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Abstract

The basic idea of this study is to evaluate tharfaial performance of banking industry in Pakidftam 2009 to
2013. The reason for choosing this period is tduata the finance performance of banking indusfttgrahe
end of military regime in Pakistan and revolutignahange in banking. For this purpose entire bapkidustry
is divided into four sectors, public commercial kenprivate commercial banks, specialized banksfarelgn

banks. The average growth and return on total sssetal fixed assets, total operational assets tatal

shareholders’ equity were used to assess the pafme of each banking sector which indicates tbat banks
used their assets and equity to increase theiopeaince. The study guide that banks having moeg &stsets
total fixed assets, total operational assets atal &gjuity have better financial performance or, nibtloes not
mean that banking sector having large fixed asgstrational assets and large equity have bettandial

performance than others.

Keywords: Assets, Equity, Returns, Growth, Performance, Asrest

INTRODUCION

In Pakistan banking companies are registered amrdatg under the banking companies’ ordinance 1962.
State Bank of Pakistan has overall responsibititynbnitor the entire banking system in Pakistapgdorm the
role of central bank in Pakistan. All the bankslagally bound to follow the instructions and gdides issue by
the state bank of Pakistan. Banks in Pakistan rapéemented the minatory policy introduce by tHgPSto

control the inflation and deflation in the countryhe SBP also implemented a policy for the deveiepts and
promotions of banking industry in the country. Td@®mlicies have included denationalization andgiiration

of banks, interest rate deregulation, and developmiea system of self-disciplined bank management.

State Bank of Pakistan categorized all the banktherbase of registration, ownership, function and
nationality. Currently the SBP specified the banksfour sectors, Public Commercial Banks, Private
Commercial Banks, Specialized Banks and Foreignk8amhich include both specialized and commercial
banks. Central Bank deals issues relates to abah&s.

Banking industries contribute in the economy depalent of a country by providing a major source of
financial intermediation and their checkable depbabilities represent the bulk of the nation’s mey stock.
Banks basically perform the function of borrowingddending on a define markup to make the retuamkihg
industry in Pakistan grow rapidly in the last dezaahd number of foreign banks also carried busimess
Pakistan in different sectors to earn the profitcdl banks expand their business and foreign balsksenter in
market to avail the opportunity of the under depeig financial market. Specialized banks expandrthe
operations to provide the finance for the developnaad progress in some growing sectors. This deve¢nt
in banking sectors opens the doors of competitidinancial market and resource mobilization.

All the banks in Pakistan increase their serviaes row offer the variety of product to the custosner
such as Cash Credit, Bank Overdraft facility, ATMr@ facility, Running finance facility, fixed degbgacility,
Profit and loss saving account facility, funds sfemring facility, Car loans facility and housinghdnce
agricultural loan facility, industrial developmdatn etc.

It is important to evaluate the overall performaacel monitor their financial position for deposgor
owners, potential investors, managers and, of eouegulators. Researchers used number of craedamodel
to evaluate the performance of banks such as abdftly, liquidity, assets quality, return on equitdebt
stability, attribute towards risk and managemerdtsgies. The development of banking industry akigtan
and entrance of public, private and foreign bamkéotal market not only increase the total number diso
make it more important to evaluate the performantebanks on the basis of ownership, operation and
nationality

In this paper efficiency of bank is measure onlihsis of assets management and equity investment
returns by using the financial ratios. The redeargto determine that banks have higher totadtas$arge fixed
assets and large equity earn higher return aneé lgmgwth or not. For this purpose overall banksdiveed in
four categories on the define line of State BanlPakistan. This division includes Private commérBianks,
Public Commercial banks, Specialized Banks andi§oi®anks.

STUDY OBJECTIVES
The basis objective of this study is to evaluat plerformance of entire banking industry by empigythe
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financial ratio after the military regime by usitfie data from 2009 to 2013 a period of five ye@isen this,
the study focused on the following sub objective.
l. Evaluate that how the banks are using total asmeds operational assets for growth and
returns.
Il The growth in shareholder equity and rate of reeam by each sector of bank on the equity.
M. The overall growth in fixed assets and equity itirenbanking industry during the last five
years.

