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Impact of Money Supply (M2) on GDP of Pakistan
By Igra Ihsan & Saleem Anjum
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Absiract - The main role of money supply (M2) on GDP of Pakistan is described. The excessive
money supply (M2) by SBP (State Bank of Pakistan) to run the country entails to highrate of
inflation if the indicators i.e. CPI, interest rate are not controlled within the prescribed limits. The
more the money supply will be in the economy, the greater the inflation rate would be. No
sooner, the indicators improves production in all sectors i.e. industry, agriculture, education,
health and basic infrastructures increases, money supply would be lesser, inflation decreases
and GDP increases accordingly. We have taken into consideration the data for 12 years (2000-
2011) and analyzed this data by using the Regression Model. In this model we have taken three
independent variables that are inflation rate, interest rate and CPl because money supply is
affected both one of them and one dependent variable that is GDP. The CPI and interest rate
have a significant impact on GDP and inflation rate has insignificant impact on GDP.
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Impact of Money Supply (M2) on GDP of
Pakistan

Igra Insan ¢ & Saleem Anjum °

Abstract - The main role of money supply (M2) on GDP of
Pakistan is described. The excessive money supply (M2) by
SBP (State Bank of Pakistan) to run the country entails to high
rate of inflation if the indicators i.e. CPI, interest rate are not
controlled within the prescribed limits. The more the money
supply will be in the economy, the greater the inflation rate
would be. No sooner, the indicators improves production in all
sectors i.e. industry, agriculture, education, health and basic
infrastructures increases, money supply would be lesser,
inflation decreases and GDP increases accordingly. We have
taken into consideration the data for 12 years (2000-2011) and
analyzed this data by using the Regression Model. In this
model we have taken three independent variables that are
inflation rate, interest rate and CPI because money supply is
affected both one of them and one dependent variable that is
GDP. The CPI and interest rate have a significant impact on
GDP and inflation rate has insignificant impact on GDP.
Keywords . money supply, inflation, GDP, inferest ratfe,
CPI.

[. INTRODUCTION

oney supply (M2) plays a significant role o
M GDP. We can define monetary policy for

ascertaining the availability of money, supply of
money and targeting the rate of interest for the
promotion of economic growth in Pakistan.

Pakistan, being developing country, usually
faces unemployment and unstable prices in its monetary
policy, which is the management of expectations.
Usually monetary policy consists on the relationship
between the rate of interest in an economy that is the
price of money can be borrowed and total supply of
money. Both these are controlled by different tools to
influence outcomes of inflation, economic growth,
unemployment, interest rate and exchange rates with
other currencies.

These main factors are set by the State Bank of
Pakistan for vigilant control. This paper will focus on the
significance of money supply (M2) on GDP. Undoub-
tedly GDP is affected by this money supply.

Money supply is the total amount of monetary
assets available in an economy at a specific time. This
can further be elaborated by including currency in
circulations and demand deposits of financial insti-
tutions. Money supply (M2) in Pakistan is recorded,
reported, analyzed and published by the State Bank of
Pakistan.

Authors a o Lahore Business School, University of Lahore, Pakistan.
E-mails : tenzey2009@hotmail.com, saleem.anjum@Ibs.uol.edu.pk

There are different measurements of money
supply. All of them are widely used and the exact
classifications depend on the country. MO and M1, also
called narrow money, normally include coins and notes
in circulation and other money equivalents that are
easily convertible into cash. M2 includes M1 plus short-
term time deposits in banks and 24-hour money market
funds.

It can be described direct relation between
money supply growths in long term price inflation. This
is necessary for fast increase in the amount of money in
the economy.

a) Why Money Supply is Important?

Since money used normally in all the economic
transactions, it has powerful effect on economic activity.
Thus increase in supply of money will result in decrease
in interest rates and increase in investment. In this way
when extra money is spread in the society the
consumers feel richer and will spend more. Industries
acknowledge enhancing by ordering more raw materials
and increase their production. When the business will
flourish, the demand of labor and capital goods will be
increased. Stock market prices increase and firms issue
more equity and debt. In this perspective, money supply
continuous to expand. Prices begin to rise, if output
growth meets capacity limits. People began to expect
inflation, lenders demand higher interest rates consumer
purchasing power decreases over the life of their loans.

b) Inflation Became Worse in Pakistan's History

Pakistan encounter relative price establishment
during the 1960s. Customary, prices rose at an average
rate of 3% per annum. Contradictory, during the decade
of the 70s the price level rose at an average annual rate
of 11.7%. The inflationary position was even worse
during (1973-1974) (22.8%) and (1974-1975) (25.3%)
mainly because of the declining share of commodity
producing sector in GDP and the high growth of money
supply.

After (2004-2005), inflation has arisen during
(2007-2008) it had reached memorandum levels. The
basic inflationary tendency has been recognized in the
domain of food inflation, an expected outcome of
expedition in world commodity prices as well as
flourishes oil prices. The year (2007-2008) has con-
cluded with 12% overall CPl-based inflation. It is a well
famous fact that food inflation has emerged as a major
source of involvement for policy makers around the

© 2013 Global Journals Inc. (US)
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world, including Pakistan. Food inflation in Pakistan has
been nourished by a combination of domestic demand
driven factors (rising per capita income), local supply
shortage and global trends in the prices of intrinsic
material.

It may be noted that there are only four basic
food items such as wheat flour, rice, fresh milk and
vegetable ghee which subsidize 42.5 % to the overall
increase in general price level.

c) Pakistan GDP History

Pakistan's tolerable economic growth rate since
independence has been higher than the average growth
rate of the world economy during the same period.
Average annual real GDP growth rates were 6.8% in the
1960s, 4.8% in the 1970s, and 6.5% in the 1980s.
Average annual growth fell to 4.6% in the 1990s with
consequentially lower growth in the second half of that
decade.

Pakistani economy grew at adequately impo-
sing rate of 6 percent per year through the first four
decades of the nation's existence. In spite of rapid
population growth during this period, per capita
incomes doubled, inflation continuously low and poverty
diminished from 46% down to 18% by late 1980s( Dr.
Ishrat Husain). In the 1990s, economic growth dropped
between 3% and 4%, poverty rose to 33%, inflation was
in double digits and the foreign debt amounted to nearly
the entire GDP of Pakistan as the governments of
Benazir Bhutto (PPP) and Nawaz Sharif (PML) played
musical chairs. Before Sharif was ejecting in 1999, the
two parties had supervised over a decade of corruption
and mismanagement. In 1999 Pakistan’s total public
debt as percentage of GDP was the highest in overall
South Asia 99.3 percent of its GDP and 629 percent of
its gross revenue. Internal Debt of Pakistan in 1999 was
45.6 per cent of GDP and 289.1 per cent of its gross
revenue.

The adjustment of the money supply and
interest rates by the State Bank of Pakistan, in order to
control inflation and stabilize currency are confined.
Monetary policy is one of the two ways the government
can influence the economy. By encountering the
effective cost of money, the Federal Bureau of Statistics
can affect the amount of money that is spent by
consumers and businesses.

After a comparatively peaceful but economically
dormant decade of the 1990s, the year 1999 brought a
bloodless revolution led by General Pervez Musharraf,
introduced a growth cycle that led to more than
doubling of the national GDP, and expressive expansion
in Pakistan's urban middel class.

d) Per Capita PPP GDP

Pakistan became one of the four fastest
growing economies in the Asian domain during (2000-
2007) with its growth averaging 7.0 per cent per year for
most of this period. As a result of substantial economic

© 2013 Global Journals Inc. (US)

growth, Pakistan accomplished in raising foreign exch-
ange reserves to a satisfactory position and comprises
the country's exchange rate; rebuild investors' confi-
dence and most considerably taking Pakistan out of the
IMF Program.

The above clues were confessed by the current
PPP government in a Memorandum of Economic and
Financial Policies (MEFP) for (2008/2009-2009/2010),
while signing agreement with the IMF on November 20,
2008. The document clearly admitted that "Pakistan's
economy perceive a major economic revolution in the
last decade. The country's real GDP increased from $60
billion to $170 billion with per capita income rising from
under $500 to over $1000 during (2000-2007)". It
additional acknowledged that "the volume of inter-
national enterprise increased from $20 billion to nearly
$60 billion. The improved macroeconomic execution
enabled Pakistan to again enter the international capital
markets in the mid of 2000s. Huge capital inflows
financed the current account deficit and furnish to an
increase in gross official reserves to $14.3 billion at the
end of the June 2007. Floating in output growth, low
inflation and the government's social policies provide a
reduction in poverty and progression in many social
indicators". (MEFP, November 20, 2008)

The Zardari-Gilani government transmitted
somewhat satisfactory economy on March 31, 2008. It
transmitted foreign exchange reserves of $13.3 billion,
exchange rate at Rs62.76 per US dollar, the KSE index
at 15,125 with market capitalization at $74 billion,
inflation at 20.6 per cent and the country's debt
responsibility on a declining path. The government itself
approved in the same document that "the macro-
economic situation depreciate significantly in (2007-
2008) and the first four months of (2008-2009) unsettled
to adverse security developments, large exogenous
price disturbance (oil and food), global financial
agitation and policy stagnation during the political
modulation to the new government'(MEFP, November
20, 2008)

A crisis of assurance intensified as investors
and development partners started to walk away. The
stock market decline, capital flight set in, foreign
exchange reserves collapse and the Pakistani rupee lost
one third of its value. In summary Pakistan's macro-
economic burden had grown unacceptable. It had no
any other option but to return to the IMF for a bailout
package.

While the country was moving rapidly towards
the IMF, the Ministry of Finance had prepared the plan
to bring $4 bilion by June 30, 2008 through four
transactions. These transactions were canceled on April
20, 2008. This cancellation spurs the balance of pay-
ment crisis and the rest became history.

The economy carries on remaining in intensive
care unit and is almost breathing thanks to the injection



of funds from the IMF, World Bank and Asian Deve-
lopment Bank.

e) Interest Rate Implications

The function of monetary policy is to bring
development and efficiency in the financial sector,
developing a leading environment for economic growth.
The SBP followed a tight monetary policy in past few
years. There are different objectives of monetary policy
that are inflation, government borrowing and interest
rate. In Pakistan, rising inflation and interest rate are the
most common circumstances. The rising in lending
rates causes harm for economy and consumer. It is a
fact that high lending rates are regularly joined with high
inflation.
» Decrease in Interest Rates

The decrease in interest rate is the best for the
economic conditions. When consumer can sustain to
borrow funds, they do not have to pay high interest rates
on borrowed funds. There are some benefits from low
interest rate that includes house loans, personal loans,
credit cards, auto loans and increase in investment
in stock market. Interest rate basically controls the
economic growth. When the economy grows rapidly
then it will involve in inflation. Price level increases and
no one can afford the changes in real interest rate. Low
interest rate will provide corporate level contingency to
take new capital investment spending and increases the
firm faith by make heavy investment in growing sector
and producing heavy revenue.
» Increase in Interest Rates

The increase in interest rate will increase the
cost of resources. The increase in interest rate is just like
opening the door of increasing non performing loans.

7 Problem of the Stuady

Is this menace of inflation badly affecting the
economy of Pakistan? Why inflation is increased day by
day and what are its adverse effects on economy? And
is this inflation controllable and how?

g) Objective of the Study

The significant objective of money supply is
taken ‘inflation’. The excess money supply by SBP in the
country would entail to the rising of prices of basic
commodities. Purchase on high prices by the public
would demand more supply by the industry. To produce
more and to increase the productivity entrepreneurs
would get required money on high interest rates. The
more the growth of products in the markets would be,
the decreasing in prices would result in minimizing the
inflation rate. The pro-rata decrease in inflation would
tantamount to increase in GDP rate. The study is based
on following variables.
0 Interestrate
o Consumer price index (CPI)
o0 Inflation rate
o GDP

h) Literature Review

i. Bigyan Shrestha

The Price, GDP, M1 and M2 all are stagnant at
first difference level. GDP and Price are unified with both
of M1 and M2. M1 and M2 both are important variables
for attention. As per the monetarist anticipation, the
inflation is purely a monetary experience. But in Nepal it
is found that, for the analyzed data for 1980-2009, the
price is not affected by money supply, but the money
supply is caused by price level. Granger causality tests
do not prescribe a clear cut independent causality
flowing from money to prices. This may have been the
effect of configuration of monetary policy that is based
upon the current price level and setting the targets but
not proficient to fulfill the monetary function.

ii. Ryan Barnes

The Federal Reserve presented data on the
levels of M1 and M2 on weekly basis and has been
collecting data on the money supply since the 1950s. In
the less financially tangled world that consist then, the
supply of money showed a very strong relationship to
how much money was spent and it was therefore
studied by economists for suggestions to the economic
growth. Constitution passed in 1978 that ordered the
Federal Reserve to set annual targets for money supply
growth. At the time, there was a still high relationship
between money supply growth and primarily economic
growth as measured by gross domestic product (GDP).

iii. Sellin, Peter

The Keynesian economists indicate that change
in the money supply will directly affect on the stock
prices only if the change in the money supply develop
probability about future monetary policy. According to
these economists, positive money supply encounter that
will lead the people to forecast the tightening monetary
policy in the future. They instruct for funds in prediction
of tightening of money supply in the future which will
push up the current rate of interest. (1).

iv. Fernando Alvarez, Robert E. Lucas

The outstanding principle of this harmony are
that the mechanisms of monetary policy ought to be the
short term interest rate that policy should be focal point
on the control of inflation and that inflation can be
reduced by increasing short term interest rates. These
recommendations are taken as given would seem to
involve the exclusion of the quantity theory of money, the
class of theories that intimate that inflation rates can be
controlled by controlling the rate of growth of the money
supply. Such a rejection is a difficult step to take
because the regular demonstration that continue linking
with monetary policy, inflation and interest rates and
there is an excessive amount that consists almost
perfectly of evidence that increases in average rates of
money growth that are correlated with equal increases in
average inflation rates and in interest rates. According
the quantity theory, rapid money growth is distinguished
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characteristic of monetary contentment and it is also
correlated with high interest rates as well as with high
inflations. (2)

v. Min

Even if economists extensively accept that
inflation has a negative effect on economic growth, in
this study the researchers did not disclose this affect in
data from the 1950s and the 1960s. Therefore, a popular
view in the 1960s was that the effect of inflation
on growth was not exceptionally important. This view
flooded until the 1970s when many countries mainly in
Latin Americans practiced hyperinflation. Various studies
were concerned to finding the effects of inflation in high
inflation countries. These studies often accepted that
inflation had a significant negative effect on economic
growth at least at adequately high levels of inflation.

Thus today, the prevailing view about the
effects of inflation has changed impressively. It has been
found that in developing countries as the inflation rate
overtake a stipulate point; it affects the growth rate
unfortunately. (3)

vi. Liang, Fang and Huang, Weiya

Federal Reserve has been playing a funda-
mental role in affecting the US economy classification
through carry out monetary policies and targeting a
sustain economy system, consciousness of economists
is interested to follow the fed’s policy management and
association afterwards. The three main tools of the Fed
in motivating the market are open market transaction,
discount rate and resources fulfillments. The importance
of the situation of Fed cannot be over highlight because
of its not able to replace the responsibility for the
management of accumulate demand by total spending
as well as inflation. (4)

vii. Feldstein, M. and Stock, J. H

Feldstein and Stock (1994) deliberated the
probability of using M2 to target the quarterly rate of
growth of nominal GDP in their paper in 1994. The study
manifested that the Federal Reserve could perhaps
make use of M2 that diminishes both the long-term
average inflation rate and the fluctuation of annual GDP
growth rate. (5)

Fair R

Fair (2001) likely the constructive rules that
relating to interest rate and a set of economic variables
and penetrate out that there was an organic change of
policy convention of Fed between 1979 and 1982. By
including the organic change component, the scriber
was able to carry out stable coefficient projections. The
laws formulated from the regression explained interest
rate into an orderly changing index that influenced by
other major economic instruments. (6)

/) Research Scope/ Limitations

The scope of the study provides valuable
insight to the factors that affecting the money supply
(M2) movements and its impact on GDP of Pakistan.

viil.
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0 The study period is from 2000-2011
o The data is consisting of last 12 years of inflation,
interest rate, CPl and GDP.

I[I. METHODOLOGY

a) Data Collection Technique

In this research, secondary data has been
used. Secondary data is collected from the State bank
of Pakistan and federal bureau statistics. In which there
are four variables GDP, CPI, inflation and interest rate.

b) Sample Size
The study period consist of 12 years from
(2000-2011).

c) Statistical Test

We use SPSS software to analyze the data by
using Regression Model to find out the impact of money
supply (M2) on the GDP of Pakistan.

d) Characteristics of Variables

i. Dependent Vvariable
GDP is the dependent variable. GDP is the total
market value of all final goods and services which
produced in a country in a given year are equal to total
consumer, investment and government spending, plus
the value of exports, minus the value of imports.

ii. Inadependent Variable

a. Interest Rate
The amount charged, formulate as a
percentage of principal, by a lender to a borrower for the
use of assets.

b. CPI
It measures the level of prices in the economy. It
comprise transport, food, medical, education, fuel,
house rent etc.

c. Inflation Rate
The rate at which the ordinary level of prices for
goods and services is rising and afterwards, purchasing
power is falling.

e) Analytical Results

The data were analyzed by using Regression
Model to find out the relationship between inflation rate,
interest rate and CPI with the GDP of Pakistan.

