nicely fitted with the F-statistic of
253.198 having p-value near to zero. Moreover, all pre-requisites of OLS have been relaxed
before interpreting the results. The Durbin-Watson statistic is 2.259, which is near to the
benchmark of 2. So, there is no autocorrelation exist in disturbances. Moreover, the variances of
disturbances are also normally distributed.

Table 5 — A: First Regression test when independent variables (Empowerment, training &
development, appreciation & recognition, career advancement) predicts mediator (Working
environment).

Standardized
Unstandardized Coefficients Coefficients
Model B Std. Error Beta t Sig.
1 (Constant) 3.527 341 10.357 000
Empowerment(1) - 137 065 =113 -2.118 035
Training & Development (1) 059 052 063 1.134 257
Appreciation & Recognition
687 065 156 2.569 011
(1)
Career Development (1) 034 062 028 541 589
Work Life Balance (1) 225 062 232 3.602 000

Table 5 — B: Second Regression When Mediator (Working Environment) predicts the dependent
variable (Employees’ Motivation).

Standardized

Unstandardized Coefficients Coefficients
Model B Std. Error Beta t Sig.
(Constant) 361 154 2.339 .020
WE 207 022 232 9.268 .000
Emp .000 027 .000 017 .002
TnD 137 .023 .155 6.068 .000
AnR .106 .031 .109 3.448 .001
CA 147 027 .134 5.381 .000
WLB 747 .030 .809 24 485 .000

a. Dependent Variable:
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Table 6: Sobel Test Analysis

Sobel Test Results

S. # Variable T- Stats P Value
1 Employee motivation 6.953 0.001
2 Empowerement 0 1
3 T&D 1.114 0.265
a4 Appreciation and Recognition 2.115 0.034
5 Career Development 0.545 0.0585
6 Work Life Balance 3.591 0.00329

From the above table it has been shown that t- statistics of Sobel test is 6.953 whereas p value is
0.001 which is less than .05 so it has been concluded that association between mediating variable
which is (Working Environment) and dependent variable which is (Employees™ motivation) is
creating significant effect. From the above table it has been observed that the t- statistics for
Sobel test is 0 whereas the p value is 1 which is less than 0.05 so it has been concluded that the
association between empowerment and employees™ motivation is not significantly effect by the
intervening of the mediator it means working environment is not significantly affect the
association between empowerment and employees™ motivation. From the above table it has been
observed that the t- statistics for Sobel test is 1.114 whereas the p value is 0.2 which is greater
than 0.05 so it has been concluded that the association between training and development and
Employee motivation is not reduced significantly effect by the intervening of the mediator it
means working environment is not significantly affect the association between training and
development and employees™ motivation. From the above table it has been observed that the t-
statistics for Sobel test is -2.115 whereas the p value is 0.034 which is less than 0. 05 so it has
been concluded that the association between appreciation& recognition and Employee motivation
is significantly effect by the intervening of the mediator it means working environment is
significantly affect the association between appreciation & recognition and employees™
motivation. From the above table it has been observed that the t- statistics for Sobel test is .545
whereas the p value is 0.05 which is equal to 0.05 so it has been concluded that the association
between training and development and Employee motivation is significantly effect by the
intervening of the mediator it means working environment is significantly affect the association
between career advancement and employees™ motivation. From the above table it has been
observed that the t- statistics for Sobel test is 3.59 whereas the p value is 0.003 which is less than
0.05 so it has been concluded that the association between training and development and
employees™ motivation is significantly effect by the intervening of the mediator it means working
environment is significantly affect the association between work life balance and employees*
motivation.

5. Conclusion and Recommendations.

Many dimensions of non-financial rewards are related to employee’s motivation but work life
balance and appreciation & recognition have low mean values as compared to other variables of
non-financial rewards. The mean value of working environment is also high it has been shown
that good and comfortable working environment is also an important factor for motivating the
employees of the organization.