LITERATURE REVIEW

The financial performance of private and state bamts measured during and post war period frol2®3& to
2012 in Sri Lanka. The financial ratio and desdvipistatistics were used to measure the performahbanks.
The study found that private banks had high finainperformance as compared to the state banksgiarid
post war period. The state banks try to improvefithencial performance to survive in market and/gie banks
try to achieve the target financial performanceldmg term survival (Velnampy.T and Anojan.V, 2014)

The financial performance was measure to analfisisapid economic growth in the banking sector in
Pakistan for the period of 2007 to 2011. The toe ftommercial banks were selected on the basibeaif t
network of branches and operation in Pakistan. fEftirn on operating fixed assets, return on tadakts and
return on equity were used to compare the perfocemarf top five commercial banks. The result shotva t
banks have more total assets, total equity and ¢girating fixed assets have better financial grenfince or
not. It does not means that the banks having higgtat assets, higher total operating fixed asaats higher
equity have better performance (Faisal Abbas, MrTab14).

Financial ratios based on the CAMEL model were used@nalysis the ownership structures and
financial performance of banks in Napel for theiger2005-10. The public sectors banks are lessieffi as
compare the domestic private banks and domestiateribanks are equal efficient to the foreign barikse
capital adequacy ratio, interest expenses to otal and interest margin ratio significant effectle return on
assets, while the return on equity effect the ehpilequacy ratio(Suvita Jha and Xiaofeng Hui,2012)

Banks play a major role in the economics develofroéa country. Financial ratios used to measure
the financial performance of banks. Efficiencyigatand liquidity ratio, leverage ratio and finalameasures
were used to analysis the financial performancmwdstment banks in Pakistan during the periodQif6209.
The result concluded that performance of bankshenbiased of efficiency ratio is differ than on these of
liquidity ratio, leverage ratio and financial meessi(Ali Raza, Muhammad Farhan, 2011).

Financial ratios were employed to measure the tatuifity, liquidity and credit quality performanad
five largest South Afrian based commercial bankgtie period of 2005 to 2009. The research fouat alerall
banking performance of bank increase considerablthe first two years of analysis. The significahiinge
were noticed during the financial crisis started2@07 and reached its peak 2008-2009 which result i
decreasing the profitability, liquidity and wordeetcredit quality in South Afrian commercial bar(kéabwe
Kumbirai and Robert Webb,2010). the overall litaratgive the idea of measuring the financial pentonce of
banks by using the different financial ratios andhhght the different events that effect the finai
performance of banks all over the world includihg Pakistan.

DATA COLLECTION

The sample include in this study consist of entiamking sectors for a period of five years from 260 2013
after the revived of the democratic governmentakistan. The data was execrated from the officiabsite of
the state bank of Pakistan; publish the finanditiesnent analysis of financial sectors during teggal of 2009
to 2013. In addition data was collected from pubfiaancial reports and concerning banks officiebsite. The
data was collect from the annual report about dbel tissets, total fixed assets, total operatiasséts and total
equity. The sample consist the entire banking seotehich include the Public Commercial Banks, Reva
Commercial Banks, Specialized Banks and ForeigrkBahhe detail of banking industry operate in Pakiss
as under.
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TABLE: 1