(Table no: 1) The value of mean show the
average values, standard deviation shows the variability
in the values and N represents number of years in the
model.

Table no: 1
Descriptive Statistics
Mean [Std. Deviation| N
Pakistan GDP 1.1198E2 40.87688 12
Inflation rate 11.6350 6.89123 12
Interest rate 10.9000 2.60785 12
CPI 1.1863E2 42.24516 12




(Table no: 2) The correlations table displays
correlation coefficients, significance values and the
number of years. Correlation coefficient represents the
association between the variables. These values of
correlation coefficient range from -1 to +1. The sign of
correlation coefficient indicates the direction of the
relationship either positive or negative. The value of
correlation coefficient indicates the strength and values
indicate the nature of relationship either strong or weak.
Interest rate and CPI have absolute value shows strong
relationship with GDP of Pakistan. Inflation rate shows

weak correlation with the GDP of Pakistan. The
correlation coefficients on main diagonal are always 1,
because each variable have a perfect and positive
relationship with itself. The significant level or P value is
the probability of obtaining results as extreme. The
significant level less (less than 0.05) except inflation rate
that shows correlation is significant and variables are
linearly related. The significant level of inflation rate is
large or (greater than 0.05). This shows that there no
significant correlation and variable are not linearly
related with GDP.

Tableno: 2
Correlations
Pakistan GDP | Inflation rate | Interest rate CPI
Pakistan GDP 1.000 422 .930 .965
Pearson 7\ fiation rate 422 1.000 627 451
Correlation
Interest rate .930 .627 1.000 .898
CPI .965 451 .898 1.000
Pakistan GDP . .086 .000 .000
Sig. (1-tailed) Inflation rate .086 .015 .071
Interest rate .000 .015 .000
CPI .000 071 .000

(Table no: 3) The table displays that variables
are entered or removed from method. No variable has
been removed from the method on the basis of not
relationship with GDP.

Tableno: 3
Variables Entered/Removed
Variables | Variables
Model Entered | Removed | Method
1 CPI, inflation
rate, interest Enter
rate®

a. All requested variables entered.
b. Dependent Variable: Pakistan GDP

(Table no: 4) This table displays R, R squared,
adjusted R squared and the standard error. We measure
the strength of two variables, if the value of R is very
close to +1 than there is a strong correlation, if it is
closed to -1 than there is negative or weak correlation. R
is the multiple correlation coefficient, is the relationship
between the independent variables and dependant
variable. Here, we have large value of R 0.982. This
indicates that there is strong relationship. R squared is
the proportion of variation in the dependant variable
explained by the independent variables. Adjusted R
square has a range between 0 < R square< 1. R
squared value is 0.964 or 96 percent. This indicates that

96 percent variation in the dependant variable explained
through all independent variables and remaining 4% is
un-explained. Large values indicate that the model is fit
one according to data. Adjusted R squared attempts to
correct R squared to more closely reflect the goodness
of fit of the model. Here, standard error of the estimate is
considerably lower as compare to the model, if standard
error is less than the model is the best model.

Tableno: 4
Model Summary
Adjusted | Std. Error of
Model R R Square| R Square | the Estimate
1 .982¢ 964 951 9.03283

a. Predictors: (Constant), CPI, inflation rate, interest rate

(Table no: 5) This table summarizes that
regression output displays information about the
variation accounted by the model. While, residual
indicates that information not accounted by the model.
The model with large regression sum of squares
indicate that the model account for most of variation in
the dependent variable. The degree of freedom is the
number of years minus 1.The mean square is the sum of
squares divided by the degree of freedom. The F
statistics is the regression mean square divided by the
residual mean square. Here, significant value of F
statistics is less (less than 0.05) it means independent
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variables are explaining the strong variation in the

dependent variable (GDP).

(Table no: 6)This table has three results:

0 One percent increase in inflation rate, there would
be a decrease in GDP by -.938.

o One percent increase in interest rate, there would be
increase in GDP by 7.980.

o |If one percent increases in CPI, there would be
increase in GDP by 0.560.

The independent variables are measures in
percentages. The standardized coefficient is an attempt
to make the coefficient more comparable. We will get
un-standardized coefficients. The t statistics determine
the relative importance of each variable in the model.
Here, t value of constant below -2 and in independent
variables i.e. inflation rate t-value also below -2, interest
rate and CPI t-value is above +2.

Tableno: 6
Coefficients®
Unstandardized | Standardized Correlations Collinearity
Coefficients | Coefficients ' Statistics
Model )
B Std. Beta t Sig. | Zero- partial | P Tol VIF
Error order artia art olerance
1| (Constant) |-30.503| 14.175 -2.152 | .064
Inflation | _g3g | 537 158 | -1.745| 119 | 422 | -525 | -116 | 541 |1.849
In}g{gst 7.980 | 2.883 .509 2.768 | .024 .930 .699 .184 131 7.621
CPI .560 .155 578 3.605 | .007 .965 787 .240 172 5.801
a. Dependent Variable: Pakistan GDP

(Table no: 7)This table determines if there is any
problem with co linearity. Eigen value indicates
dimensions among independent variables. If Eigen
values are close to zero, this shows that variables are
highly inter-correlated. Small changes in data values
may lead to large changes in the estimates of the

coefficients. Condition indices are the square root of the
ratios of the largest Eigen value to each of successive
Eigen value. If condition index greater than 15 indicates
a possible problem. The variance proportion is the
variance of estimate accounted for by each principle
component associated with each of the Eigen value.

Tableno:7
Collinearity Diagnostics®

Dmggzilon Eigen value Ccmgg)i(on Vari.ance Proportions
(Constant) Inflation rate | Interest rate CPI
1 3.797 1.000 .00 .01 .00 .00
1 2 147 5.087 04 66 00 01
3 .052 8.543 31 .05 .00 A7
4 .005 28.863 .64 .28 1.00 .82

a. Dependent Variable: Pakistan GDP

7 Hypothesis Testing and Results

Ho.: There is no significant relation between
inflation rate and GDP.

H1:. There is a significant relation between
inflation rate and GDP.

e Result

The significant value of inflation rate is 0.086,
which is greater than 0.05. We accept the null
hypothesis. This means that the inflation rate has no
significant relation with GDP of Pakistan.

© 2013 Global Journals Inc. (US)

Ho: There is no significant relation between
Interest rate and GDP.

H2. There is a significant relation between
Interest rate and GDP.

o Result

The significant value of interest rate is 0.000,
which is less than 0.05. We reject the null hypothesis.
This means that interest rate has a significant relation
with GDP of Pakistan.



Ho: There is no significant relation between CPI
and GDP.

H3: There is a significant relation between CPI
and GDP.

e Result

The significant value of CPI is 0.000, which is
less than 0.05. We reject the null hypothesis. This means
that CPI has a significant relation with GDP of Pakistan.

[1I.  CONCLUSION AND
RECOMMENDATIONS

a) Conclusion

High rate of inflation has adversely affected the
economy of Pakistan which is a result of excessive
supply of money (M2) by SBP. This study reveals the
impact of money supply (M2) on the GDP of Pakistan
whereby we have seen inflation rate in double digits. We
have taken three indicators that is interest rate, CPIl and
inflation rate because money supply is affected either
one of them. By using regression model, it is proved that
Interest rate and CPI have a significant relation with GDP
of Pakistan but inflation has no significant relation with
the GDP of Pakistan. Thus, money supply needs
aggressive control to boost the economy.

b) Hecommendations

o We have to maintain interest rate and consumer
price index at appropriate level and have to bring
the inflation rate up to (5%-6%). For this; SBP has to
be given full autonomy to control the money supply
(M2) as per financial assets available in Pakistan. As
new democratic Government is to likely to take over
power in couple of months an aggressive, strong
and vigilant control on money supply (M2), interest
rate and CPI for having a good GDP would be
challenging steps to take force into.

0 Interest free loans for youth and qualified personnel
to establish business would minimize the unemploy-
ment through controlled money supply (M2).

0 Health insurance, education for all, improvement in
power sector, increase in foreign remittances,
foreign direct investment and attractive foreign
currency exchange rates are the few important
areas where the new Government has to take
decision and ensure its implementation. This all can
be controlled through SBP by devising healthy
money supply (M2) policy.
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Critical Factors Influencing Voluntary Disclosure:
The Palestine Exchange "PEX”

Dr. lorahim M. Sweiti * & Dr. Osama F. Attayah °

Abstract - This study research examines which factors
influence voluntary disclosure in the annual reports. Since
corporate scandals have become a known feature in recent
years, voluntary disclosure should be increased, and be
documented clearly in the annual reports. The study analyse
48 listed companies at the Palestine Exchange “PEX” for the
year 2011, and 35 companies for the year 2007 which
represented the whole population for that period. The study
also examines the extent to which critical factors such as non-
executive directors, audit committee, board size, board
activity, and number of shareholders influence voluntary
disclosure practices. The analysis show that the following
critical factors influence voluntary disclosure; non-executive
directors, board size, audit committee, and number of
shareholders. The factor do not influence the company's
voluntary disclose information is board activity.

Keywords : voluntary disclosure, non-executive dire-
ctors, audit committee, shareholders, board size; board
activity.

[ INTRODUCTION

[~ inancial disclosure can be classified into two
=== parts: mandatory and voluntary (nonmandatory)

disclosures. Corporate voluntary disclosure, which
is optional and additional to requirements, provides free
choice on the part of managers to provide information to
the annual reports users. (Nasir, 2004). Understanding
why companies voluntarily disclose information is useful
for both producers and users of accounting information,
as well as for accounting policy. (Buzbee, 1975; Meek et
al. 1995). Disclosure provides important information to
the shareholders, so the disclosure act as a link
between management and shareholders. The
shareholders is the most important stakeholders, but not
only once, so many parties other than shareholders
receive benefits from financial disclosure, like creditors,
employees, government, suppliers, ... etc whose called
stakeholders. (Fang and Jin 2012). Voluntary disclosure
strengthens this bridge and builds the trust between the
corporations and stakeholders by involving them with
corporations’ life. What management of corporations
must do in order to get their shareholders’ confidence
and trust. The question arises here which factors that
make corporations disclose more information in their
annual reports?

Authors a o : College of Business & Economics — KSA, Qassim
University. E-mails . Ibrahimsweiti@yahoo.com,
Attiany 83@yahoo.com

World corporations are faced with a changing,
challenging landscape which sees a series of financial
statement frauds and shocking corporate scandals in
US and Europe such as WorldCom, Enron, etc. As well
as the recent financial crisis that negatively affects the
world economies. These frauds and scandals constitute
a major reason due to the lack of stakeholders’ trust on
the corporations. Information asymmetry and agency
conflicts which exist between the management and the
stakeholder also play a major role in creating these
frauds and scandals. The core question here; what
corporations are going to do in order to gain their
stakeholders’ trust? As we notice from previous
discussion, corporate disclosure has been cited as
being the link of trust between a corporation's
management, stockholders and other users of financial
reports.

In light of recent corporate scandals such as
USA Building, Enron, and WorldCom (Heidi and
Marlene, 2003) restoring of public confidence or trust
becomes the main agenda in today's business leaders.
Disclosing more information on the company's capital
structure and control can be an important way to
achieve that goal (Rogers, 2006).

Beasley (1996) and Beasley et, al. (2000)
emphasise the crucial role of full disclosure in avoiding
financial reporting fraud. Investigating a series of
financial statement frauds that have occurred in recent
years, Guan, et, al. (2007) find that to protect investors’
rights and enhance information transparency, the
regulatory authorities of securities markets and
information intermediaries have exerted great effort to
advocate corporate governance, thus lessening the
occurrence of adverse selection and agency problems
as a result of the information asymmetry.

The study investigates the Palestinian Exchan-
ge, due to the complicated political situation in Palestine
(West Bank and Gaza Strip), which make Palestinian
economy dependant on Israel economy. The Palestine
Exchange (PEX) was established in 1995 to promote
investment in Palestine, which is considered as a rising
market, and lack for applied research.

a) Litreture Review

Many studies have examined the critical factors
influencing voluntary disclosure among listed corpora-
tions in both developed countries such as US, UK,
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Canada, China, Sweden and Australia (Anderson, 2005;
Huafang & Jianguo, 2007) as well as in developing
countries such as Malaysia (Hossain et al., 1994 ;
Haniffa and Cook, 2002; Nasir, 2004.), Zimbabwe,
(Musa Mangena 2007.), Saudi Arabia (Khalid 2006.) and
Kenya (Barako et al., 2006)...etc. , These researches
have focused on examining different corporate
governance characteristics such as board of directors,
managerial ownership, audit committee and other
variables, their effect on voluntary information disclosure
in annual financial reports. Haniffa and Cook (2002) for
instance examine the relationship between a number of
corporate governance characteristics, cultural and firm-
specific characteristics and the extent of voluntary
disclosure in the annual reports of Malaysian
companies. Nasir (2004) examines the influence of
firm’s financial status in explaining the level of voluntary
disclosure among financial distressed firms in Malaysia.
(Barako et al., 2006) investigate the extent to which
corporate governance attributes, ownership structure
and company characteristics influence voluntary
disclosure practices among Kenyan companies.
Swedish companies have also been studied by
(Anderson, 2005). So that he depends on the agency
theory to find out which factors that influence these
corporations to disclose voluntary disclosure information
in the annual reports. And so on many researches have
been done among different developed and developing
countries to figure out which factors could contribute to
more disclosures by companies in their financial annual

reports.

Due to the fact that no previous studies were
keen to examine the impact of critical factors influenced

voluntary  disclosure  among listed Palestinian
companies, and the special complicated political
situation in Palestine, this research is considered

important for this region. It is based on previous studies
on voluntary disclosure were conducted by developing
and developed countries. Researchers try to examine to
what extent voluntary disclosure can be influenced by
certain critical factors (such as non-executive directors,
audit committee, board size, and board activity, number
of shareholders). Among listed Palestinian companies.

In examining the relationship between critical
factors and voluntary disclosure, this research attempts
to answer if these factors are influencing voluntary
disclosure in the Palestinian's annual report or not. The
main critical factors are board size, board activity, audit
committee, non- excusive directors, and number of
shareholders; affect the extent of voluntary disclosure in
annual reports. The investigation on voluntary disclosure
provides an excellent opportunity to apply agency
theory. Managers who are directly involved in the day-to-
day running of their firms are in the position to directly
communicate corporate information through the annual
reports to shareholders (owners) and other external

© 2013 Global Journals Inc. (US)

stakeholders. The disclosure of information helps to
reduce the costs of agency relationship when there is an
information asymmetry between them and the
shareholders.

[I.  THEORY AND HYPOTHESIS DEVELPING

a) Voluntary Information Disclosure

Voluntary disclosure is measured by the amount
and detail of non-mandatory accounting and non-
accounting information that is contained in the
management discussion and analysis in the annual
report. (Haniffa and Cooke, 2002) have defined
voluntary disclosure by disclosing non-mandatory
accounting and non-accounting information.

b) Incentives for Voluntary Disclosure

Healy and Palepu (1993) provide a
comprehensive review of voluntary disclosure literature;
they note that research into voluntary disclosure
decisions tends to focus on the informational role of
reporting for capital market participants. They identify
five forces that have been found to be related to
managers’ decisions to voluntarily disclose information
for capital market reasons:

e The Capital Market Transactions Hypothesis: Firms
have incentives to make voluntary disclosures in
order to reduce information asymmetry and
therefore reduce the cost of external financing
through reduced information risk.

e The Corporate Control Contest Hypothesis: When
corporate performance is poor, managers use
voluntary disclosures in an attempt to increase firm
valuation and to explain the poor performance,
therefore reducing the risk of management job
losses.

e The Stock Compensation Hypothesis: Managers
who are rewarded with stock compensation have an
incentive to use voluntary disclosures to reduce the
likelihood of insider trading allegations, and firms
have incentives to increase disclosures to reduce
contracting costs with managers who receive stock
compensation.

e The Litigation Cost Hypothesis: Managers have an
incentive to disclose bad news to avoid legal
actions for inadequate disclosure, but have an
incentive to decrease disclosures of forecasts that
might prove to be inaccurate.

e The Proprietary Costs Hypothesis: Voluntary
disclosures will be constrained if managers perceive
that disclosure could be competitively harmful.

i. Non-Executive Directors
Non-executive directors act as a reliable
mechanism to diffuse agency conflicts between
managers and owners (Fama & Jensen 1983). They are
viewed as providing the necessary checks and balances



needed to enhance board effectiveness (Franks et al.
2001). Chen & Jaggi (2000) and Haniffa & Cooke
(2002), provide empirical evidence of the relationship
between the proportion of non-executive directors on the
board and corporate disclosure.