From this research study it has been concluded that there is strong, positive and significant
relationship exist in between work life balance and employee’s motivation because leave policy
motivates employees; ability to deliver services effectively and efficiently in conclusion work life
balance practice is a necessary variable for enhancing motivational level of employees. The study
concluded that majority of the respondents indicated that career advancement opportunities is the
greatest component of employee’s motivation. The study also concluded that appreciation and
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recognition is also an important component for motivating the employees of the organization.
Many organizations offer intrinsic reward for motivating and appreciating employees and this
research study also reveals that if supervisors appreciate and recognize their juniors then it
increases their motivational level. This research study also concluded that training and
development create positive impact on employee’s motivation through appropriate training and
development the abilities and skills of the employees can increase. While on the other hand this
research study also concluded that empowerment shows negative impact on employee’s
motivation. Good and comfortable working environment is also very essential for motivating the
employees and it also increases their performance level and motivational level.
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Abstract

Knowledge sharing among faculty members is of vital importance for the survival of higher
education institutions in the changing technological era. The main aim of the current study, on
one hand, is to investigate the relationship between transformational leadership and trust and on
the other hand, studying their impact on knowledge sharing among employees of private sector
universities in KPK. Six private universities, recognized by HEC were taken as target population.
Faculties, serving these universities were taken as sample respondents. Questionnaires from
previous literature were used to collect primary data. 150 questionnaires were distributed among
respondents to ascertain their views. Simple random sampling technique was used for the study.
The overall response rate for the study is 87%.Transformational Leadership, with four facets and
Trust with two facets were taken as independent variables, whereas knowledge sharing was taken
as dependent variable. Regression and correlation tests were used to testify the hypothesis. As per
result of regressions, it is revealed that presence of trust among faculty triggers the process of
knowledge sharing, under the umbrella of transformational leadership style.

Keywords: Transformational Leadership, Affect Based Trust, Competence Based Trust,
Idealized Influence.

Introduction

Higher educational institutions apart from providing knowledge to students, also serve
asreservoirs of knowledge. Knowledge management, constitutes information practices and
learning strategies, is gaining acceptance in the field of education ( Petrides&Nodine, 2003) .
Faculty within university manage , blend and shape knowledge among themselves, due to which
knowledge sharing surfaced as challenging and an important concept in higher educational
institutions.

Scholars term Knowledge sharing as a mean through which innovative ideas are streamlined and
stands responsible for improving work processes and exploiting new business opportunities (Lin,
2006, 2008; Nonaka and Takeuchi, 1995; Yi, 2009). Individuals as a source of knowledge needs
to be managed effectively in order not only to achieve better organizational performance
(Andrews and Delahaye, 2000; Bartol and Srivastava, 2002; Refaiy and Labib, 2009)but also
helps organization to achieve and sustain competitive advantage(Cabrera and Cabrera, 2005;
Nonaka and Takeuchi, 1995).Knowledge created through knowledge sharing helps employee to
achieve organizational goals and highlight the need for leader to identify factors that counts for
creating knowledge sharing culture.

Recently the concepts of Transformational leadership has attracted the attention from both
theoretical and practical perspective . They are termed as those leaders who through invoking
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employees beliefs and values pushes followers to deliver beyond their expected level
(Schaubroeck et al., 2012).

It is established through previous studies that individuals through personal relationships benefited
each other (Brann and Foddy, 1988; Epstein, 2000; Fukuyama, 1995; Messick et al., 1983;
Nonaka and Takeuchi,1995; Organ, 1990). They, through element of trust exchange personal
knowledge. Their willingness to share tacit knowledge is highly influenced by affect based
connections.

The paper begins with the review of literature to explore possible relationship between trust and
transformational leadership with their impact on knowledge sharing and develop hypothesis to
guide the study. This is followed by analysis of data and discussions of findings and finally
conclusion.

Literature Review

Knowledge, Knowledge Management, Knowledge Sharing

Among various assets processed by human beings, knowledge for them is an intangible asset.
Resources, like land capital and labor are termed as finite resources, but knowledge through its
systematic use and application generate returns and stands as an infinite resource (Dodgson
,1993).Knowledge is defined as “fluid-mix of framed experience, values, contextual information
and expert insights that provide a framework for evaluating and incorporating new experiences
and information. It originates and is applied in the minds of the knower. In organizations, it often
becomes embedded not only in documents or repositories but also in organizational routines,
processes, practices, and norms” (Gray, 1989).

Nonaka&Takeuchi divided knowledge into tacit and explicit. Tacit knowledge, subjective its
nature is difficult to express, communicated through verbal/visual forms. On contrary explicit
knowledge objective in nature can easily be communicated and codified.