TOTAL BANKSINCLUDE IN SAMPLE

SNO

Name of Banks

1

Public Sector Banks

1-
2.
3-
4-
5-

FIRST WOMEN BANK LTD
NATIONAL BANK OF PAKISTAN
SINDH BANK LTD

THE BANK OF KHYBER

THE BANK OF PUNJAB

Private Sector Banks

1-
2-
3-
4-
5-
6-
7-
8-
0-

ALBARAKA BANK (PAKISTAN) LTD
ALLIED BANK LTD

ASKARI BANK LTD

BANK AL-HABIB LTD

BANK ALFALAH LTD

BANKISLAMI PAKISTAN LTD

BURJ BANK LTD

DUBAI ISLAMIC BANK PAKISTAN LTD
FAYSAL BANK LTD

10-HABIB BANK LTD

11-HABIB METROPOLITAN BANK LTD
12-JS BANK LTD

13-KASB BANK LTD

14-MCB BANK LTD

15-MEEZAN BANK LTD

16-NIB BANK LTD

17-SAMBA BANK LTD

18-SILKBANK LIMITED

19-SONERI BANK LTD
20-STANDARD CHARTERED BANK (PAKISTAN) LTD
21-SUMMIT BANK LTD

22-UNITED BANK LTD

Specialized Banks

1-

INDUSTRIAL DEVELOPMENT BANK LTD

2- SME BANK LTD
3- THE PUNJAB PROVINCIAL COOPERATIVE BANK LT
4- ZARAI TARAQIATI BANK LTD

Foreign Banks

1-BARCLAYS BANK PLC
2-CITIBANK N. A

3-DEUTSCHE BANK AG

4-HSBC BANK MIDDLE EAST LTD
5-HSBC BANK OMAN S.A.0.G

6-INDUSTRIAL AND COMMERCIAL BANK OF CHINA LTD
7-THE BANK OF TOKYO-MITSUBISHI UFJ, LTD

METHODOLOGY
This study is based on the comparison of bankintpse within the sectors by categorized the bamkghe basis
of operation, ownership and nationality. For thisgmse banking industry is categorized in Privatsmmercial
banks, public commercial banks, specialized bankisfareign banks. The financial ratios were usedrtalysis
and compare the performance of each category dthiengample period from 2009 to 2013. The growttotal

assets, total fixed assets, total operational sisset total equity for each category was calculatethking the
base year from 2009 to relative change since 2Uh8.return on total assets and return on fixedtassas
calculated by dividing the net profit after tax the total assets and total fixed assets. The remroperational
assets was calculated by dividing the operatiomadme to the operational assets. The total shiatehequity




Journal of Poverty, Investment and Development www.iiste.org
ISSN 2422-846X  An International Peer-reviewedrdal lﬂ—'.l.l
Vol.13, 2015 IIS E

is the sum of total share capital, reserves andppropriated profit. The return on equity was dedi\by
dividing the net profit after tax by the total etyui

HYPOTHESIS

Hi- The bank category having large total assetselfirgd assets, large operational assets and ¢aygjey has
higher growth rate and higher return.

Ho- The bank category having large total assetselfirgd assets, large operational assets and ¢aygjey has
lower growth rate and lower return.

RESULTSAND DISCUSSION
TABLE 2: TOTAL ASSETS OF BANKSAND THEIR GROWTH (Valuesin millions)

g 2009 2010 2011 2012 2013 Growth Average
Banks
Public 1,181,231,019 | 1,330,647,704 | 1,567,189,175 | 1,845,434,812 | 1,928,356,202 63.24970907 | 1,570,571,782
Banks
Private 4,978,942,588 | 5,476,362,635 | 6,327,540,381 | 7,653,111,964 | 8,326,665,801 67.23763437 | 6,552,524,674
Banks

Specialized | 129,440,479 144,622,244 149,169,367 159,926,844 159,289,760 23.06023682 | 148,489,739
Banks

Foreign 241,036,607 233,253,369 255,316,089 246,715,361 263,786,520 9.438364273 | 248,021,589
Banks

All  banks | 6,530,650,693 | 7,184,885,952 | 8,299,215,012 | 9,905,188,981 | 10,678,098,283 | 63.50741733 | 8,519,607,784
overall

TOTAL ASSETS OF BANKS AND THEIR GROWTH

Public Sector
20%

The growth of each category of bank was calculatethking 2009 as a base year. The ranks are asbktgrthe
banks on the basis of average total assets as.uFuePrivate commercial banks are at number orzedoire
the average total assets of Rs 6,552,524,674 Millidhe number two are at public commercial bananher
three are at foreign banks and in last specialimetks have total value of assets Rs. 148,489,78@®miThe
average total worth of all banking assets is R4®8&07,784 million. All categories of banks havesifige
growth rate. The Alternative Hypothesis is truecase of private commercial banks, public commetuogaiks
that the higher positive growth. Foreign banks hiaweer growth rate as compare to the specializetkkdand
other banks. So in case of foreign banks alteradtjpothesis is false and null hypothesis is true.