The importance of non-executive directors has
also been demonstrated in other settings; positive share
price reactions to specific critical events when the firm’s
board is dominated by outside (non-executive) directors
have been documented. Examples of these events
include tender offer bids (Byrd & Hickman, 1992; Cotter
et al. 1997), the adoption of poison pills (Brickley et al.
1994), and management buyout announcements (Lee et
al. 1992). These empirical research findings verify the
relevance of non-executive directors as a governance
mechanism that enhances the board’s capacity to
ameliorate agency conflict between owners and
managers, D. G. Barako, P. Hancock and H.Y.

Izan/FRRaG (Financial Reporting, Regulation
and Governance) 2006, 5:1 6 which may occur in the
decision to voluntarily disclose information in the annual
reports. Based on these earlier findings the following
hypothesis is stated:

H1: The extent of non-executive directors is
positively associated with the level of voluntary
disclosure.

i. Audit Committee

Prior research studies provide evidence of a
positive association between the presence of an audit
committee and corporate disclosure practices (e.g. Ho
& Wong, 2001). For example, McMullen (1996) reported
that the presence of an audit committee is associated
with reliable financial reporting, such as, reduced
incidence of errors, irregularities, and other indicators of
unreliable reporting. In addition, Bradbury (1990 p.21)
argued that: “audit committees are commonly viewed as
monitoring mechanisms that enhance the audit
attestation function of external financial reporting”. The
board usually delegates responsibility for the oversight
of financial reporting to the audit committee to enhance
the breadth of relevance and reliability of the annual
report (DeZoort, 1998; Wolnizer, 1995). Thus, audit
committees can be a monitoring mechanism that
improves the quality of information flow between firm
owners (shareholders and potential shareholders) and
managers, especially in the financial reporting
environment where the two have disparate information
levels. Given the influence of audit committees on the
context and content of corporate annual reports, the
following hypothesis is tested: D. G. Barako, P. Hancock
and H.Y. Izan/FRRaG (Financial Reporting, Regulation
and Governance) 2006, 5:1 7

According to Sarbanes-Oxley act requires that
all members of the audit committee be independent,
and company must include at least one member who is
a financial expert.As well as the recent studied Samaha

and Dahawy (2010 and 2011) found an audit committee
existence complementary effect on the general
corporate voluntary disclosures. Thus we generate our
second hypothesis:

H2: There is a positive association between the
existences of an audit Committee and the levels of
voluntary disclosure in the annual reports.

ii. Board Size

Jensen (1993) and Yermack (1996) argue that
board of directors are less effective monitors as they
grow in size, since the control over management will be
reduced. Moreover, a smaller board of directors will
more likely take responsibility for monitoring a
corporation’s operations than a larger board of
directors, according to Vaefas (2000). Larger board of
directors may be slower to react to decisions that
require an immediate course of action. Furthermore, as
more directors are added, the board of directors loses
the ability to be direct and decisive in their operation;
therefore, it will be easier for the CEO to control the
board of directors. The directors also become less
candid in the ability to be critical of one another, which
results in less efficient decision making (Jensen, 1993).

Ezat and EI-Masry (2008) find that board size is
positively associated with levels of corporate voluntary
disclosure. Based on these arguments our third
hypothesis is as follows:

H3: There is a negative association between
board size and the levels of voluntary disclosures in the
annual reports.

iv. Number of Shareholders

The greater the number of shareholders, the
more likely it is that their information needs will be
different, which results in a greater need for different
information to be disclosed (Cooke, 1989a). On the
other hand Samaha and Dahawy (2010 and 2011) did
not find any evidence for an association between
number of shareholders and the corporate voluntary
disclosure level. Our fourth hypothesis is therefore as
follows:

H4: There is a positive association between
number of shareholders and the levels of voluntary
disclosures in the annual reports.

v. Board Activity

Anderson (2005) states that the board of
directors will be motivated to carry out its role as
monitors of the management, as the directors’
compensation gets higher. Therefore, corporations can
be expected to have more disclosure since it will be
more effective in monitoring managerial opportunism.
Ezat and El-Masry (2008) and Samaha and Dahawy
(2010 and 2011) found that the association between
board independence and voluntary disclosure in Egypt
is positive. Our last hypothesis is therefore as follows:
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H5: There is a positive association between
board Activity and the levels of voluntary disclosures in
the annual reports.

vi.  Statistical Differences

The following hypothesis is stated to discover if
there any significant differences between the levels of
voluntary disclosure related to variable of financial year
2007, 2011. Throughout 2007, “PEX” work went on in
order to develop the, electronic systems, and work
procedures. These developments included preparing
automated programs that enable the “Center” to
execute its operations rapidly and accurately, and
prepare statistical reports efficiently. As Company guide
(2007), The Palestine Securities Exchange launched the
e-trading service in April 2007. We stated the following
hypothesis:

H6: There is a significant difference at the level
of voluntary disclosure related to variable of financial
year (2007, 2011).

[II.  METHODOLOGY

a) Research Population and Sample

Due to the relatively small number of companies
listed on the Palestinian Securities Exchange all
companies listed in 2011 were considered for inclusion
in the survey which is called consensus survey. The total
numbers of all companies listed in 2011 are 48 .The
annual reports prepared at 31-12-2011 of these
companies were considered.

b) Dependent Vvariable (Voluntary Disclosure)

The voluntary disclosure checklist was prepared
to measure voluntary disclosure, based on the checklist
developed by Meek et al. (1995) in relation to the
voluntary disclosures of UK., U.S. and Continental
European firms. Data for the dependent variable
(voluntary disclosure) is measured by an index of
disclosure. Before determining the index of each
company in the sample, a scoring sheet is prepared
based on the selection of voluntary items information.
Voluntary disclosure is disclosing non-mandatory
accounting and non accounting information in the
financial annual reports (Haniffa and Cooke, 2002). In
this research, the annual reports, website information
and disclosure requirements issued by Palestinian
Securities Exchange in order to examine the research
object only the most recent annual report and website
information disclosure activities are used.

A disclosure checklist was compiled based on
an analysis of international trends and observations of
standard reporting practices, taking into account
relevant research studies and comprehensive surveys
such as Gray, Campbell and Shaw [1984] and Tonkin
[1989]. The checklist began with a list of 128 items of
information that were potentially voluntary. These items
were then compared to the respective Palestinian
securities exchange market disclosure requirements
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faced by the companies in the sample. Even though, it
obviously eliminates some voluntary disclosures for
some companies. The final checklist consists of seventy
nine items of information. Thus, we use a common set of
seventy-nine voluntary disclosure items for the sample
selected. This enables us to compare voluntary
disclosures across companies. In order to carry out the
study, the 2007 annual reports were obtained for the
samples of companies. At the time of data collection,
these were the latest annual reports available. The
contents of each annual report were compared to the
items on the checklist and coded as 1 or O (or not
applicable), depending upon whether the annual report
contained or did not contain (respectively) the
disclosure item. For each company, a voluntary
disclosure index was then calculated as the ratio of the
actual score awarded to the company divided by the
maximum potential score applicable to that company. In
other words, the applicability of the item concerned was
also taken into account: companies were not penalized
if a disclosure item was not relevant. In order to assess
this aspect, the entire annual report was studied and a
judgment was made on the matter. Thus, the dependent
variable is the voluntary disclosure index.

The voluntary disclosure score for each
company is additive and unweight. Unweight scores
have been used in other empirical studies (e.g., Cooke
1989).

The voluntary disclosure items are categorized
into three major types of information: strategic, non-
financial, and financial. One reason for doing this is that
the decision relevance of information probably varies by
type. For example, the strategic and financial
information categories have obvious decision relevance
for investors. The non-financial information category is
directed more toward a company's social accountability,
extending beyond the investor group to include other
company stakeholders as well. As a result, the variables
affecting voluntary disclosure choices may also vary by
information type.

The disclosure index for each company is
calculated as follows.

> Xy
— _t—1

m

j -

3

Where:

| j Disclosure Index

N j Number if items expected for jth firm, nj < 79

Xij 1 if the item is disclosed, 0 otherwise so that 0< |j<1
t Year

c) Independent Variable (Critical Factors)

This section described how the independent
variables will be measured:



e Non-executive directors: proportion of independent
non-executive directors to total directors.

e Audit committee: coded '1' to indicate existence of
audit committee and '0' to indicate nonexistence.

e Board size: board of director’'s size, measured by
counting the total number of the directors for each
company.

e Number of shareholders: number of shareholders,
measured by counting the total number of the
shareholders for each company. (natural log).

e Board activities: Board activities measured by board
compensation which is equal the log of the total

amount of compensation given to the board of
director for each company.

IV.  EMPIRICAL RESULTS

a) Multicollinearity

Before running the multiple regressions, the
independent variables have to be examined and
checked to see if there is correlation between them.
Correlation between the independent variables is not a
problem until it exceeds the limit of 0.8 Thomas (1996).
Table 1, indicate that the correlation between the
independent variables is quite low.

Table 7 : The correlation between independent variables

Variables | Non-ex. | Audit co. | Board size | Number sh. | Board act.
Non-ex 1
Audit co. 0.147 1
Board size 0.182 0.032 1
Number sh. 0.23 0.121 0.327 1
Board act. 0.158 0.721 0.165 -0.016 1

b) Multiple Regressions

Statistical packages were used for the Social
Sciences (SPSS) in order to test the hypotheses. The
multiple regressions are used. Five hypotheses were

independent variables (critical factors) and voluntary
disclosure. Multiple regression analysis was used to test
the validity of these hypotheses. Analysis table shows
the results of these tests.

developed to explain the relationship between
Table 2 : The Regression result

critical factors Beta T |p-value
H1 | Non-executive directors | 0.197 | 5.522 | 0.000**
H2 | Audit committee 0.383 | 10.727| 0.000**
H3 | Board size 0.167 | 4.001 | 0.000**
H4 | Number of shareholders| 0.221 | 8.011 | 0.000**
H5 | Board Activity 0.182] 1.337 | 0.192

R2 0.491

The non-executive directors, audit committee,
board size, number of shareholders and board activity,
were entered into the regression to test their impact on
voluntary disclosure as dependent variables. The results
are shown in table 2:

The regression analysis results indicated that
the independent variables explained 49.1% of the
variance in behaviour intention.

It was also noticed that the non-executive
directors had the impact on voluntary disclosure
beta=0.197, p < 0.01. Based on these findings and in
the presence of a significant relationship between non-
executive directors and voluntary disclosure was
accepted, hypothesis 1 is supported.

It was also noticed that the Audit committee had
the strongest impact on voluntary disclosure
beta=0.383, p < 0.01. Based on these findings and in
the presence of a significant relationship between Audit
committee and voluntary disclosure was accepted,
hypothesis 2 is supported.

It was also noticed that the Board size had the
impact on voluntary disclosure beta=0.167, p < 0.01.
Based on these findings and in the presence of a
significant relationship between Board size and
voluntary disclosure was accepted, hypothesis 3 is
supported.
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It was also noticed that the Number of
shareholders had the impact on voluntary disclosure
beta=0.221, p < 0.01. Based on these findings and in
the presence of a significant relationship between
Number of shareholders and voluntary disclosure was
accepted, hypothesis 4 is supported.

It was also noticed that the Board Activity had
no impact on voluntary disclosure beta=0.182, p >
0.05. Based on these findings and in the presence of no
significant relationship between Board Activity and
voluntary disclosure was not accepted, hypothesis 5 is
rejected.

c) Statistical Differences

Also the analysis used T. test to examine the
difference between the levels of voluntary disclosure
related to variable of financial year 2007, 2011. As it
appears in difference table 3 , the result indicates that
there is a significant difference between the two of
financial year 2007 and 2011, since the mean for 2011=
0.417 and for 2007= 0.308 at a confidence level a
=0.05 and p=000. The analysis support the hypothesis
6 and we found there are differences because of that we
accepted the hypothesis.

Table 3 : Differences between the levels of voluntary disclosure

YAEARE | N MEAN STD D.F | T.TEST | SIG
2011 48 0417 0.097 81 | 3.989 000
2007 35 0.308 0.121 .

V. CONCLUSION

This study finds out whether the critical factors
stated by researchers influencing the voluntary
disclosure and also the researchers try to examine the
changes of voluntary disclosure through the time pass.
Our study findings that selected critical factors,
nonexecutive directors, audit committee, numbers of
shareholders, and board size, are positively influencing
the voluntary disclosure Which is agreed with Ezat and
Al-Masry (2008), and apposite to Jensen (1993),
Yermack (1996), and Vaefas (2000), which they stated
that there is negative correlation between board size
and voluntary disclosure. Also we found that board of
activities has no influence on voluntary disclosure which
it apposite to Anderson (2005) , Ezat and El-Masry
(2008), and Samaha and Dahawy (2010 and 2011) . It
also found that the voluntary disclosure slightly
improved when we compared 2007 with 2011,

Finally we can say that the stated critical factors
have a positive influencing effect on voluntary disclosure
but still the level of voluntary disclosure is low. Also the
selecting critical factors used by researchers not only
the ones there are so many other factors can be used
such as Cultural aspect is an important factor that could
influence voluntary disclosure. This was examined by
others, but the researchers encourage experts to carry
further investigations on this factor.
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Abstract - Non-banking financial companies, or NBFls, are the
financial institutions that provide financial services including
banking but do not hold a banking license. These institutions
are not allowed to take deposits from the public. The
development of non-bank financial institution as financial
intermediaries complementary to commercial banks is
noticeable in Bangladesh. Started in 1981, the size of the non-
banking sector has been increased in both absolute and
relative terms. However, the research on the sector remains
substantially insignificant. Most importantly, growth of the
non-banking industry and its contribution in the economic
development have been a lacking in the available existing
literature. Keeping this in mind, this paper aims at addressing
the growth of the industry and its change over time by
adopting growth measures based on asset, loan, income and
expenditure figures with a sample period of 11 years from
2000-2010. The study reveals a positive growth of NBFIs over
the years in advances, income, assets and others financial
aspect and a good contribution in the GDP growth of
Bangladesh.

Keywords . development, growth and non-bank financial
nstitutions.

[. INTRODUCTION

he development of a country depends on the
development and growth of all economic entity.

The financial system is the ultimate engine for
achieving economic prosperity of a country, and is
involved in the mobilization of financial resources from
the surplus to the deficit sector.

Though in the initial stage bank financial
institutions plays a vital role in mobilization of funds in
most of the countries, particularly in developing
countries. However, the development of both banks and
non-bank financial institutions are necessary for
assuring a strong and stable financial system for the
country as a whole (Pirtea, lovu, & Milos, 2008; Raina &
Bakker, 2003).

In addition, NBFIs add power to the economy in
such a way that enhances the resilience of the financial
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system to economic crisis (Carmichael & Pomcerleano,

2002).
These NBFIs offer wide range of products and

services to mitigate the financial intermediation gap and
thereby, play an important complementary role of
commercial banks in the society (Shrestha, 2007;
Sufian, 2008;

Vittas, 1997). According to Ahmed and
Chowdhury (2007), the fundamental limitations existed
in the banking sector are, in fact, laid down the
foundation of the accelerated development process of
NBFls. Firstly, the regulations adopted by the central
bank of a country do not allow banks to embrace
financial services for all areas of business; secondly,
banks always face a mismatch in maturity intermediation
since they have to fulfill the long-term financing needs
with short-term resources; and finally extending the
operational horizon through product innovations is not
always possible for banks. These areas create new
opportunities for the NBFIs to grab with utmost success.

As a result, the NBFIs are nowadays treated as
an important sub-sector of the financial system, which
has been expanding rapidly and attaining importance on
a continuous basis due to their ability to meet the
diverse financial requirements of business enterprises
(Islam & Osman, 2011).

The development, growth and their changes
over time as well as impact on the economy have been
analyzed by many researchers to evaluate the structure
of the banking industry. Various changes in the banking
industry initiated by the financial reform policy make the
analysis even more important to the policy makers.
However, the research on various issues of NBFls
remains substantially scarce (Sufian, 2008), in spite of
the fact that recent emergence of NBFls as financial
intermediaries is noticeable not only in developed
countries but also in developing countries. Empirical
evidence to evaluate the development and growth of the
non-banking sector stays even more insignificant,
particularly in the context of developing countries.

Although both direct and indirect forms?! of
financial intermediation are available in Bangladesh,

"In case of direct finance, deficit budget units collect funds from
surplus budget units through stock market, whereas in case of indirect
finance, banks and NBFIs play the role of financial intermediaries
between deficit budget units and surplus budget units.