Knowledge Management encircles all these activities that affect knowledge creating, capturing,
identifying, organizing, storing, representing and revising knowledge. Knowledge management
process involves acquisition and creation of different forms of knowledge and utilizing them for
achieving organizational goals(Holm,2001).The importance of knowledge sharing has been
gauged from the fact that it has receive considerable attention (Hoof and de Ridder,2004) on
account of its vital role in enhancing organizational learning, knowledge creation (Van den) and
innovation(Donate and Guadamillas,2011).Knowledge sharing, a backbone of knowledge
management helps in creation of innovative ideas. Bartol and Srivastava (2002,p.65) defined
knowledge sharing as “individual sharing organizationally relevant information ,suggestions, and
expertise with one another”. Management, within an organization keenly exploit the employees
knowledge for its own benefits (Bircham, 2003; Hill and Matusik, 1998; Kuvaset al.,2012) by
encouraging its sharing and gaining (Youndt and Snell, 2004).Utilizing knowledge as an
organizational level asset demands actively acquisition and sharing on part ofemployees(O’Dell
and Grayson, 1998). The process through which knowledge is shared and gained opens gates for
organizational learning (Gilmour, 2003).To reaps mutual benefits through knowledge sharing,
individuals needs to cooperate with each other.

Trust

The significance of trust at workplaces has been highly favored by both researchers and
practioners (McCauley and Kuhnert,1992). Hinds(2001) suggested that people share knowledge
in organizational climate where they perceive high level of trust. Trust has been defined as the
willingness of an individual to put oneself in a position of potential vulnerability to someone else
(Dodgson, 1993; Huang and Vliert, 2006; Edelenbos and Klijn, 2007). There are two main types
of inter personal trust.
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Affect based trust: In this type of inter personal trust individuals are linked together through
emotional element, which provides a basis for trust.Affect based trust is developed through
frequent informal interaction between evaluated and evaluating person (McAllister,
1995).Through continuous social interaction enough room is provided to evaluate person to trust
the evaluated person with sensitive personal information, ideas and knowledge, thus making
trusting individuals open to each other.

Cognitive bases trust: This type of trust rests upon the contention that how far the professional
credentials and role performance of evaluated person are reliable. If a person being evaluated is
seen reliable in performing complex roles and enjoys high professional credentials like excellent
qualification, special training that person is taken upon as trustworthy (McAllister, 1995).
Interpersonal trust is considered as one of the most important pillar of knowledge sharing
edifice(Al-Alawi et al.,2007;Costa et al., 2001; Holsteand Fields, 2010; Lin, 2006; Nonaka and
Takeuchi, 1995). Employees are highly motivated to share knowledge, when trust
rules.Nonaka(1990)observed that through interpersonal trust many evils like deception, cheating
and tendency to blame employees for organizational failures are eliminated.

As stated earlier, about two forms of knowledge, tacit knowledge, highly complex in nature,
requires trustful atmosphere. As hard to comprehend, it can be acquired through shared
experiences, values, perceptions and mental models (Nelson and Winter, 1982).

Knowledge sharing as an activity, within her womb nurtures several risk for provider as well as
receiver of knowledge. Knowledge giver, while giving out tacit knowledge, possibly loose
competitive advantage over other. Similarly, recipient of knowledge may absorb knowledge of
poor quality. In such situation during knowledge sharing, trust is seen as a vital factor that
mitigates the perceived risk of exploitation, failures and opportunistic behavior.

Transformational Leadership

It is widely held among researchers that employees creativity can be successfully nurtured by
transformational leadership style (Shin and Zhou, 2003; Jaussi and Dionne, 2003).Bass (95)
opined that transformational leader through their mind reflect organizational vision and
encourage employee to think in a novel way and come out with creative solution for a problem.
Transformational leaders are those who can successfully transform the focus of their followers
from instant self-interests to an isolated collective vision and inspire them to perform beyond
their duties (Rubin et al., 2005).

Transformational leader has four important dimensions.

Idealized Influence

Transformational leader through their charisma earn respect and admiration from their followers.
Transformational leader act as a role model, express confidence in the organizational vision,
instill trust and faith among their followers. They enjoy ability to foster co-operation to
emphasize collective sense of organization’s mission (Bass & Riggio, 2006). Members under
transformational leader give openly their opinions and share knowledge.