TABLE 3: RETURN ON TOTAL ASSETS (Valuesin millions)

2009 2010 2011 2012 2013 Average
Banks
Public Banks 0.5648558 1.6812982 | 1.2698011 | 1.05224930 | 0.4581810 | 1.0052772
Private Banks 0.8155122 0.8462531 | 1.4160964 | 1.3012438 1.226372 1.121096
Specialized Banks 1.3379021 1.025066 1.6327206 | 1.43071353 | 1.7198544 | 1.429252
Foreign Banks -0.3357904 | 0.4114457 | 1.4337749 | -0.0702509 0.6085773 | 0.409552
All banks overall 0.7380359 | 0.9903877 | 1.3929080 | 1.2227832 1.079745 1.084772
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RETURNS ON TOTAL ASSETS

Public Sector
9%

Foreign Banks
12%

All the banks categories earned the positive retluming the sample period. The private commercial
have highest positive return as compare to therathtegories of banks. The number two are theipubl
commercial banks, number three specialized bantsiamber four foreign banks. The overall bankirduistry
earned 1.0845 returns on total assets. By tedstiadhypothesis private commercial banks have higkerage
total assets earned the higher return on the &stséts. Similarly the public commercial banks hsgeond
largest average total assets earned the positiuenras compared to the foreign banks and speedhlimnks.
But the specialized banks have lower average &ssdts as compare to the foreign banks but eaneeugher
positive returns as compare the foreign banks. I&onative hypothesis is true in case of privatd anblic
commercial banks and null hypothesis is false. Bult hypothesis is true in case of specialized aakd
alternative hypothesis is false. The foreign bagdsed the lower positive return as compare itd tdsets and
other banks categories. So in this case null hygsidhis true and alternative hypothesis is false.

TABLE 4: TOTAL FIXED ASSETSAND THEIR GROWTH (Valuesin millions)

2009 2010 2011 2012 2013 Growth Average
Banks

Public Banks 29,890,350 | 32,465,159 | 34,777,267 | 36,342,749 | 41,742,023 | 39.65049924 35,043,510

PrivateBanks | 153,471,610 163,849,689 176,163,854| 187,903,137 201,747,354| 31.45581388 176,627,129

Specialized 5,092,505 | 5,088,581 | 5,075,281 | 4,805,267 | 5,930,917 16.46364608 5,198,510
Banks
Foreign Banks | 3,589,490 | 2,223,119 | 2,176,487 1,741,337 1,358,996 | (62.13958) | 2,217,886
All banks | 192,043,955/ 203,626,548 218,192,889 230,792,490 250,779,290/ 30.58431857| 219,087,034
overall

TOTAL FIXED ASSETSAND THEIR GROWTH

B Public Sector M Private Sector m Specialized Banks M Foreign Banks ® All banks overall

The average total fixed assets of commercial bamksnumber one, public commercial banks are
number two, specialized banks are number threefamign banks are at number four. The overall bagki
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industry has positive growth in fixed assets exaafpforeign banks. Public commercial banks havehéig
growth rate as compare the private commercial bafke Null hypothesis is accepted and alternative
hypothesis is rejected that banks have large fassdts have higher growth rate. Foreign commedraiaks have

negative growth rate which also verify the acceptanf null hypothesis and rejection of alternatiypothesis.
TABLE 5. RETURN ON FIXED ASSETS (Valuesin millions)

2009 2010 2011 2012 2013 Average
Banks
Public Banks 11.6456047 | 97.311451 | 84.6153610 | 73.3155794 | 29.8520343 | 59.348006
Private Banks 41.4036824 | 47.417246 | 75.6095129 | 79.77100244 | 73.0903033 | 63.458349
Specialized Banks | 61.4952366 | 48.410038 | 70.3803592 | 75.26110412 68.1178138 | 64.732910
Foreign Banks (23.696179) | 92.062008 | 257.314746 | 57.3865369 | 216.713809 | 119.95618
All banks overall 36.0880331| 55.884344 | 78.7358222 | 78.49168012 | 66.5540361 | 63.150783