2BDT stands for Bangladesh Taka, and Taka is the local currency of

the country.
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similar to many developing countries the indirect form
dominates the other form in the financial market to a
great extent (Beck & Rahman, 2006; Uddin & Suzuki,
2011). The journey of NBFIs was started in 1981, ten
years after the independence of the country. A private
sector NBFI, namely, Industrial Promotion and
Development Company (IPDC) was the pioneer in the
sector in Bangladesh. Over the years, the non-banking
sector has grown in numbers as many state-owned,
private, and joint-venture firms started to join the sector,
and by the end of 2010 a total of 35 firms were reported
by the Ministry of Finance as NBFls. The size of the non-
banking sector in respect of both absolute and relative
terms has also expanded. For instance, the absolute
size of the non-banking sector, measured in terms of
assets, was BDT?78.84 billion in 2000 and by the end of
2010 it became BDT414.11 billion. On the other hand,
the relative size of the non-banking sector, measured in
terms of assets relative to gross domestic product
(GDP), increased to 5.96 per cent in 2010 from 3.85 per
cent in 2000. Moreover, the importance of non-banking
sector has been accelerated rapidly due to the
development of new areas of business operations like
leasing, term lending, housing and real estate financing,
merchant banking, factoring, and so on by NBFls
Ahmed & Chowdhury, 2007; Debnath, 2004; Hossain &
Shahiduzzaman, 2002; Nasreen & Jahan, 2007).

The contribution of this paper can be expressed
in three ways. Firstly, it addresses to analyze the growth
of the non-banking sector of Bangladesh through
analyzing the changes of different financial aspects over
last 11 years of time, and by doing this it shows the
scenario of Bangladesh with the growth of NBFIs.
Secondly, the findings of this study will generate some
guidelines for the policy makers to formulate policies
and strategies with regard to the structure of the non-
banking sector since the growth of NBFls also
influences the GDP growth. Finally, it will also raise
some issues to deal with further researches.

The later part of this paper is organized in the
following manner: section two describes the available
literature concerning the growth on NBFIs over time. It
also focuses on the previous studies carried out in
Bangladesh to tackle the issues relating to the non-
banking sector. Section three elaborates the overview of
the non-banking sector of Bangladesh. Section four
introduces the data and methodology adopted for the
study. Section five displays the findings and empirical
results of the study and section six concludes with
creating some future research opportunities.

1. LITERATURE REVIEW

From the very beginning of bank financial
institutions plays very significant role in economic and
infrastructure development of Bangladesh. The history
of NBFls is not as old as BFlIs but with the passage of

© 2013 Global Journals Inc. (US)

time NBFls become an integral part of the financial
system of Bangladesh.

Goldsmith (1969) opine that NBFIs alongside
the banking sector contributing prominently in
influencing and mobilizing saving for investment

Beck and Rahman(2006) has shown the robust
relationship between the development of financial
intermediaries and economic growth. They also added
that financial intermediaries not only contribute to the
economic growth but also control the reverse causation
of economic growth.

Islam & Osman (2011) examined the long-run
relationship between per capital real GDP and the NBFls
based on Malaysian market. They revealed that there is
a long run stable relationship between per capita real
GDP and the NBFIs’ investment, trade openness, and
employment. From their empirical result they showed
that NBFls is a vital component of the financial sector
through which flow of financial resource effectively
channelized from the surplus units to the deficit units
and promote long-run sustainable economic growth.

Pirtea, lovu & Milos (2008) expressed that with
the development NBFls financial system and domestic
capital market also develop that in tern contribute to the
overall economic developemnt of the country. Thus
sustainable economic growth largely depends on the
development of efficient financial intermediation.

Vittas  (1997) opine that creating new
marketable securities in the area of leasing, factoring
and venture capital NBFls creates long-term financial
resources and provide a strong stimulus to the
development of capital market.

With regard to the literature concerning the non-
banking sector, limited number of studies has been
conducted so far in Bangladesh. Hossain and
Shahiduzzaman (2002) focused on the importance of
non-banking sector as a vehicle for the economic
development of the country and identifies the underlying
problems existed within the sector. Sufian (2007) opine
that BFIs and NBFIs enhance the overall growth of the
economy with the support of efficient money and capital
market and NBFIs plays important role in providing
complementary facilities offered by the commercial
banks. Sufian(2007) also opine that with the
development of health of NBFls, health of capital market
is also increase. He also added that as the key player in

the development of capital market efficient and
productive NBFls lead the market based economy move

forward.

Ahmed and Chowdhury (2007) opine that NBFls
intensify the country’s financial system and contributing
to the economic development of the country through
diversified financial services in the market. They deal
with different features, contribution, and challenges
faced by NBFls in Bangladesh. At the same time they
also focus on performance analysis of NBFIs by
adopting traditional financial indicators like current ratio,



debt-equity ratio, productivity ratio, return on equity, etc.
and report that in spite of the presence of several
constraints existed in the sector NBFIs have been
performing considerably well.

Nasreen and Jahan (2007) conducted a
research on leasing companies only regarding the
accounting practice. However, none of the above
mentioned studies analyze the growth of the non-
banking sector of Bangladesh over a long period of time
and their contribution of economic growth, which
creates an opportunity to deal with through an
investigation.

[1I.  OVERVIEW OF THE NON-BANKING
SECTOR OF BANGLADESH

Bangladesh Bank is the central bank of the
country and therefore, is responsible for regulating and
supervising the bank-based system. At the same time,
as a supreme authority of the indirect form of financial
intermediation, Bangladesh Bank is also responsible for
controlling the activities of all NBFIs. On the other hand,
the stock exchanges are operated under the guidance
and monitoring of Securities and Exchange Commission
(SEC), Bangladesh.

From the initial stage NBFIs were governed by
‘Bangladesh Bank Order 1972’ as per provision stated
in Chapter V. In 1989 a new order Promulgated name
‘Non Banking Financial Institutions Order’ for proper
supervision and better regulation of this sector.
However, regulatory deficiencies of this order with
regard to the activities of NBFIs and statutory liquidity
requirement urged the central bank to announce a new
act in 1993 in the name of ‘Financial Institutions Act’
(Ahmed & Chowdhury, 2007; Barai, Saha, & Mamun,

1999). From then on, all NBFIs in Bangladesh have
been licensed and controlled under this act.

Although the major business of most of the
NBFls is lease financing, still a handful number of NBFls
involves in different financing activities, namely, term
lending, house financing, merchant banking, equity
financing, venture capital financing, project financing,
financing to pilgrimage, etc. NBFls also extend services
to various sectors like textile, agriculture, small and
cottage, chemicals, trading, pharmaceuticals, transport,
food and beverage, leather products, and construction
and engineering.

Table 1 represents the position of different types
of NBFlIs in Bangladesh in the year 2010. The total
number of NBFIs is 35 in 2010 out of which 10 are
domestic and foreign joint venture NBFIs, 20 are
privately owned NBFls, and 5 are state owned NBFIs. In
2000, the total number was 28 out of which 9 were
domestic and foreign joint venture NBFls, 14 were
privately owned NBFls, and 5 were state owned NBFIs.
Among all NBFls, privately owned NBFls hold the
majority of the market share by capturing 74.74 per
cent, 57.43 per cent, and 60.27 per cent of deposits,
loans and advances, and assets respectively. State
owned NBFls collectively retain higher market share
than joint venture NBFls in terms of deposits and assets,
but lower market share in terms of loans and advances.
Again proportionate incomes are - Joint venture
companies 19.43 percent, privately owned companies
56.08 percent and state owned companies 24.49
percent respectively in  2010. Also expenditure
proportions are 18.40 percent, 62.86 percent and 18.74
percent of joint venture, privately owned and state
owned companies respectively.

Table 1. Position of Non-banks in 2010 (Amount in million BDT except no. of non-banks)

Type of Ownership Deposits Loans and Advances Assets

Amount % Amount % Amount %
Joint Venture 24,216 11.32 61,222 22.13 76,986 18.59
Privately Owned 159,903 74.74 158,880 57.43 249,561 60.27
State Owned 29,835 13.94 56,548 20.44 87,561 21.14
Total 213,954 100.00 276,650 100.00 414,108 100.00
Type of Ownership Income Expenditure No. of Non-Banks No. of Employees
Joint Venture 7,371 4,699 10 876
Privately Owned 21,270 16,050 20 27,255
State Owned 9,287 4,785 5 2,740
Total 37,928 25,534 35 30,871

Source : Constructed by the Authors based predominantly on Ministry of Finance publication, few missing data
are collected from the annual reports of respective NBFIs.

IV.  DATA AND METHODOLOGY

In order to compute the development and
growth, asset and loan , income and expenditure

figures are used in this study to ascertain the growth
over time in different financial aspect NBFIs with a
sample period of 10 years from 2000-2010. The data are

collected from various issues of ‘Bank and Financial
Institutions’ Activities’, a yearly publication of the Ministry
of Finance of the government of Bangladesh, and is

Year 2013
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published in local language in the name of ‘Bank O [

Arthik Pratisthansamuher Karjabol/. All NBFls reported
in this publication in a particular year are considered for
that year by the present study.
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This Study adopts cumulative measures of
financial data for addressing the growth and
development of financial position of NBFIs using time
series analysis. Line Graphs, Ratios and Statistical
measure such as Correlation coefficient used to
describe the growth and development of NBFIs and
show relationship between the growth of NBFIs and
whole economy at large.

V.  FINDINGS & ANALYSIS

Table 2 provides a comparative financial
position of different years as indicators of growth over
mentioned period of time. From the table it is quite clear
that financial aspect of the non bank financial institution
become well off with the passage of time.

Table 2 : Comparative position of different financial aspect of NBFIs over the years (From year 2000 to year 2010,
(Amount in million BDT except no. of non-banks)

Loans Total Total No. of
Year Deposits &Advances Assets Investment Income Expenditure Employees
2010 213954 276650 414108 83751 37928 25534 30871
2009 190111 233523 361160 72158 46155 34928 30076
2008 148118.77 194821 281997.51 48825.31 39890.36 30951.88 30496
2007  126990.79 169761 246359.46 40185.03 32606 26676.35 31062
2006 100210 146688 198251 33821 27064 21485 24261
2005 82935 131687 156936 23570 22529 17684 17257
2004 67592 109506 131623 18706 17330 13212 14651
2003 32848 94523 105495 17764 15193 11886 13750
2002  22367.85 78745.02 84618.81 14812.43 13915.56 12144.08 14541
2001  17309.15 71151.9 91269.91 13715.19 11536.75 10016.78 14509
2000  12909.2 60368.99 78839.27 13153.63 9330.24 7986.11 13307

Source : Constructed by the Authors based predominantly on Ministry of Finance publication, few missing data are

collected from the annual reports of respective NBFIs.

Graph 1 Growth overtime in Deposit and Advance
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Graph 1 showing that, the gap between deposit
and Loan and Advances widening in subsequent years
than early years which refers NBFls efficiency in
mobilizing their deposit to investment. On the other way
it can be said that NBFIs are widening their areas in
giving loan and advance than before and their total
amount of loan and advances also increase in recent
years which is about 276.65 billion taka in 2010, more
than 358.27% than year 2000.
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Graph 2 : Growth of Total Income and Expenditure
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Graph 2 depicted the potentiality of the sector more efficient in collecting deposit from least cost
over time. Gap between income and expenditure sources and invest those fund in most profitable
indicated the operational efficiency of NBFIs over time.  sectors.

That means with the passage of time NBFIs become

Table 3 . Total Assets, GDP & Total Asset to GDP ratio

Al figures in million tk. Except ratios)

Year 2000 2001 2002 2003 2004 2005
Total Asset 78839.27 91269.91 84618.81 105495 131623 156936
GDP 2049276 2157353 2252610 2300580 3329730 3707070
TA to GDP Ratio 0.038472 0.042306 0.037565 0.045856 0.03953 0.042334242
Year 2006 2007 2008 2009 2010
Total Asset 198251 246359.5 281997.5 361160 414108
GDP 4157280 4724770 5458220 6147950 6943240
TA to GDP Ratio 0.047688 0.052142 0.051665 0.058745 0.059642

Correlation between Loan & Advance and Total Assets 0.994442691

Correlation between Deposit and Investment 0.970512149

Correlation Between TA & TA to GDP ratio 0.98974167

Source : Consiructed by the authors based on the data of Bangladesh Bureau of Statistics (BBS) and Bangladesh
Ministry of Finance (MOF).

Graph 3 . Growth of Asset over time
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Graph 4 : TA to GDP ratio
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From the Graph 3 & 4 it can be said that Growth
of assets follows a growing trends. Total asset value of
NBFI is about 414.11 billion taka in the year 2010 which
was 78.84 billion in the year 2000. That means, NBFls
are contributing in the national wealth besides their own
development. Proportion of Total asset with respect to
GDP is about 5.97% in 2010 which was 3.85% in 2000.
There is a very high degree positive correlation between
Total asset & TA to GDP ratio. Though increment of GDP
is influence by the overall performance of the economy
still there is a significant relationship between the growth
of an industry and GDP. Contribution of GDP from this
industry (NBFls) is about 6% refers NBFls plays active
role in the development of whole economy. From Table
3 we can say that there is a very high degree positive
relationship between loan and advance and total asset,
intern growth of total assets contribute in GDP.

With regard to the measure of growth &
development it is mentionable that the correlation
among the three areas that is correlation between Loan
& Advance and Total Assets, correlation between
Deposits and Investment & correlation between Total
Assets and Total Assets to GDP ratios are positive.
These relationships indicate that the amount of returns is
backed by the proper investment which intern
contributes a great role for the economic growth.

VI. CONCLUSION

Banks & NBFIs are both the key elements of a
sound and stable financial system. Banks usually
dominate the financial system in most of the countries
because business, household & the public sectors all
rely on the banking system for a wide range of financial
products to meet their financial needs. However, by
providing the additional and alternative financial needs,
NBFls have already gained considerable popularity both
in developed and developing countries. In one hand
these institutions help to facilitate long term investment
and financing, which is often a challenge to the banking
sector and on the other; the growth of NBFIs widens the

© 2013 Global Journals Inc. (US)

range of products available for individuals & institutions
with resources to invest.

In this paper we have examined the correlation
between loan and advances & the total assets,
correlation between deposits & investment, correlation
between total assets & total assets to GDP ratios. The
empirical evidence suggest that the financial indicators
of NBFls, deposits, investments and total assets are in
part responsible for the future change in the per capita
real GDP in Bangladesh. Importantly, the results indicate
that NBFIs are the dominant market players of the
financial sectors through which the financial resources
are effectively channeled for savers to the users in the
economy.

Increasing number of NBFIs over period
indicates the popularity and acceptability of NBFls in the
financial market of Bangladesh. NBFls operation not
only provides demand side of fund a alternative sector
of financing besides bank financial institution but also
facilitate an sound competitive environment in the
financial market. Traditional and highly standardized
product design strategy creates a vacuum for NBFls to
widen their activities with custom design-quick tailor
product strategy; more customers oriented non
conventional financing activities. Role of NBFls is also
become very vital especially in the moments of
economic distress that seems to be a cushion in the
economy. Diversified investment sectors, long term
investment plan, more customer tailored products etc.
contributes to the overall economic stability and growth
of NBFls in the economy as well mitigate systematic risk
in a large extent.

In this paper, it is observed that the loan and
advances provided by NBFls over the last 11 years time
period is increasing according to the deposits. This
increased the income for the NBFIs. Again with the
passage of time NBFIs become more efficient in
collecting deposits from least cost sources which
increase its gap between the income and expenditure.
Finally GDP in Bangladesh is increased over the last 11



years of NBFIs which contributes to the development of
Bangladesh economy.

This study can be extended in two ways. Firstly,
instead of focusing only on traditional financial analysis,
the growth of NBFIs addresses by financial growth
indicators and economic indicators to grab a clear
picture of the industry, and secondly, a subsequent
investigation can be done to identify the growth of NBFls
in other economic indicators like GNP, Income per
capita and so on in relation with the growth of financial
parameters of NBFls.
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A Study on Stock Split Announcements and its
Impact on Stock Prices in Colombo Stock
Exchange (CSE) of Sri Lanka

Liu Hua* & Skanthavrathar Ramesh®

Abstract - In Sri Lanka, there is not much evidence linked to
stock split announcements and stock prices behaviour
available to investors. This study, scrutinizes the stock price
response to stock split declaration and a test of market
efficiency in Colombo Stock exchange (CSE) by using a
sample of 64 events (52 companies) from 14 different sectors
of the emerging market during the period 2009 to 2012.
Standard event study methodology is employed to find the
results. The empirical results show that average abnormal
return (1.46%) is statistically significant at 5% level on the stock
split announcement day. This study finds that stock splits have
a significant signal and information content in the Colombo
Stock Exchange (CSE). On average, market positively reacts
significantly to the announcement. Further, the large negative
cumulative average abnormal return (-6%) is observed during
the period of (0, 10). This results support the semi- strong form
efficient market hypothesis for the sample companies within
the study period since stock prices adjust so fast to public
information that investor can not earn an abnormal return by
trading in the stocks following the stock split announcement
day.

Keywords : average abnormal returns, cumulative
average abnormal returns event study, market
efficiency and stock spiit.

. [NTRODUCTION

n any country, capital market is an important body in

contributing to economic development. It has

traditionally been viewed as an indicator or predictor
of the economy. Colombo Stock Exchange (CSE) plays
a major role in contributing much towards economic
development in Sri Lanka. The CSE is the organization
responsible for the operation of the stock market in Sri
Lanka. CSE is an important emerging market of the
region among the developing countries. It is recorded
by the Fortune Magazine that “the CSE was named the
second best emerging market in Asia”. The CSE has 15
stock broking firms. Presently 287 companies are listed
on the CSE; most companies’ stocks do not frequently
trade, representing twenty (20) business sectors with a
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market capitalization of 2167.6 billion rupees (over US$
17.3 bilion) as at 31% December 2012, which
corresponds to approximately 29% of the Gross
Domestic Product of the country.