Inspirational Motivation

Transformational leader through building close relationship with their followers, not only make
their followers to be committed to organization’s vision, but encourage individual and team spirit.
Employees working under transformational leader are committed to achieve organizational vision
through team spirit. (Yukl, 2010).

Intellectual Stimulation

Leaders with transformational style stimulate their followers to adopt new approaches and
challenge the existing assumptions. Leader ignites imaginative thinking of their followers to
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address issues in innovative ways. The flow of intellectual stimulation through transformational
leadership style motivates employees to start thinking in a new way to find solution (Bass and
Avolio, 1995; Sosik et al., 1997).These behavioral characteristics serve as a prime source for
promoting followers creativity (Tierney et al., 1999).

Individualized Consideration

This dimension takes into account the fact that how much leader address the followers’ needs
show support and applause their efforts. Leader following this style act as coaches and mentors,
helping followers to develop job related competencies (Bass & Riggo).According to Elkins and
Kellers (2003).Transformational leader helps in creating workplace where followers in the light
of vision develop innovative capabilities to face challenges

Hypothesis

H1: Trust at a workplace impacts employee knowledge sharing behavior.

H2: Transformational leadership behavior impacts knowledge sharing behavior.
H3: Transformational leadership behavior is positively related to Trust

Theoretical Framework

The relationship between trust and transformational leader and followers is strongly built on the
basis of trust. This close relation is reflected in several studies e.g., (Dirks and Ferrin, 2002; Dirks
and Skarlicki, 2004).Followers, who view their leader untrustworthy, show no commitment to
achieve organizational vision. As stated earlier, that when leader and followers show genuine
concern and care, engage in social exchange, affective trust builds. The four dimensions of
transformational leadership contribute to the cognitive and affective trust (Bass and Avolio, 1997)
.Looking through lens of idealize influence followers impinges trust and respect on their leader
and view him/her as role model. Inspirational motivations on the part of transformational leader
show his/her ability to express organizational vision. If followers feel that their leader has made a
justified decision, they enter the process of social exchange and build trust bond with their leader
(Pillai et al., 1999).Intellectual stimulation helps leader to strengthen trust ties with followers
through asking them for their input in the decision making process (Gillespie and Leon
Mann,2004). Transformational leader nurtures the mind of their followers to address problems in
different ways and force them to produce creative ideas. Through individualized consideration
leader develops a trust through lending socio-emotional support to followers. Individually when
leaders help followers, delegates opportunities to them and thinking for their welfare, they deepen
the fabric of trust.

It has been established through previous literature that leadership style affects knowledge sharing,
with certain leaders showing ability to foster knowledge sharing culture. The literature pointed
out that under transformational leadership, followers develop goal directed behavior (Bass &
Riggio, 2006).Under tutelage of transformational leaders, followers enjoy trust and respect and
put in maximum efforts to achieve organizational goals(Bass, 1985). Transformational leaders
can contribute to organizational learning. Followers are encouraged to participate in educational
programs to enhance their skills.

Conceptual Framework

TRASNFORMATIONAL LEADERSHIP KNOWLEDGE
IDEALIZED INFLUENCE TRUST SHARING
INSPIRATIONAL MOTIVATION —»| AFFECTIVE BASED TRUST —» AMONG
INTELLECTUAL STIMULATION COGNITIVE BASED TRUST EMPLOYEES
INDIVIDUALIZED CONSIDERATION

Independent Variables Dependent variable
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Methodology

The study examines the relationship between transformational leadership and trust and their effect
on knowledge sharing among faculty serving private universities in Khyber Pakhtoon Khawa,
recognized by Higher Educational Commission (HEC)

Population and Sampling

The target population for the proposed study was faculty of private universities of KPK.data was
collected through questionnaire, filled by faculty. In total 150 questionnaires were distributed,
86% was response rate.

Measurement

The items for affective commitment and affect-based trust were obtained from scales developed
by Meyer and Allen (1997) and McAllister (1995).