RETURNS ON FIXED ASSETS

B Public Sector m Private Sector ® Specialized Banks ™ Foreign Banks ® All banks overall

All the banks have positive return on the fixededssThe overall banking industry earned the pasiteturn on
the fixed assets. The specialized banks earnedhighest return as compare the other banks catagevien
though the specialized banks are at number threeénage total fixed assets. The null hypotheseccepted
and alternative hypothesis is rejected. The prigator banks are at number two to earn the pesiéturn on
fixed asset even though private commercial banksaanumber one to hold the average total fixedtasshich
lead the acceptance of null hypothesis and rejedi@lternative hypothesis.

TABLE: 6 TOTAL OPERATIONAL ASSETSAND THEIR GROWTH

g/ 2009 2010 2011 2012 2013 Growth Average
Banks
Public 1151791651 | 1304390492 | 1522566742 | 1795578919 | 1882224115 63.41706535 | 1531310384
Banks
Private 4727879932 | 5280905821 | 6097560525 | 7411814126 | 8071763002 70.72690335 | 6317984681
Banks
Specialized | 134290608 145960029 152272319 159841508 158403358 17.95564884 | 150153564.4
Banks
Foreign 230667506 224651136 247855920 239229884 254099028 10.15813731 | 239300694.8
Banks
All  banks | 6244629697 | 6955907478 | 8020255506 | 9606464437 | 10366489503 | 66.00647286 | 8238749324
overall
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TOTAL OPERATIONAL ASSETS AND THEIR
GROWTH

Foreign Banks
4%

Specialized Banks
8%

According the table above, private sector commetmamks have largest operation fixed assets and
also earned the highest growth rate as comparetliee banking sectors. Public commercial banks ls@eend
largest operational fixed assets and also earnedseloond largest growth in the operation fixed tassehe
growth in private commercial banks and public comuiad banks lead the acceptance of alternative thgses
and rejection of null hypothesis. The specializadis perform well as compare to the commercial baarid
having the greater growth rate as compare thegoredmmercial bank. This growth in specialized lsard{ects
the alternative hypothesis and accepts the nulbtihgsis.

TABLE: 7RETURN ON AVERAGE TOTAL ASSETSAND THEIR GROWTH

2009 2010 2011 2012 2013 Average
Banks
Public Banks 0.0030222 0.0242199 | 0.0193272 | 0.01483917 | 0.0066203 | 0.0136057
Private Banks 0.0134401 0.0147121 | 0.0218443 | 0.02022342 | 0.0182684 | 0.0176976
Specialized Banks 0.0233199 0.0168772 | 0.0234579 | 0.02262552 | 0.0255046 | 0.0223571
Foreign Banks (0.003687) | 0.0091104 | 0.0225955 | 0.00417713 | 0.0115905 | 0.0087572
All banks overall 0.0110984 0.0163595 | 0.0214203 | 0.01885739 | 0.0161004 | 0.0167672

RETURN ON OPERATIONAL FIXED ASSETS

Foreign Banks
11%

By testing the hypothesis private commercial bagdksed the highest return on the operational fixed
assets as mention in above table having also tigedaoperation fixed assets which lead the acoeptaf
alternative hypotheis and rejection of null hypaikePublic commercial banks are at number twcatoed the
second highest return on operation fixed assets/dhdy the rejection of null hypothesis. The sjpdized banks
earned the highest return than the foreign bankshafuide the acceptance of null hypothesis anectigin of
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TABLE 8: TOTAL SHAHREHOLDERSEQUITY AND THEIR GROWTH

g/ 2009 2010 2011 2012 2013 Growth Average
Banks
Public 107,010,826 | 105,265,258 | 122,026,502 | 125,594,649 130,688,522 | 22.12644915 118,117,151
Banks
Private 448,140,588 | 471,171,613 | 604,809,329 | 660,038,428 701,425,731 | 56.51912587 577,117,138
Banks
Specialized | (8,401,902) | (2,357,651) 1,222,466 5,606,785 5,888,332 (170.0833216) | 391,606
Banks
Foreign 35,848,774 34,798,653 42,610,496 | 40,719,620 39,950,285 11.44114719 38,785,566
Banks
All  banks | 582,598,286 | 608,877,873 | 770,668,793 | 831,959,482 877,952,870 | 50.69609559 734,411,461
overall

TOTAL SHARE HOLDER EQUITY AND GROWTH

M Public Sector m Private Sector

-55%

Specialized Banks M Foreign Banks ™ All banks overall

The average equity of overall banking sector isitpues Rs. 734,411,461 million.
commercial banks are at number one hold the averagiéy Rs. 577,117138 million.