Market capitalization of listed companies
gradually increased from during the period of year 2009
to year 2012. It was Rs.1092 Bn in 2009 and moved up
to Rs.2167.6 Bn in year 2012. Daily average turnover
increased from Rs593.6 Mn in year 2009 to Rs. 884 Mn
in year 2012. However, the CSE is concentrated, in
those two main price indices such as All Share Price
Index (ASPI) and Milanga Price Index (MPI). ASPI is
used to measure the movement of share prices in all
listed companies. MPI is used to measure the
movement of share prices of 25 selected companies.
These Companies have been selected on the basis of
liquidity and market capitalization. With effect from 1
January 2013, the MPI was replaced by a newly
introduced index, namely, S&P SL20 index. The S&P SL
20 index, which was introduced on 27 June 2012 to
meet investors’ demand for a transparent and a rule
based benchmark.

CSE seems to be emerging trend in Sri Lanka.
The peace process relatively stabilized political
environment, foreign aid, low interest rate scenario,
improved economic fundamentals and the increased
profitability of listed companies had a positive impact on
the performance of the CSE. Many believe (CSE Fact
Book, 2005) that a decrease in stock prices signals a
slowdown in the economy, whereas an increase in stock
prices is evidence for economic growth. Stock split
announcements have always been very common
phenomena among firms and continue to be one of the
least understood topics in finance. Stock split
announcements were rare at CSE before the new
Companies Act implemented in 2007 in Sri Lanka. The
Study on the impact of stock splits announcement on
stock returns has become more important as the
number of listed companies announcing stock splits has
increased. After implementing the new companies Act
No.07 of 2007, stock split events were 69 during the
period from 2008 to 2012.

The relationship between stock splits and stock
return has been an interesting topic for researchers. It is
evident from the theoretical perspectives that while
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stock split announcement increases the number of
shares of a company, it decreases the price per share.
A stock split usually takes place after an increase in the
price of the stock, and it carries a positive stock price
reaction (Carlos and Frank, 2009). However, stock splits
usually increase stock prices with announcement
(Gunnathilaka and Kongahawatte, 2011). Financial
economists have sought to understand why markets
react to stocks splits, since a stock split appears to be
merely a cosmetic transaction that increases the
number of shares outstanding. In a stock split,
shareholders do not receive any tangible benefit; it is
nothing more than an adjustment to the quantity of
shares. Does it impact share return? Why do companies
split shares if otherwise?

Researchers around the world have studied
some of these impacts and these studies are known as
‘event studies’. Event studies focus on the impact of
various announcements like bonus issue, right issue,
stock splits, earnings, dividends, mergers and
acquisitions, stock repurchases, etc. Initially, event
studies were undertaken to examine whether markets
were efficient, in particular, how fast the information was
incorporated in share price.

Therefore, the objective of this study is to
analyze the extent to which a company’s stock price
would reflect the announcements of stock split
according to the semi strong form efficiency which
states that stock prices react so fast to all public
information and that no investor can earn an abnormal
return after the announcement is made. Information is
key to the determination of the share prices and the key
issue of the efficient capital market (Keane, 1986). An
efficient market is one where the stock prices can
quickly and fully reflect all available information about
the assets. According to Fox and Opong (1999) an
efficient market is one in which prices fully reflect
available information. An implication of a semi — strong
efficient market is that, no abnormal returns can be
made from this information because adjustments had
already been done in the stock price. The market has
already been adjusted; therefore, the only way to
outperform the market in this case would be using
inside information.

1. LITERATURE REVIEW

Splits usually result in high market valuations,
study done by Fama(1970) found that there is no
evidence of abnormal return after the release of public
information. They concluded that the market assimilates
and takes into consideration public information very fast,
within 5 to 15 minutes after the disclosure. This supports
the idea that an investor acting on public information will
not earn abnormal return. When this happens the market
is said to be semi-strong form efficient. Grinblatt,
Masulis and Titman (1984) indicated stock prices, on

© 2013 Global Journals Inc. (US)

average, react positively to stock dividend and stock
split announcements. Managers decide to split their
stocks in order to lower the price of the stock and thereby
attract more investors. As argued by Amihud and
Mendelson [1986, as cited in Gunnathilaka et al. (2011)],
the greater the liquidity of an asset, greater its value.
Hence, firms may engage in liquidity-increasing policies
to mitigate the cost and risk of liquidity. Stock split
performs a signaling function of the firms’ liquidity-
improvement policy. Brennan and Copeland (1988)
signaling model implies a positive relationship between
stock splits and abnormal return.

Desai, Nimalendran and Venkataraman(1994)
examined changes in trading activity around stock
splits, and their effect on the volatility and the adverse
information component of the bid ask spread. They
found a significant increase in the volatility after the split.
Abeyaratna, Bandara and Colombage (1999) examined
the semi-strong form efficiency of the CSE using
Granger causality test and a modified version of the
market model on weekly indices of fourteen sectors for
the period January 1993 to December 1997. Only three
sectors (i.e., bank, finance and insurance; hotels and
travels and manufacturing) are found to be semi-strong
form efficient. A majority of the sectors lag the market
indicating the possibility of predicting market
movements of the EMH.

Wulff (2002) investigated the market reaction to
stock splits, using a set of German firms. Similar to the
findings in the U.S., he found significant positive
abnormal returns around both the announcement and
the execution day of German stock splits and observed
an increase in return variance and in liquidity after the
ex-day. Dhar, Goetzmann, Shepherd and Ning Zhu
(2004) studied the trades of individual and professional
investors around stock splits and found that splits bring
about a significant shift in investor clientele. They found
that a higher fraction of post-split trades are made by
less sophisticated investors, as individual investors
increase and professional investors reduce their
aggregate buying activity following stock splits.

Huang, Liano and Pan(2005) using a sample of
2,335 stock splits over the 1963-1999 period, the split
announcement year has the highest operating
performance change and the operating performance
change declines substantially over the subsequent four
years. They also identified a negative relation between
the stock split announcement effect and the operating
performance during the four-year period following the
announcement. Carlos et al (2009) found that the firms’
public stock split announcements did not affect stock
price on the announcement day. Results support the
semi- strong form efficient market hypothesis since
stock prices adjust so fast to public information that no
investor can earn abnormal return by trading on the
announcement day.



Devos, Elliott and Warr(2010) provided
evidence that the decision to split a firm’s stock is
related to CEQ incentives. CEOs that have option-based
compensation are more likely to split their stock, and the
degree of option convexity is a significant indicator of
the magnitude of the split. To quantify CEO incentives,
they use the delta and vega of the compensation
package and find that higher delta and vega
compensation is associated with a higher propensity to
undertake a stock split. Gunnathilaka et al (2011)
examined stock splits in Sri Lanka. Stock split
announcements create significant positive market reaction
and the sharp — adjustments in the stock prices on the
day of announcement. It suggests that the market is
informationally efficient. The stock’s trading volume is
improved significantly with the split announcement

Lei and Shrestha ( - ) Pointed out that three
main theories are proposed to explain why firms split
their stocks. They are liquidity, signaling, and optimal
tick size theories. Liquidity theory is not supported
except for the reverse split. The optimal tick size theory
is also not supported for both the forward split and
reverse split. Only the signaling theory is fully supported.
Fernando, Krishnamurthy and Spindt ( - ) find that
splitting funds experience significant increases (relative
to non-splitting matched funds) in net assets and
shareholders. Stock splits do appear to enhance
marketability.

I1. DATA AND METHODOLOGY

a) Sampling Design

For the purpose of measuring the stock split
events on the share prices, an overall sample sixty four
events (52 companies) listed in the CSE is selected
which covers during the period of 2009 to 2012 which
were selected by using judgmental sampling. This
choice of the sample period is governed by the
availability of data. Reasonable care has been exercised
in order to select a large sample to derive more valid
findings. The final selection criterion is the availability
daily closing price and daily all share price index (ASPI)
data in a manner that is necessary for the application of
the ‘event study method’. Daily closing price should be
available for at least 150 days out of the total period of
161 days that include the 150 days estimation period (-
11, -150) and the window period 21 days. Therefore, to
be precise on testing the market efficiency, this study
considers daily data which is important to measure the
impact of the stock split announcements using the
smallest feasible interval. Therefore, the table 1 reports
the stock splits by split ratio for the sample period 2009-
2012. One company offered seventy new shares for one
(70:1) existing share, the highest split ratio in the
sample. The second highest split factor was 35-for-1,
and the lowest split ratios was 3:4.

Table 1 : Description of Sample According to Year of

Announcement
Number of Splits

. . Total
Split Ratio 2012 | 2011 | 2010 | 2009 Events
Ten-for-One 1 4 8 2 15
Two-for-One 1 1 / | 20
Five-for-One - 5 5 - 10
Three-for-Two - 2 3 - 05
Others 2 5 7 14
Entire Sample 4 27 30 3 64

b) Data Source

In the present study, we used only secondary
data which is the CSE’s C-D. The study computes daily
retumns for individual securities on the basis of daily
closing stock prices and its stock split announcement
date. In cases where price for the non-traded on a given
date, the following traded price is taken as the price for
the non-trading date. The market return is calculated as
the change in the agaily All Share Price Index’ (ASPI),
which is the value-weighted price index of the entire
share listed in the CSE.

¢) Mode of Analyzes

This study uses the ‘Standard Event Study
Method’ (Brown & Warner,1980,1985) to estimate the
abnormal returns (AR), average abnormal returns
(AARs) and cumulative average abnormal returns
(CAARs) around stock split announcement (the event-
day). In this study, researcher has taken 21 days around
the event (stock split event date - day “0”), and study
has designated -10,-9,-8 .............. -1 as the 10 days
prior to the event, 0 as the event day, and +1, +2,
+3 , +10 days after the event and AARs and
CAARs were computed for 21 days surrounding (lead
and lag 10 days) the event-day.

From below the market model, present study
computes the alpha and beta coefficient in respect of
each event over the estimation period. In our case, we
use an estimation period of size 150 days (-11, -161).
This market model is estimated through regression
analysis.

The following market model is used:

Ri- ai + B Rn + €
Where,
R.= the rate of return on stock ‘i’ on day't,
R, = the rate of return on the market on day't’,
o ; = the intercept term (alpha coefficient) of security i,
/i = Slope of a straight line (beta coefficient) of stock
i, and

& = regression error term of security i on day t.
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R; is the time t return on security i, calculated as
= (Pi—Pia) / Py .. (1.1)

Where,

P, is the market closing price per share i on day t.

P... is the market closing price per share i on day t-,

Ry is the time t return on the CSE all-share price index
calculated as

= (=) /s (1.2)
Where,

I, is the all-share price index on day t.

l,;is the all-share index on day t-;

Expected rate of return for each event is
determined by using the estimates of alpha and beta in
respect of each event as follows.

ER) =0t ;+BFp... @)
Where,
£ (R,) = expected return of stock i on day t in the
window period,
o, = estimate the market model intercept (alpha) of
stock i, and

B: = the estimated market model beta of stock i.

Compute the AR for each firm included in the
sample for each of the days being studied. AR is the
difference between the realize rate of return and the
expected rate of return. The ARs are computed using
the following model.

ARy =Ry—E(RY ... )
Where,

AR, = abnormal return of stock i on day t, and

R, = the rate of actual return of stock i on day t in the
window period.

After computation of abnormal return, we
compute the average abnormal return (AARs) for each
event date is calculated as simple average of abnormal
returns for each day across the sample.

1 N
AAR, =) AR,

i=1

Where,

AAR, = average abnormal return for day t in the
window period, and

N = number of events in the sample.
The statistical significance of AAR, is measured
through the student t statistic as specified below.

AAR

TKAARgzsgzzzés

Finally, we calculate the cumulative average
abnormal returns (CAARIi) which are the sum of the
individual average abnormal returns over the period of

time. The cumulative average abnormal returns
( CAAR, ) for a given period is determined as follows,
T
CAAR, =D AAR, 6)
i=1
Where,

AR, = abnormal return of stock i on day t, and
R; = the rate of actual return of stock i on day t in the
window period.

a) Hypotheses
This study is conducted with the following
hypotheses.

H,: Stock split announcements have significant
impacts on the share prices of the stocks traded on
CSE.

H,: Colombo Stock Exchange (CSE) is consistent
with the semi-strong form efficient market.

V. EMPIRICAL RESULTS

We present descriptive statistics for each of the
sector stocks returns in our sample. The mean (Mean),
standard deviation (StDev), minimum (Min), maximum
(Max) and skewness (Skew) were calculated for each of
the 52 companies’ stocks over the 4-year period and are
reported in table 2. The returns for 9 sectors stocks
showed positive skewness, an indication that the return
distributions of the stocks in our sample have a 67%
(NSSA-43) of being positive. The positive skewed
companies would be more attractive for investors to
invest in future.

.Table 2 . Descriptive and Statistical Information for Sectors

Sector Sample Mean(%) St.Dev Min (%) Max (%) Skew NSSA
Companies

Banks, Finance and | 14 -0.3552 0.7165 -1.4800 1.3002 0.8102 19

Insurance

Hotels and Travels 07 -0.4202 1.4752 -4.3859 2.3966 -0.7752 09

Manufacturing 06 -0.5960 1.1650 -2.9976 2.4063 0.6266 07

Beverage, Food and | 02 0.2049 3.7049 -5.3927 9.6629 0.8815 02
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Tobacco

Chemicals and | 01 -1.1810 3.4450 -7.2421 7.3963 0.6992 02
Pharmaceuticals

Trading 03 -0.7301 2.8135 -3.9823 4.8072 0.8513 03
Health Care 02 0.12831 2.13019 -4.0586 5.1095 0.27838 | 02
Land and Property 01 1.2516 4.0075 -4.4444 10.6219 1.1477 01
Information 01 -1.7101 3.05314 -8.8273 3.5647 -0.7065 01
Technology

Services 01 -0.0080 1.4051 -3.1425 2.4162 -0.1880 02
Diversified Holdings 06 -0.8210 1.8126 -3.8646 3.4741 0.6364 06
Investment Trust 03 -1.0756 1.9893 -5.8545 3.2945 -0.0386 04
Power and Energy 01 0.4974 3.8569 -6.7198 8.8464 0.3476 01
Plantations 04 -0.4995 2.0089 -6.8652 3.2363 -1.3946 05

Note : ‘Mean’ is the AAR for each sector over the sample period; ‘StDev’ is the standard deviation of returns while
‘Min” and ‘Max’ are the minimum and maximum AAR respectively; ‘Skew’ is the skewness for each of the sectors
stock distributions; ‘NSSA’ refers to the number of stock split announcement events for each stock in the study;
‘Sector’ refers to the sector classification for each firm as classified on the CSE

Table 3, presents the daily percentage average
abnormal returns (AARs %), daily percentage cumulative
average abnormal returns (CAARs %) and T value of
AARs % of the 21 days window period. T (AARSs)

indicates significance for the investigation period (t= -10
to +10). The number of events with positive and
negative abnormal returns in each day is summarized
under the column plus: minus sign.

Table 3 . Average Abnormal Returns (AARs) of Overall Sample

Event | AARs | CAARs . + -

Date | % % T(ARs) | Sig- | gjon

-10 0.05 0.05 0.072 31:33
-9 0.47 0.51 0.678 25:39
-8 -1.26 -0.80 -1.840 * 16:48
-7 -0.60 -1.86 -0.867 21:43
-6 -0.25 -0.84 -0.362 23:41
-5 -0.78 -1.03 -1.136 20:44
-4 -0.65 -1.43 -0.942 27.37
-3 -0.10 -0.75 -0.150 23:41
-2 0.32 0.22 0.470 33:31
-1 -0.32 | 0.01 -0.460 33:31
0 1.46 1.14 2.119 *x 33:31
1 -1.63 -0.17 -2.370 *x 20:44
2 0.17 -1.46 0.245 27.37
3 -0.563 | -0.36 -0.771 24:40
4 -0.72 | -1.25 -1.046 25:39
5 -1.10 | -1.81 -1.5694 20:44
6 -024 | -1.33 -0.348 27:37
7 -0.74 | -0.98 -1.076 23:41
8 -1.04 | -1.78 -1.515 18:46
9 -1.06 | -2.10 -1.5639 19:45
10 -0.53 | -1.59 -0.773 22:42

** Significant at 5 %
* Significant at 10%

The values of AARs presented in table 3 shows
that they are fluctuating returns both positive and
negative returns around the event day. These are
positive on 30 percent (3days) before and 10 percent (1
day) after the event day. It is negative on 70 percent (7
days) before and 90 percent (9 days) after the event
day. During the 21 days selected for the study, the AARs
are negative for more number of days than they are
positive both pre and post the event day. Therefore, the

trend indicates that it is possible to earn negative returns
on most majorities of the days around the event day.
The number of positive versus negative sign is 33:31 on
the event day and 20:44 on day 1.