Transformational leadership was measured using a multifactor leadership questionnaire (MLQ)
(Bass &Awvolio, 2000). Each respondent was asked to rate aspects of leadership behavior related
to each of the four TL components: (1) idealized influence,. (2) Inspirational motivation, (3)
intellectual stimulation, by which leaders promote learning and creativity among staff, and (4)
individualized consideration, through which leaders provide satisfaction to members of staff by
advising, supporting, and coaching them and listening to their individual needs.

Table 1: Model Summary

Model R R Square Adjusted R Square Std. Error of the Estimate

1 5912 .349 .256 .83838

a. Predictors: (Constant), feel that s/he cares about me, Doubtless competence, Identify differing
needs, freely sharing ideas, develop others’ strengths, thrills us with the things we can do,
Reliance on supervisor, encourages non-traditional thinking, seeks different perspectives , Spend
time coaching and teaching , Boss seem knowledgeable, encourages creativity and innovation i,
exciting image , to generate ideas, collective sense of mission.

Table 2: Coefficients

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

1 (Constant) 6.707 832 8.066 .000
freely sharing ideas .187 .089 247 2.105 .038
Reliance on supervisor 1.241 454 1.687 2.736 .007
to generate ideas -1.255 454 -1.705 -2.766 .007
seeks different perspectives -.218 .074 -.324 -2.949 .004
f’egi?]?ngme coaching and -411 102 452l 4011 000
feel that s/he cares about me -.316 .086 -.449 -3.666 .000

a. Dependent Variable: Knowledge sharing with colleagues
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Discussion and Analysis

Table 1 reflects Trust and transformational leadership style as independent variable and
knowledge sharing as dependent variable. R in model summary shows the strength of
association. The value of R is .591, which depicts that the Trust and transformational leadership
style and knowledge sharing are 59.1% percent correlated to each other. This factual information
supported our hypothesis 3. R? gives us the idea about variance explained in the dependent
variable due to variation in the independent variable. The value of R is .349, which means that
independent variables causes 34.9% variation in dependent variable, knowledge sharing.

Table 2 reflects the results of varying co-efficient of two independent variables, Trust and
Transformational leadership, used in regression test. Freely sharing ideas and reliance on
supervisor constitute Trust construct ,whereas to generate ideas, seeks different perspectives,
Spend time coaching and teaching, feel that s/he cares about me, reflects various facets of
Transformational leadership.

Taking into account the results ,the value of B for freely sharing ideas and reliance on supervisor
is .187 and 1.24 ,with P- value being .038 and .007 respectively. It shows that one unit change in
freely sharing ideas and reliance on supervisor co-efficient causes .187 and 1.24 units change in
knowledge sharing, dependent variable. Thus it supported our Hypothesis 1 that trust has a
significant impact on knowledge sharing.

In the same vein studying the remaining co-efficient which stands for transformational leadership,
it has been established through taking into account their P- values respectively which are lower
than .05 that these co-efficient are having significant impact on dependent variable, knowledge
sharing. Thus it has supported our hypothesis 2.

Conclusion

Knowledge sharing among employees of higher educational institutions is need of hour in this
changing and highly volatile technological environment. Knowledge sharing behavior in higher
educational institutes in private sector will not only help to attain organizational goals, but also
achieve competitive advantage through innovative ideas.

Study was meant to highlight important facets of transformational leadership style and role of
trust in fostering knowledge sharing culture. Study reveals individualized consideration facet of
transformational leadership coupled with intellectual dimension strengthen relationship of leader
with followers. Leaders who cares about followers needs and concerns, turns them to be innovate,
enjoys their confidence and strong support.

The research strengthens and supports the link between Transformational leadership and
Knowledge sharing among teaching staff, showing that Transformational leadership provides
support, intellectual stimulation, encouragement and trust, and promotes a KS culture. This gives
an indication as to the most important factors that influence KS and provides a clue regarding
how HEIs can promote KS activities.
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Abstract