The private
Public sectoasks are

at number two, foreign banks are at number threk specialized banks are at number four. By testimey
hypothesis private sector banks highest positieavtir as compare the other banks. Public sectorsharik at
number two and foreign banks are at number threengagositive growth to total equity. These grosviim
banking sectors lead the acceptance of alternhyipethesis and rejection of null hypothesis.

Table 9: RETURN ON EQUITY (Valuesin millions)

2009 2010 2011 2012 2013 Average
Banks
Public Banks 6.235119 21.25313 16.30808 15.461307 6.760626 13.20365
Private Banks 9.060525 9.835885 14.81525 15.087856 14.55834 12.671574
Specialized Banks (20.61185) (62.8793) 199.2299 40.80939 46.52509 | 40.61468
Foreign Banks (2.257756) 2.75789 8.590977 (0.4256425) 4.018356 2.536766
All banks overall 8.273033 | 11.68678 15.00001 14.558281 13.13239 12.53011
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RETURNS ON EQUITY

Public Sector
8%

Foreign Banks
5%

Specialized Banks
55%

The return on specialized bank is higher as compfaether sector of banks but not having higher
average equity. This rejects the alternative nyfidthesis and accepts the null hypothesis. Publioneercial
banks also earned the higher equity return eveuagthdhe average equity of public commercial baskiewer
than the private commercial banks. This verifies tajection of alternative hypothesis and acceptasfonull
hypothesis.

In all the above result foreign banks reject therahtive hypothesis and accept the null hypothesis
The basis reason that foreign banks are run thparadions in some specified areas and very smatidhes of
network over the country. Foreign banks are alspired large amount of cash deposit for openingpariks
accounts. So some target customers are only migtreign banks. All the government deposit alsthia local
public banks and government employees also requiregpen the accounts in local banks for the payroén
salaries. So the confidence of small customersradsaevelops on the foreign banks. Foreign ban&sawly
established and also not providing the small opmrat facilities to local customers such as paymefiutilities
bill, students fee deposit facility, payment of damd draft for the enrolment in different institui®in the
country.

TABLE 9: RANKS OF BANKS ON THE BASE OF FINANCIAL PERFORMANCE

Banks Indicators Public Private Specialized Foreign
Banks banks Banks Banks

Average Total Assets 2 1 3 4
Return on Assets 4 2 1 3
Average Fixed Assets 2 1 3 4
Return on Fixed Assets 4 3 2 1
Average Total Operational Assets 2 1 4 3
Return on Average Operational | 3 2 1 4
Assets

Average Total Equity 2 1 4 3
Return on Equity 2 3 1 4

CONCLUSION

The basic idea of this study is to evaluate whetherbanks are using their assets and equity aiocptd their

investment or not. The result of this research shthat the ranking of banks based on total aveaagets, total
operating fixed assets, total average equity ahdang on the respective variables. According tdirag) private

sector banks are at number one, specialized baeks aumber second, public sectors banks arenabb@uthree
and foreign banks are at number four. The privattass banks are top performer on the base ofréisisarch.
Specialized banks earned the second position ablitand foreign banks are the number four andh it the
base of financial performance. These result aregmtethe current market position and match witheahtre

banking industry in Pakistan. It also provide adgline and insight scrutiny for the efficient wtétion of banks
assets in Pakistan. These result highlight the nutitiee areas of business which can be improviatcease the
returns of business. This research also streamtimesdecision makers to focus those areas thatrealty
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contribute the financial performance of banks. Tihding of present study can be used for furthedsgtfor
financial performance.
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