The level of significance is used 5% and 10%. In
this study, the AARs is significantly lower during pre-split
period except day “- 8” which is statistically significant at
10 % level. This significant AARs of -1.26% recorded in
the period prior to the announcement date reflect
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leakage of the information (Insider information -
directors, senior officers or major shareholders). This
may be information of stock split declaration leaks out to
the market before the announcement made by the
companies. We also find magnitude of the share price
reaction of AARs on day 0 is positive of 1.46 %, this is
statistically significant at 5% level. This implies that the
market absorbs very quickly the favorable signal
released by the announcement of the stock split made
by the companies. Therefore, this evidence suggests
that on the stock split announcement day O provide
stronger signal to the market than other days. This is
clearly shown that stock split announcements provide
stronger significant positive information to the firms.
Results here support the first hypothesis H,: Stock split
announcements have significant impacts on the share
prices of the stock traded on CSE. Therefore, the H; is
accepted. Surprisingly, the largest significant negative
AARs of -1.63% is found on day +1, which refers to the
first day after the announcement is made due to bad
signal in the market. It is statistically significant at 5 %
level. This means that the return is negative on average
during the immediate day after the event day at 95% of
the chance.

Evidence depicts the CAARs during the (-10, -1)
period is -3.1% and the CAARs for the (0, +10) period is
-6 %. Finally it is -2% over the window period of 21

days. These negative CAARs during the widow period
disclosures recommend that stock split announcement
do convey information which market uses in revising
their stock prices. This speed response has the potential
of generating negative AARs based on publicly available
information, which runs counter to the semi- strong
efficient market hypothesis. This quick responsiveness
may be attributed to a fast in disseminating the stock
split information to market participants. It may be a
result of the efficiency of the information dissemination
process. Under semi- strong efficient market, nobody
would be able to earn abnormal returns using the
available information. Semi-strong form tests are the test
of the speed of the price adjustments to publicly
available information. This similar evidence can be
found in stock price reaction to stock split, Fama, Fisher,
Jensen and Roll.(1969) found that there was
considerable market reaction prior to the stock split
announcement and the CAARs tapered off after the
event day. They concluded that the market is efficient in
the semi-strong form. The investors cannot earn
abnormal returns by trading in the stocks after the stock
split announcements. Results here confirm the second
hypothesis H,t Colombo Stock Exchange (CSE) is a semi-
strong form efficient market for the sample companies
within the study period. Therefore the H, is accepted.

Figure 7. AARs and CAARs Values
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Figure 1 shows that the value of AARs and
CAARs has minor fluctuating yield that is both positive
and negative before and after the event day. This is
clear that positive significant AARs and CAARs are
earned on the day of the split announcement. It is
confrmed that the market perceives stock split
announcement as good information about the future of
the firm. This also confirms our hypotheses.

© 2013 Global Journals Inc. (US)

Table 4 : Direction of Abnormal Returns (ARs) on

Day 0
Direction Number of | Percentage of
Events Events
Positive 33 52%
Negative 31 48%
Total Events 64 100




In addition, table 4 indicates that ARs are evenly
distributed over the window period for the 64 events.
Results shown as 52 % of the days are positive
abnormal returns and 48% of the days are negative
abnormal returns. When we compute ARs into AARs
(Day “0"=1.46%) which indicates more favorable
positive signals than negative signals since some of the
sample companies ARs are greater and compensate
the negative or less ARs of other sample companies.

V. DiscussiON

To test the impact of stock split announcements
on stock prices by examining the sample of 64 events
from 52 companies in different sectors of emerging
market of the Colombo Stock Exchange (CSE) during
the period 2009 to 2012. The results of the study show
that there is dominant pattern in negative average
abnormal returns (AARs) around the window period.
However, AARs of 1.46% are statistically significant (t =
2.119) at 5% level on the announcement date.
Therefore, there is a positive quick market response to
announcements on the event day. The empirical results
of this study are consistent with many theoretical models
suggest that announcement of stock split convey
favourable information  about future  operating
performance of the companies. The findings of the
market reaction to stock split announcement support the
informational content of the stock split which
promulgates the manager’'s assessment of future
potential growth of the firm.

The cumulative average abnormal returns for
the (0, +10) period is -6%. This quick response to the
split announcements of the sample companies is
potentially due to the relatively higher liquidity of stocks.
It indicates that there seem to be significant perfections
in the process of generation and transmission of
information in addition to the timing of the response
being influenced by the liquidity of stock trading.
Further, the result of the study shows evidence for an
increase in the liquidity of the stock after the ex - split
days. It confirms liquidity hypothesis. The quick and
speed adjustment of price in the post split period to
information implies that the market is informational
efficient. This is support with informational dissemination
process. The dissemination of information is
fundamental to get better investment decisions by
academicians, practitioners, policy makers and
investors for making suitable policy formulations for their
companies.

In Sri Lanka, there is less evidence documented
than developed and other developing market related to
stock split announcements and stock price behaviour in
CSE. The sample size was very low, so that the results
of the study were only indicative. The market response
on stock split announcements is significant which shows
split do signal good information to the market’s future

prospects and it confirms that in signaling hypothesis.
This finding is consistent with work of Gunnathilaka and
Kongahawatte, (2011) on stock price behaviour of CSE in
Sri Lanka.

This study support the semi-strong form of
efficient market hypothesis, it is inconsistent with work of
Dissa Bandara,D.B.P.H.and Perera,K,D,I(2011). They
studied the impact of dividend announcements of CSE
in Sri Lanka. On the other hand, the study of
P.Samarakoon (2005) in Colombo Stock Exchange of
Sri Lanka reveals that results also confirmed that the Sri
Lankan Stock market is indeed predictable and
inefficient in the sense of weak - form market efficiency.
The result found here contrast with the finding on semi-
strong form of efficient market hypothesis. Furthermore,
G.Abeyratna, W.M.Guneratne Bandara and
S.R.N.Colombage (1999) in Colombo Stock Exchange
of Sri Lanka tested the semi — strong version of efficient
market hypothesis. The study indicates that the majority
of the sectors (11 out of 14 sectors) are not a semi —
strong form of efficient market which had not
independent relationship with the market. This finding
also contradicts semi- strong form of efficient market
hypothesis.

VI. CONCLUSION

The study examined stock split announcements
in Sri Lanka, in particular whether or not announcements
of stock splits impact on stock price movement and
then test semi strong form efficiency holds for the
emerging market of Colombo Stock Exchange (CSE) in
Sri Lanka. This study addresses how and when does the
Sri Lankan stock market respond to announcement of
stock splits? This issue is investigated using the
standard event study methodology.

The study finds significant market reactions on
the split announcement day. The information of the split
is absorbed by the market on the event day (Day “0”),
indicating information efficiency. It is evident from the
empirical results of the event day that provide
statistically significant at 5% level. The shareholders are
able to earn positive AARs of 1.46% to the split
announcement day. They obtain positive AARs 24% of
the days (16 days) and negative AARs 76% of the days
(5 days) surround the 21 days window period. This
indicates that most of the days earned negative AARs
around the event day. There is an evidence of a negative
anticipatory effect (CAARs = -3.1%) during the pre
announcement period (-10,-1) and also large negative
CAARs (-6%) is observed during the post
announcement period of (0, 10) due to investors
adjustment quickly to the information and a less amount
of time passes before the prices fully incorporates
relevant information in split announcement. This speed
response has the potential of negative generating
abnormal retuns based on publicly available
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information, which runs counter to the semi strong
efficient market hypothesis. Above findings reveal that
average abnormal returns are positive significant to the
stock split announcement day and sample companies
of Colombo Stock Exchange is a semi strong form
efficient market. However, capital market efficiency not
only depends on information such as historical price,
public and private information but also on the
implementation of the existing rules and regulations of
the stock market and administrative efficiency of the
same.

There are fewer attempts taken to study of stock
split announcement and impact on stock prices in Sri
Lankan context. The future research could be extended
on this phenomenon for different sectors and
comparison for effect of bonus issue and cash dividend
announcement. Also this study could be further
expanded in other areas like right issue, earnings,
mergers and acquisitions, stock repurchases and their
impact on stock prices. Furthermore, a study can be
conducted to extend this study too, since this study
considers only a limited number of variables. It is
obvious that economic, political variables and trading
frequency may be important for determinations of stock
prices.
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Appendix 1 reports 3 events and their respective alphas and betas for the study period 2009.
Appendix 1
Event | Sample  Company | Stock Name Sector Announcement | & yij
Name Date
1 Hotels and Travel 11-May-09 -2.40576
Hotel Services SERV-N-000 0.00155
2 Asiri ASIR-N-0000 Health Care 14-Dec-09 0.00246 0.60909
3 Chevron LLUB-N-0000 | Manufacturing 18-Dec-09 0.00258 0.26779
Appendix 2 presents 30 events and their respective alphas and betas for the study period 2010.
Appendix 2
Eve | Sample Company | Stock Name Sector Announcement a ,B
nt Name Date
1 Renuka Holdings RHL-X-0000 Hotels and Travel 26-JAN-10 0.004609 0.333366
2 Renuka Holdings RHL-N-0000 Hotels and Travel 26-JAN-10 0.031743 -1.27129
3 Tokyo Cement TKYO-N-0000 | Manufacturing 01-FEB-10 0.003023 -0.07086
4 Banks, Finance and
Sampath SAMP-N-0000 | Insurance 25-MAR-10 0.005059 0.052902
5 Kelani Cables KCAB-N-0000 | Manufacturing 31-MAR-10 0.00686 0.075029
6 Sunshine Holding SUN-N-0000 Diversified Holdings 05-APR-10 0.009102 1.291998
7 Banks, Finance and
SMB Leasing SEMB-N-0000 | Insurance 21-APR-10 -0.00359 0.628033
8 Banks, Finance and
First Capital CFVF-N-0000 | Insurance 20-MAY-10 -0.00193 0.173858
9 Banks, Finance and
Amana ATL-N-0000 Insurance 16-JUN-10 0.000825 -0.45432
10 COMB-N- Banks, Finance and
Commercial Bank | 0000 Insurance 21-JUN-10 0.000792 -0.4527
11 COMB-X- Banks, Finance and
Commercial Bank | 0000 Insurance 21-JUN-10 -0.00113 0.028093
12 Hemas Holdings HHL-N-0000 Diversified Holdings 08-JUL-10 -0.00183 -0.0213
13 TWOD-N- Land and Property
Touchwood 0000 15-JUL-10 -0.0024 -0.06802
14 Vidullanka VLL-N-0000 Power and Energy 27-JUL-10 0.000794 0.034896
15 John Keells JKL-N-0000 Services 31-AUG-10 -0.00056 0.071952
16 Trans Asia TRAN-N-0000 | Hotels and Travel 06-SEP-10 0.005327 -0.31998
17 CFT CFT-N-0000 Trading 17-SEP-10 0.001422 -0.59678
18 Watawala WATA-N-0000 | Plantations 27-SEP-10 -8.2E-05 -0.03268
19 Richard Pieris RICH-N-0000 Diversified Holdings 08-OCT-10 -0.00265 0.101513
20 | Aitken Spence SPEN-N-0000 | Hotels and Travel 11-OCT-10 0.001285 0.330631
21 Banks, Finance and
Sampath Bank SAMP-N-0000 | Insurance 12-OCT-10 0.011779 -0.00031
22 | Ceylon Investment | CINV-N-0000 Investment Trust 26-0CT-10 0.008561 0.003394
23 Elpitiya Plantations | ELPL-N-0000 Plantations 26-0OCT-10 0.004877 0.167485
24 Central Industries CIND-N-0000 | Manufacturing 28-0OCT-10 0.005478 -0.49875
25 Kelani Tyres TYRE-N-0000 | Manufacturing 08-NOV-10 0.003004 0.37409
26 Bogawantalawa BOPL-N-0000 | Plantations 22-NOV-10 0.007586 0.735569
Tea
27 Ceylon  Guardian Investment Trust
Inv GUAR-N-0000 22-NOV-10 -0.00211 0.067851
28 Banks, Finance and
Lanka Orix Leasing | LOLC-N-0000 | Insurance 22-NOV-10 0.006327 -0.12693
20 Aitken Spence Hotels and Travel
Hotel AHUN-N-0000 26-NOV-10 0.006435 0.118968
30 Nawaloka Health Care
Hospitals NHL-N-0000 29-NOV-10 0.002443 0.112295
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Appendix 3 shows 27 events and their respective alphas and betas for the study period 2011.

Appendix 3
Events | Sample Stock Name Sector Announcem | O Jij
Company ent Date
Name
1 Vallibel Finance | VFIN-N-0000 Banks, Finance and Insurance 8-Feb-11 0.009655 | -0.72266
2 Browns Beach BBH-N-0000 Hotels and Travel 8-Mar-11 0.001546 | 0.626757
3 Nat. Dev. Bank NDB-N-0000 Banks, Finance and Insurance 5-Apr-11 0.003721 -0.14971
4 Singer Sri | SINS-N-0000 Trading 6-Apr-11
Lanka 0.005827 | 0.123497
5 HNB HNB-X-0000 Banks, Finance and Insurance 6-Apr-11 0.003802 | -0.27814
6 HNB HNB-N-0000 Banks, Finance and Insurance 6-Apr-11 0.005609 | -0.09584
7 Malwatte MAL-N-0000 Plantations 8-Apr-11 0.003772 | 0.118374
8 Malwatte MAL-X-0000 Plantations 8-Apr-11 0.008026 | -0.98219
9 E- Channelling ECL-N-0000 Information Technology 18-Apr-11 0.00433 -0.05195
10 Fort land CFLB-N-0000 Diversified Holdings 6-May-11 0.011536 | 0.074609
11 Serendib Hotels | SHOT-N-0000 | Hotels and Travel 6-May-11 0.007764 | -0.83452
12 Serendib Hotels | SHOT-X-0000 | Hotels and Travel 6-May-11 0.00853 -0.4377
13 Pan Asia PABC-N-0000 | Banks, Finance and Insurance 8-Jun-11 0.009338 | -0.15463
14 Union UAL-N-0000 Banks, Finance and Insurance 29-Jun-11
Assurance 0.003927 | 0.165377
15 JKH JKH-N-0000 Diversified Holdings 30-Jun-11 0.003415 | -0.06713
16 Ahot Properties | AHPL-N-0000 Hotels and Travel 1-Jul-11 -0.00365 | 0.027075
17 Trans Asia TRAN-N-0000 Hotels and Travel 4-Jul-11 0.003151 | -0.06361
18 Print Care PLC | CARE-N-0000 | Manufacturing 4-Jul-11 -0.00296 | 1.098619
19 Tea TSML-N-0000 Beverage, Food and Tobacco 5-Jul-11
Smallholder 0.002558 | 0.218206
20 John Keells JKL-N-0000 Services 5-Jul-11 -0.00289 | -0.31359
21 Cold Stores CCS-N-0000 Beverage, Food and Tobacco 18-Aug-11 -0.00916 | 1.034091
22 Central Finance | CFIN-N-0000 Banks, Finance and Insurance 25-Aug-11 -0.00212 | 0.174668
23 Commercial COMB-X-0000 | Banks, Finance and Insurance 15-Sep-11
Bank -2.4E-05 | -0.05674
24 Commercial COMB-N-0000 | Banks, Finance and Insurance 15-Sep-11
Bank -0.00034 | 0.010417
25 Eastern EMER-N-0000 | Trading 20-Sep-11
Merchant 0.025433 | 1.044238
26 Morisons MORI-N-0000 Chemicals and Pharmaceuticals 28-Dec-11 0.013374 | -0.08958
27 Morisons MORI-X-0000 Chemicals and Pharmaceuticals 28-Dec-11 0.011019 | 0.29546
Appendix 4 describes 4 events and their respective alphas and betas for the study period 2012.
Appendix 4
Events | Sample Company | Stock Name Sector Announcement Date | & B
Name
1 Kandy Hotels KHC-N-0000 Hotels and Travel 17-JAN-2012 0.002461 | -0.60909
2 HDFC HDFC-N-0000 | Banks, Finance and | 08-MAR-2012
Insurance 0.008199 | -0.2713
3 Swarnamahal Fin | SFS-N-0000 Banks, Finance and | 02-APR-2012
Insurance 0.007692 | -0.1961
4 Regnis REG-N-0000 Manufacturing 04-APR-2012 0.003098 | -0.29366
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Lamps - A Pattern of Financing to Tribes under
Cooperative Sector in Mayurbhanj District of
Odisha (India)

Alaka Manjari Bhuyan ¢, Dr. Upendra Nath Sahu ° & Dr. Priti Ranjan Hathy °

Absiract - India has the second largest tribal population in
world. Tribal people, scheduled castes and tribes constitute
the poor and weakest section of India’s population.

Orissa is the 9™ largest State with an area of 155,707
km2, and 11th largest in terms of population with 41.94 million
people, about 3.47 percent of India®s population, as per the
provisional estimates of 2011 census. In the development of
the tribal areas, the cooperatives, of late, have been playing an
important role, provision of credit, marketing and procurement
of tribal produce, distribution of agricultural inputs, fertilizer,
consumer goods etc, are all under taken by the cooperatives
in tribal areas.