Controlling risk taking in deposit institutions is directly related with the protection of
financial system and depositors of these institutions. Numerous attempts have been made
in this regard to explain and quantify the risk taking including systematic risk of financial
institutions. We examine the determining factors affecting systematic risk of banking
firms in Pakistan. The study is based on the data of twelve commercial banks listed on
Pakistan Stock Exchange which hold around 81.3% market share of the customer
deposits in banking sector of Pakistan. We collected data for the period 2010 to 2016 for
dependent variables i.e. Value at risk and stock beta and set of independent variables
including asset quality, liquidity, firm size , firm growth , business mix , return on assets,
loan growth and operating efficiency. The results show that asset quality, liquidity, firm
size and return on assets have significant impact on systematic risk of banks in Pakistan,
while Business mix reports insignificant impact on systematic risk of banks. Loan
growth, operating efficiency and firm growth has given mixed results. Loan growth and
operating efficiency has insignificant impact on stock beta while significant impact on
VaR. On the other hand, firm growth has insignificant impact on VaR and significant
impact on stock beta. It is concluded from these findings that model 1 where VaR is used
as measure for systematic risk outperform model 2 where stock beta is used as measure
for systematic risk. This study is a significant contribution in understanding and
measuring the systematic risk and it is a kind of exposures for commercial banks in
Pakistan. The research provides an insight to understand the dynamics of market risk for
policy makers, investors and risk managers of commercial banks in Pakistan.

Keywords: Systematic risk, Stock beta, Value at risk, Commercial banks

1. Introduction

Controlling risk taking in deposit institutions is directly related with the protection of financial
system and depositors of these institutions. Numerous attempts have been made to explain and
guantify the risk taking behavior of financial institutions. Stability of financial system is a key
determinant of in economic growth while a sound banking system is essential for financial system
stability. Macroeconomics shocks make the banking system vulnerable. But the excessive risk
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taking by banks also add to the vulnerability of banking crisis. Therefore understanding factors
influencing the risk taking behavior of commercial banks nowadays is getting importance in the
theoretical and empirical banking research.

The available literature on factors influencing the risk taking behavior of commercial banks
includes the following factors. First the under estimation of business cycle by the management
and ownership which leads to excessive bank lending. It results in financial accelerator effect and
also creates financial bubbles. Second, the agency problems between ownership and management.
Third, the moral hazard also contribute to the risk taking by banks in the form of deposit
insurance, limited liability of shareholders and bailout plans. Fourth, the franchise value is also a
determining factor of bank risk taking. Banks with higher franchise value reduce bank risk.

In the last few years banking sector in Pakistan has shown considerable growth and gaining
strength. There is a considerable change in structure, performance and size of commercial banks
after the introduction of reforms in financial sector. These reforms were made to make the
financial sector competitive, sustain various types of risk and improve asset quality. Studies have
been carried out in Pakistan regarding performance and efficiency of banking sector but no study
has focused on the determinants of risk in banking sector of Pakistan. Banking is considered to be
a risky business. Commercial banks take risk but they should do it consciously. Banking
operations are very fragile and are built on depositors trust, brand reputation and leverage. The
failure and collapse of banks can make spillover effects or shock waves throughout the economy.
Bank management therefore should identify the type and degree of risk exposures and means to
manage them. Risk taking is proportionate to return. But excessive risk taking and its inefficient
management may result in great financial and brand reputation losses.

2. Literature Review

Management of market risk due to adverse conditions and fluctuations in market risk factors is an
important apprehension for risk managers in banking institutions. Market risk in banks arises
because of two important activities. First because of asset transformation and second due to
agency and brokerage activities for providing products or services to businesses or households.
The previous literature on market risk analyzed the relationship between accounting variables and
market risk measures. The research work regarding systematic risk can be grouped in two
categories. The first category is by estimating past beta values to predict future beta values using
technical analysis. This methodology has been used by Amold (2005) and Mandelbrot (2004).
The second category of research regarding systematic risk is estimating the impact of company
fundamentals on its beta. The studies of Damodaram (2009) and Franzoni (2006) are among the
few using operating leverage, financial leverage and company size as explanatory variables. Few
studies explored the impact of various macroeconomic variables on firm beta. The study of Dilip
et al. (2000) used exports, market capitalization, imports and inflation in their study. They
concluded that all these variables have significant impact on market risk of the firm.
Non-performing loans are the actual source of systematic risk in the financial and banking sector.
Increase in non-performing loans is determined by number of factors like real interest rates,
inflation, short term interest rates and unemployment rate (Paul, 2012).The impact of
macroeconomic instability on the bank balance sheet is also a major source of systematic for the
banking sector. This 