The objective of this paper is to critically review major

tribal policies, programmes and an impact study on the socio-
economic status of the tribal's resulting from the service
rendered by the LAMPS in Odisha. The paper also tries to
review various methods i. e the quantative measurement and
qualitative assessment of the services rendered by the
LAMPS, the pattern of financing to the tribal’s and conducting
an impact study on the economic status of the tribal’s resulting
from the service rendered by the LAMPS in Mayurbhanj district
in Odisha.
Keywords : socio-economic Status, fund utilization
Jlarge-sized agricultural and mulfi-purpose  societies
(LAMFS); analysis & analysis of variance (anova),
cooperative banking system.

l. [NTRODUCTION

disha, one of the most illustrious states of India,
Ois gifted with the oldest and richest cultural

heritage. Mayurbhanj is the largest district of
Odisha, in a developing stage, presents a panorama of
many millennia in the human history. Mayurbhanj has
crossed the geographical boundary and has achieved
worldwide recognition for its beauty, vigor and Marvel of
Arts. The forest is the important source of earning of the
Government and the inhabitants as well. Timber fuel,

Author e * B. B. College, Mayurbhary, Odisha.

E-mail : alakarmanjari@rediffmail.com

Author o : Deputy Secretary, Govt of Orissa, Bhubaneswar.

Author p . Ph. D in Business Administration, Ph. D in Computer
Science, MCA, MBA, M.Sc (Mathematics), Department of Computer
Application, Government FPolytechnic, Bhubaneswar, Orissa, India.
E-mail : pritiranjanhathy@yahoo.com

wood, leather, cans, bamboo, kendu leaves constitute a
major revenue of the district. Mayurbhanj district is
divided into 4 subdivisions, 26 Tehsils, 26 C.D. Blocks,
382 gram Panchayats, 28 Police Stations, 4 Towns, 6
Fire Stations, 3950 Villages and 10 assembly
constitutions .

II.  REVIEW OF LITERATURE TRIBES OF
MAYURBHAN]

Mayurbhanj is the largest and most tribally
concentrated district of Odisha. Out of 62 tribal
communities found in Odisha, 45 types of tribes are
found in Mayurbhanj alone which comes under Tribal
Sub-Plan Scheme. They belong to different social stock,
speak languages from different families and show
considerable variation in their basic economy.
Economically, they are most vulnerable among the
weaker sections of the community.

Inadequate health service is another matter of
great concern. The health centers are not yet available in
the backward, remote, hilly areas where the tribal
concentration is very high.

Despite the progress made by Commercial
Banks and Regional Rural Banks in dispensation of
production and investment credit to seasonal agriculture
operations and other allied activities, the agricultural
credit co-operatives continued to be the principal
institutional agencies in the sphere of agricultural
activities. The main thrust at present is on gearing up the
co-operative credit institutions to meet the credit needs
of the weaker sections of the society. The Primary
Agricultural Credit Societies (PACS) in the tribal areas
have been restructured as Large sized Agricultural
Multipurpose Society (LAMPS) so as to provide a
package of service of credit, marketing and supply of
consumer articles to the tribal at a single contact point.

LAMPS are functioning in the district of
Mayurbhanj to provide credit facilities to the rural poor.
The Large size Multipurpose Cooperative Societies are
popularly known as LAMPS. Accordingly 223 LAMPS
were set up in 118 Blocks spread over 9 Districts by the
end of 1977-78 in Orissa while 53 LAMPS were
organized in Mayurbhanj district in Odisha.
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TRIBALS IN INDIA AND THE
DEVELOPMENT POLICY

[11.

Relating to the developmental proposition of the
tribal in India different plan programmes and
developmental strategies have been implemented since
long back, right from 1949 to 21% century. Though
various attempts have been made by the Government,
Non-Government and Voluntary Organizations for the
uplift of tribal people, but these efforts are found to be
paralyzed because plan and performance are two
means of economic development. Plan without
performance is meaningless and performance without
plan is uneconomic. Hence the Tribal in India have
the focal point both state and Central Govt. for lifting
them up and to create them as an asset for nation.

In Odisha the tribal population varies from
district to district in the state. In Odisha there have
been 62 tribal communities and 13 primitive tribal
groups constituting 19.42 % of the total population of
the state.

Mayurbhanj is a tribal dominated district. Out of
62 types of tribals in Odisha, Mayurbhanj houses 30
tribes according to 2001 census.

IV. THE TRIBAL PROBLEM

Tribals in India as well as Odisha and
Mayurbhanj have been experiencing diverse problems.
Taking the advantage of their illiteracy, simplicity and
ignorance, the money lenders, the middle man and of
unscrupulous trader enter in to the tribal regions and
exploit them through various dubious means. Besides,
they are also facing problems of land alienation,
exorbitant rate of interest, wide spread poverty and
indebtedness, bondage, exploitation, leading to sell of
child and starvation death. The main problem among
these is poverty and indebtedness. Majority tribes live
under poverty line. Indebtedness is almost inevitable ,
since heavy interest is to be paid to these money
lenders.These miseries of tribals are due to rapid growth
of population, pressure on land holdings, illiteracy,
deforestation, inadequate infrastructural and social
service facilities etc.

V. COOPERATIVE APPROACH FOR TRIBAL
DEVELOPMENT

To eliminate the age old exploitation and
repression of tribals in different economic activities,
LAMPS (Large sized Multipurpose Cooperative
Societies) are created at block level with branches .
Accordingly 223 LAMPS were setup in 118 Blocks
spread over 9 districts by the end of 1977-78 in Odisha
while 53 LAMPS were organized in Mayurbhanj District.
For credit purposes, the LAMPS have to be serviced by
the Central Cooperative banks (CCB), for supply of input

© 2013 Global Journals Inc. (US)

and marketing and agricultural produce to the Regional
Cooperative marketing Society (RCMS) and marketing
for minor forest produce to the Tribal Development
Cooperative Societies (TDCS).

To save the poor cultivators from the
exploitation of the money-lenders, the cooperative
movement started in Odisha as early as in 1903. By the
cooperative  credit societies Act, 1904 several
cooperative societies were established in North Odisha.

VI.

The tribals live with inadequate food, insufficient
clothes and temporary shelters. The tribals are where
they were inspite of the implementation of many
programmes specially meant for them. LAMPS are
based on services motive. In the Cooperation
philosophy, service predominates profit. LAMPS offer
plentiful opportunities to empower the tribal to face the
challenges and problems. Thus it is imperative to
pursue a study on the role of the LAMPS in Mayurbhanj,
an economically tribal district in Odisha.

VII.

The purpose of the study endeavours to
undertake a comprehensive enquiry into the following:

e  Studying the membership coverage into cooperative
fold and pattern of financing to the tribal’s,

e Studying the marketing of agricultural and forest
minor produce of tribal’s by the LAMPS,

e Conducting an impact study on the economic status
of the tribal’s resulting from the service rendered by
the LAMPS,

e Examining the socio-economic factors responsible
in detaching the tribal’s from the rest population,

e Observing the professionalism in the LAMPS ,and

e Suggesting necessary policy measure to be
pursued by LAMPS to minimize the big gap
between the tribal and non-tribal.

RELEVANCE OF THE STUDY

OBJECTIVE OF THE STUDY

VIII.  SCOPE AND LIMITATION OF THE STUDY
The study pertains to both quantative
measurement and qualitative assessment of the

services rendered by the LAMPS to the tribals in
Mayurbhanj district. While an indepth analysis on the
role of the LAMPS in the uplift of the tribals in
Mayurbhanj is undertaken, a general and brief
discussion is devoted for the LAMPS operating in the
other districts of Odisha. The study reference period of
the study covers fifteen years viz. from 1992-93 to 2006-
07.

IX. HYPOTHESIS

Tribals are beset with numerous problems in
respect of poverty, unemployment, indebtness,
communication inability, depopulation and migration.



Still they are the people of simple living without high
thinking. The exploitation of their simplicity by other
worsens their economic status. LAMPS are the kingpins
of the cooperative banking system. They are the base
level institutions with direct contact with the tribals living
in the countryside. LAMPS work with cooperative sprit
and strength. They may persuade, motivate and
socialize the tibals towards desirable direction.

X.  STATISTICAL METHODOLOGY

Mayurbhanj is an economically backward as
well as a tribal district in Odisha. The study will be
pursued with both primary and secondary data. The
secondary data required for the study will be collected
from the Audit reports of LAMPS of Mayurbhanj Central
Cooperative Bank. For the impact study, out of 53
LAMPS, 5 LAMPS will be considered at random. Again
10% of tribal beneficiary from the LAMPS so selected will
be examined and analysed in details.

Y = 1(Xq Xp Xg Xy X5 Xg X7 X5 X9 X109 X11 X12)
Where Y = Development
Composition of members
Borrowing & SAO -
Working capital -
Cost of management -
Working fund -
Total demand -

w o

Investment

o

KX ARX XXX

Receipt of deposit -
Loans & advances -

Consumer business
o Fund utilization -
11 Total collection -

Consistent with the objective of the study
different techniques are used for the analysis of data.
The data analyses are undertaken mostly with the help
of several managerial and statistical devices,
comparative and experimental methods of analysis are
adopted. Various statistical tools like Coefficient
Variation, t-test, Correlation coefficient, Multiple
Regression Analysis & Analysis of Variance (ANOVA) are
adopted for analysis. Here, for regression analysis and
for other statistical tool is used to examine the cause,
result, effect and trend.

a) Functional Analysis

In order to examine the contribution of the
factors in causing more development of tribal, linear
model is used. The analysis is based on multiple
regression technique. The specification and justification
of variables included in the analysis are used as

R ]

-
o

X X X X X X

The form of equation fitted for production is given below linear model

o
to know the data variation collected from the study area. Formula of coefficient of variation is CV.=—=x100.

The correlation co-efficient is a statistic
descriptive of the magnitude of the relation between two
variables. The main purpose of the study is to find out
the relationship between the variables.

b) Karl Pearson’s Coefficient of Correlation

Correlation in statistics refers to relationship
between any two, or more variables. Two variables are
said to be correlated if with a change in the value of one
variable there arises a change in the value of another
variable.

1) that there is linear relationship between the two
variables;

2) that the two variables are casually related which
means that one of the variables is independent and
the other one is dependent; and

3) a large number of independent causes are
operating in both variables so as to produce a
normal distribution.

There are different methods of studying
correlation between any two or more series. But for

measuring the correlation between any two variables i.e.

X
simple correlation, Karl Pearson’s co-efficient method is
used.

Karl Pearson’s Coefficient of Correlation (r) =

N XY - XY
INY X2 -G X2 N Y2 - (XY )
X = given, or reduced values of the first variable

Y = given, or reduced value of the second variable, and
N = number of pairs of observations of X and Y.

The value of r’ lies between +1.

Positive value of 'r’ indicates positive correlation
between two variables, changes in both the variables
take place in same direction, where as negative values
of " indicates a negative correlation i.e. changes in the
two variables taking place in opposite direction. A zero
value of 'r’ indicates that there is no association between
two variables.

c) The students t-test of the null hypothesis

Which follows t-distribution with (n-1) degrees of
freedom.
We compute the t-statistic for each Ci
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The null hypothesis is C, = 0. t=

*

*

Mean sum of square of explained sum square

sele)

d) Analysis of Variance test
In the analysis, the total variations are split into explained and unexplained variation. This suggests that one
can compute an analysis of variance type of table for analysis.

F-statistic is computed as

N

Thus, greater the value of U the stronger the evidence that Ci is statistically significant.

2

Mean sum of square of residual sum square

so, F =

since our model consists of five explanatory variable

y; 2
2 %—1_ szxiz

Table 7 . Analysis of variance Table for Two-way Anova

2 2

The null hypothesis H, is C; = 0

T

n-k

if U<t (tabulated), we accept the null hypothesis i.e. we accept that Ci is not significant.

A

if t>t (tabulated), we reject the null hypothesis and we accept the alternative one. i.e. Ci is statistically significant.

if calculated F > tabulated F with (k-1) and (n-k) degrees of freedom with chosen level of significance we reject the
null hypothesis and accept that the data is significant.
If calculated F < tabulated F, then we accept the null hypothesis and conclude that data is not significant

Source of | Sum of | Degrees of | Mean square (MS) F-ratio
variation squares(SS) freedom
(d.f)
Between columns (T- )2 (T)z (c-1) SS between columns MS between columns
treatment 17 (c-1) MS residual
n, n
)
Between rows (T 2 (T 2 (r=1) SS between rows MS between rows
treatment i NS (r-1) MS residual
s n, n
Residential or | Total SS - (SS | (c-1)(r-1) MS residual
error between columns c=N(r-1
+ SS  Dbetween
rows)
Total 2 (c, r-1)
T
M)
sx. N

Steps involved

Where, the total value of individual item (or their coded
values as the case may be) in all the samples and call it

i. Use the coding device, if same simplifies the

task.

© 2013 Global Journals Inc. (US)

i. Find T = Total of all the values individual items

(or their coded value)

()

ii. Correction factor = N




v. Find out the square of all the item values (or Xiii.

Mean square = MS (between column) =
coded value)

SS between columns
C-1
xiv. MS (between rows) = SS between rows
(ry
< T xv. MS (Residual error) = SS residual
S = Total SS = X" - n (0_1) (r_1)

v. Total variance = sum of squares of deviation

2
T, " (1) XI.  EMPIRICAL ANALYSIS OF TRIBAL
, SS bet | s M n DEVELOPMENT UNDER COOPERATIVE
v etween colimns = SECTOR RENDERED BY LAMPS IN
MAYURBHAN] DISTRICT
() _(ry | o
L — The tribal of of Mayurbhanj district lives with
vii.  SS petweenrows =3 n inadequate food, insufficient clothes and temporary
shelters. In spite of implementation of many pro-
viii., Error variance = SS for residual = Total SS -

grammes and policies the livelihoods of tribal are not so
developed. Though LAMPS offer plentiful opportunities
to empower tribal, the tribal faces many challenges.
Statistical tools like Mean, standard deviation, co-
efficient of variation, correlation co-efficient, multiple
regression, ratio has been adopted to examine the
cause, effect and trend for the development of tribal

(SS between columns + SS between rows)
iX. Degree of freedom for total variance = (C.r— 1)

X. Degree of freedom for variance between
columns = C -1

X 9egre1e of freedom for variance between rows e co-operative sector. To accomplish the objectives
== of the study i.e. performance, professionalism, role,
xii.  Degree of freedom for residual variance = (c-1)  spirit and strength of the LAMPS in the uplift of the tribal

(r-1) in Mayurbhanj district different techniques considered
for the following analysis.

lable 2 : Mean, Standard Deviation and Coefficient of Variation (C.V.)
of various factors under the LAMPS [SIRSA]

Year 2013

W
O

Factors Mean S.D. C.V.
Composition of members (X,) 4504.40 +322.71 7.16
Receipt of deposit (X,) 23.60 +32.44 137.46
Borrowing & SAO (X,) 11369.80 +4916.80 43.24
Loans & advances (X,) 10787.20 +4940.10 45.80
Working capital (Xs) 13739.40 +49894.06 36.35
Investment (Xg) 1703.00 +609.48 35.79
Cost of management (X) 517.40 +174.14 33.66
Consumer business (Xg) 2993.40 +986.67 32.96
Working fund (Xg) 13671.80 +5006.24 36.62
Fund utilization (X,,) 3145.60 +14530.65 461.94
Total demand (X,,) 16965.60 +4495.61 26.50
Total collection (X;,) 12321.40 +3673.59 29.81

In the above table it is observed that there is
less variation in case of Composition of members (X;)
followed by Total demand (X;;), this shows more
consistency of data collected from the study area. It is

is more variation

also found that in case of the Fund utilization (X,,) there
i.e. 461.94, which shows
consistency of data in the study area so far as utilization
of fund is concerned.

Table 3 . Mean, Standard Deviation and Coefficient of Variation (C.V.)

of various factors under the LAMPS [KULIANA]

Factors

Mean

S.D.

C.V.

Composition of members (X,)

4010.80

+ 456.64

11.39
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Receipt of deposit (X,) 242.80 +128.93 53.10
Borrowing & SAO (X,) 12121.00 +7152.08 59.01
Loans & advances (X,) 16489.40 +3912.47 23.73
Working capital (Xs) 20682.80 +4166.45 20.14
Investment (X;) 3019.20 +835.68 27.68
Cost of management (X) 415.20 +100.51 24.21
Consumer business (Xg) 3218.00 +1751.23 54.42
Working fund (Xg) 20560.20 +4166.36 20.26
Fund utilization (X,,) 45166.00 +7470.79 16.54
Total demand (X,,) 22054.20 +3161.39 14.33
Total collection (X;,) 13836.80 +3568.00 25.79

In the above table it is observed that there is
less variation in case of Composition of members (X,)
followed by Total demand (X;;), this shows more
consistency of data collected from the study area. It is
also found that in case of the Borrowing (X;) there is
more variation i.e. 59.01, which shows less consistency
of data in the study area so far as borrowing & SAO is
concerned.

c) Mean, Standard Deviation and Coefficient of
Variation (C.V.) of various factors under the LAMPS
[DEUL[]

It is observed that there is less variation in case
of Composition of members (X;) followed by Working
fund (X), this shows more consistency of data collected
from the study area. It is also found that in case of the
Fund utilization(X,,) there is more variation i.e. 118.16,
which shows less consistency of data in the study area
so far as Fund utilization is concerned.

d) Mean, Stanadard Deviation and Coefficient of
Variation (C.V.) of various factors under the LAMPS
[CHITRADA]

It is observed from the analysis that there is less
variation in case of Receipt of deposit (X,) followed by
Composition of members (X,), this shows more
consistency of data collected from the study area. It is
also found that in case of the Borrowing (X;) there is
more variation i.e. 52.57, which shows less consistency
of data in the study area so far as Fund utilization is
concerned.

e) Mean, Standard Deviation and Coefficient of
Variation (C.V.) of various factors under the LAMPS

[BETNOTI]
It is also observed that there is less variation in

case of Fund utilization (X) followed by Borrowing (Xs),
this shows more consistency of data collected from the
study area. It is also found that in case of the Working
capital (Xg) there is more variation i.e. 245.63, which
shows less consistency of data in the study area so far
as working capital is concerned.
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1 Mean, Standard Deviation and Coefficient of
Variation (C.V.) of various factors under the LAMPS

[BAISINGA]
It is observed that there is less variation in case

of Composition of members (X,) followed by Cost of
management (X;), this shows more consistency of data
collected from the study area. It is also found that in
case of the Investment (X;) there is more variation i.e.
53.76, which shows less consistency of data in the study
area so far as Investment is concerned.

g) Mean, Standard Deviation and Coefficient of
Variation (C.V.) of various factors under the LAMPS

[BANGRIPOSI]
It is also observed that there is less variation in

case of Composition of members (X,) followed by Cost
of management (X,), this shows more consistency of
data collected from the study area. It is also found that
in case of the Investment (X,) there is more variation i.e.
53.76, which shows less consistency of data in the study
area so far as Investment is concerned.

h) Mean, Sitandard Deviation and Coefficient of
Variation (C.V.) of various factors under the LAMPS
[BISO/]

It is observed that there is less variation in case
of Composition of members (X;) followed by Consumer
business (Xg), this shows more consistency of data
collected from the study area. It is also found that in
case of the Receipt of deposit (X,) there is more
variation i.e. 131.19, which shows less consistency of
data in the study area so far as Receipt of deposit is
concerned.

/) Mean, Standard Deviation and Coefficient of
Variation (C.V.) of various factors under the LAMPS
[BADAMTALIA]

It is observed from the analysis table that there

is less variation in case of Composition of members (X,)

followed by Total collection (X,,), this shows more

consistency of data collected from the study area. It is
also found that in case of the Consumer business (Xg)
there is more variation i.e. 223.65, which shows less
consistency of data in the study area so far as
Consumer business is concerned.



Table 4 :Mean, Standard Deviation and Coefficient of Variation (C.V.)

of various factors under the LAMPS [JOSHIPUR]

Factors Mean S.D. C.V.
Composition of members (X,) 6318.40 +1201.19 19.01
Receipt of deposit (X,) 59.20 82.68 139.66
Borrowing & SAO (Xy) 14885.80 11159.14 74.97
Loans & advances (X,) 14018.40 4896.43 34.93
Working capital (Xs) 15029.60 3724.41 24.78
Investment (Xg) 1389.00 815.64 58.72
Cost of management (X) 477.60 164.82 34.51
Consumer business (Xg) 2895.40 1954 .54 67.51
Working fund (X,) 1925.00 3577.36 185.84
Fund utilization (X,g) 31261.20 8990.13 28.76
Total demand (Xy,) 19255.00 8598.22 44.65
Total collection (X;,) 16148.20 5541.97 34.32

In the above table it is observed that there is
less variation in case of Composition of members (X;)
followed by Working capital (X,), this shows more
consistency of data collected from the study area. It is
also found that in case of the Working fund (X,) there is
more variation i.e. 185.84, which shows less consistency
of data in the study area so far as Working fund is
concerned.

It is observed from the above tables that in most
of the Large size multipurpose cooperative societies
(LAMPS) there are less variation in case of Composition
of members. But there diverge among the LAMPS so far
as more variation is concerned.

i) In case of Co-operative Sector SIRSA, DEULI and
CHITRDA the study reveals that Fund utilization as
the less consistency.

i) In case of Co-operative Sector KULIANA the study
reveals that Borrowing as the less consistency.

i) In case of Co-operative Sector BETNATI the study
reveals that Working capital as the less consistency.

iv) In case of Co-operative Sector BAISINGA and
BANGRIPOSI the study reveals that Investment as
the less consistency.

v) In case of Co-operative Sector BISOI the study
reveals that Receipt of deposit as the less
consistency.

vi) In case of Co-operative Sector BADAMITALIA the
study reveals that Consumer business as the less
consistency.

vii) In case of Co-operative Sector JOSHIPUR the study
reveals that Working fund as the less consistency.

However, it is more importance to examine the
relationship of one factor to another than to measure
performance in either alone, relationship among factors
can be studied by adopting the method of correlation
(n.

To evaluate performance of LAMPS in the study
area it is customary in measurement to describe the
correlation between two tests as high, marked or
substantial, low or negligible. Here the descriptive level
applied as -

* 'r from 0.00 to =0.20 denotes negligible

relationship (weak)

xx 'r' from +£0.20 to =0.40 denotes low correlation

(moderate)

*** - 'r from =0.40 to =0.70 denotes substantial or

marked relationship (good)

**** *r’ from =0.70 to =1.00 denotes high or very high

relationship (strong).

XII. COEFFICIENT OF CORRELATION (R)
Table 5 . Correlation Coefficient ("r’ value) between factors in case of SIRSA

Factors Compo | Receip | Borro- | Loans Workin | Invest- | Cost of | Cons- Workin | Fund Total Total
-sition t of | wing & | & g ment manag | umer g fund | utilizati | dema | colle-
of deposit | SAO advanc | capital | (Xe) ement busine | (Xo) on (Xy0) | nd ction
memb X2) (X3) es (X4) (Xs) X7) SS (Xg) (X41) X12)
ers (Xy)

Composition of | 1.00

members (X,)

Receipt of | - 1.00

deposit (X,) 0.70**
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with  borrowing, investment ;
investment and total collection.

In case of Co-operative Sector CHITRADA there
exists strong and positive correlation between
composition of members with receipt of deposit,

borrowing  with

© 2013 Global Journals Inc. (US)

Borrowing & | 0.93** | - 1.00
SAO (X,) * 0.56**
Loans & | 098 | - 0.97** | 1.00
advances (X,) *x 0.67** *x
Working capital | 0.96** | - 0.97** | 0.99** | 1.00
(XS) * % 0'54** ** **
Investment (X,) | 0.66** | - 0.91** | 0.98** | 0.95** | 1.00
* 0'77** ** ** **
o Cost of | 0.69** | - 0.62** | 0.73** | 0.62** | 0.83** | 1.00
> management * 0.93** | * o * *x
(@] * %
. X2)
E Consumer - 0.99** | - - - - - 1.00
o business (Xs) 0.69%* | ** 0.59** | 0.69** | 0.56** | 0.78** | 0.96**
Working  fund | 0.96** | - 0.97** | 0.99** | 1.00* | 0.95** | 0.62** | - 1.00
(Xg) * % 0'54** ** ** ** * % * 0'56**
= Fund utilization | 0.96** | - 0.98** | 0.99** | 0.97** | 0.97** | 0.76** | - 0.96** [ 1.00
;: (X10) * % 0'72** ** ** ** * % * 0'74** * %
',: ** kk
> Total demand | 0.59** | -0.27** | 0.37** | 0.54** | 0.58** | 0.61** | 0.33** | -0.21** | 0.58** | 0.43** | 1.00
; (XH) * * * * * *
© Total collection | 0.93** | - 0.81** | 0.90** | 0.82** | 0.95** | 0.86** | - 0.82** [ 0.91** | 0.52** | 1.00
7 (X12) * % 0-91** * % ** * % * % ** 0.89** * % ** *
'_L' ** * %
§ . . . . . .
. ltreveals from the above table that correlation coefficient loans & advances, working capital, working fund
5 ("r') value — and fund utilization.  There also exists weak
; 1. In case of Co-operative Sector SIRSA there exists correlation between composition of members with
= strong and positive correlation and changes in total collection ; receipt of deposit with borrowing,
@) same direction in most of the cases between investment ; borrowing with investment and total
- compositions of members with other factors collection ; receipt of deposit with total demand ;
5 considered for the study. There also exists weak borrowing with investment; working capital with total
2 correlation between consumer business and total demand; working fund with total demand.
22 demand. 5. In case of Co-operative Sector BETNATI there exists
7 2. Incase of Co-operative Sector KULIANA there exists strong and positive correlation in most of the cases
% strong and positive correlation only between between composition of members with other factors
@ composition of members with investment, fund considered. It is also found that correlation matrix
2 utilization and weak relationship with loan & between the most of factors shows high relationship
° advances, Rest of factors shows good or moderate i.e. strong relationship. This indicates that Betnati
a . . . . .
< relationship. It is also found that there exists weak Co-operative sector have utmost role for the
<, relationship between working capital with cost of development of tribal in the study area.
g management ; borrowing with loans & advances, 6. In case of Co-operative Sector BAISINGA there
= working capital, cost of management ; fund exists strong and positive correlation in most of the
5 utilization with total demand. cases between composition of members with other
= 3. In case of Co-operative Sector DEULI there exists factors considered. It is also found that correlation
5 strong and positive correlation in most of the cases matrix between the most of factors shows high
- between compositions of members with other relationship i.e. strong relationship. This indicates
g factors considered. There also exists weak that Baisinga Co-operative sector have attitude
o correlation between composition of members with towards development of tribal in the study area.
receipt of deposit and borrowing ; receipt of deposit 7. In case of Co-operative Sector BANGIRIPQOSI there

exists strong and positive correlation in most of the
cases between composition of members with other
factors considered. It is also found that correlation
matrix between the most of factors shows high
relationship i.e. strong relationship. This indicates



that Bangiriposi Co-operative sector have significant
role for the development of tribal in the study area.

8. In case of Co-operative Sector BISQOI there exists
strong and positive correlation in most of the cases
between composition of members with other factors
considered. There also exists weak correlation
between composition of members with total
collection; receipt of deposit with consumer
business, total demand; borrowing with consumer
business, total demand, total collection; loans &
advances with total demand, total -collection;
working capital with consumer business, total
demand; investment with total demand; consumer
business with working fund; working fund with total
demand.

9. In case of Co-operative Sector BADAMITALIA there
exists strong and positive correlation in most of the
cases between composition of members with other
factors considered. There also exists weak
correlation between composition of members with
cost of management and total collection; receipt of
deposit with working capital, fund utilization, total
demand, total collection; loans & advances with
cost of management, total collection; working
capital with total collection; investment with cost of
management, total collection; cost of management
with consumer business, fund utilization; consumer
business with total collection.

10. In case of Co-operative Sector JOSHIPUR there
exists strong and positive correlation in most of the
cases between composition of members with other
factors and rest of factors concerned shows good
or moderate relationship. There also exists weak
correlation between receipt of deposit with cost of
management, consumer business; borrowing with
loans & advances, consumer business; loans &
advances with working capital, consumer business,
working fund; consumer business with total
demand, total collection.

XIII. REGRESSION RESULTS

Below table describes the main regression
results. It shows the effect of the indicators adopted for
the study. An analysis has been made to know the effect
and significant contribution of factors towards
development of tribal under LAMPS in the study area.
For multiple regression analysis Independent variables
taken are
(1) Independent variables are X,

Xz,xs,X4,X5,X6‘X7,X8,X9,X1o‘X11,X12
(2) Dependent Variable — Development (Y)

Table 6 . Effect of factors for development of tribal
under Co-operative sector SIRSA

Coefficients

Unstandardized |Standardized
Factors Coefficients Coefficients
B Beta
(Constant) |-509.245
X, 0.495 0.793
X, 1.331 0.076
Xiq 0.159 0.232
Xis 4,352 0.052

In most variables the calculated value of the
coefficient (Beta) in the regression equation is either
perverse or insignificantly different from zero. It shows
the factor borrowing (X;) have more effect on
development in the study area. Next followed by the
factor “total demand’ have effect on development.
Factors like cost of management and total collection
have positive impact on development. It is observed that
the borrowing and SAO has some contribution towards
development of tribal in case of co-operative sector
SIRSA in the study area.

Table 7 : Effect of factors for development of tribal
under Co-operative sector KULIANA

Coefficients

Unstandardized | Standardized

Factors Coefficients Coefficients
B Beta

(Constant) |-2436.017

X, 0.129 0.519

Xq 0.483 0.475

Xi0 0.230 0.964

Xis 9.258 0.186

In most variables the calculated value of the
coefficient (Beta) in the regression equation is perverse.
It shows the factor fund utilization (X,,) have more effect
on development in the study area. Next followed by the
factor “borrowing’ have effect on development of tribal.
Factors like consumer business and total collection
have positive impact on development. It is observed that
the fund utilization have significant contribution towards
development of tribal under co-operative sector
KULIANA in the study area.

¢c) Effect of factors for development of tribal under Co-
operative sector DEUL/

In most variables the calculated value of the
coefficient (Beta) in the regression equation is either
perverse or insignificantly different from zero. It shows
the factor total collection (X,,) have more effect on
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development of tribal. Next followed by the factor receipt
of deposit have effect on development of tribal. Factor
like borrowing have positive impact on development. In
another case factor like investment have negative
impact on development in the study area. It is observed
that the total collection have significant contribution
towards development of tribal under co-operative sector
DEULI in the study area.

a) Effect of factors for development of tribal under Co-
operative sector CHITRADA

In most variables the calculated value of the
coefficient (Beta) in the regression equation is perverse.
It shows the factor composition of members (X;) have
more effect on development in the study area. Next
followed by the factor “total collection’ have effect on
development of tribal. Factors like cost of management
and consumer business have positive impact on
development. It is observed that the composition of
members have significant  contribution  towards
development of tribal under co-operative sector
CHITRADA in the study area

e) Effect of factors for development of tribal under Co-
operative sector BETNATI

In most variables the calculated value of the
coefficient (Beta) in the regression equation is perverse.
It shows the factor borrowing (X;) have more effect on
development in the study area. Next followed by the
factor “total demand’ have effect on development of
tribal. Factors like loans & advances and total collection
have positive impact on development. It is observed that
the borrowing have significant contribution towards
development of tribal under co-operative sector
BETNATI in the study area in comparison to rest of the
factors.

) Effect of factors for development of tribal under Co-
operative sector BAISINGA

In most variables the calculated value of the
coefficient (Beta) in the regression equation is either
perverse or insignificantly different from zero. It shows
the factor borrowing (X;) have more effect on
development of tribal. Next followed by the factor total
collection have effect on development of tribal. Factor
like investment have positive impact on development. In
another case factor like cost of management have
negative impact on development in the study area. It is
observed that the borrowing have significant
contribution towards development of tribal under co-
operative sector BAISINGA in the study area.

qg) Effect of factors for development of tribal under Co-
operative sector BANGIRIPOS/

In most variables the calculated value of the
coefficient (Beta) in the regression equation is either
perverse or insignificantly different from zero. It shows
the factor borrowing (X;) have more effect on

© 2013 Global Journals Inc. (US)

development of tribal. Next followed by the factor cost of
management have effect on development of tribal.
Factor like investment and total collection have negative
impact on development in the study area. It is observed
that the borrowing have significant contribution towards
development of tribal under co-operative sector
BAISINGA in the study area.

h)  Effect of factors for developrment of tribal under Co-
operative sector BISO/

In most variables the calculated value of the
coefficient (Beta) in the regression equation is perverse.
It shows the factor investment (X;) have more effect on
development in the study area. Next followed by the
factor “consumer business’ have effect on development
of tribal. Factors like receipt of deposit and total
collection have positive impact on development. It is
observed that the investment have significant
contribution towards development of tribal under co-
operative sector BISOI in the study area in comparison
to rest of the factors considered for the study.

i) Effect of factors for development of tribal under Co-
operative sector BADAMTALIA

In most variables the calculated value of the
coefficient (Beta) in the regression equation is perverse.
It shows the working capital (X5) have more effect on
development in the study area. Next followed by the
factor “composition of members’ have effect on
development of tribal. Factors like receipt of deposit and
total collection have positive impact on development. It
is observed that the working capital have significant
contribution towards development of tribal under co-
operative sector BADAMTALIA in the study area in
comparison to rest of the factors.

Table 8 : Effect of factors for development of tribal
under Co-operative sector JOSHIPUR

Coefficients

Unstandardized Standardized
Factors Coefficients Coefficients
B Beta
(Constant) | 5100.626
Xs 0.227 0.915
X4 0.183 0.324
X -6.884 -0.049
Xio 3.366 0.067

In most variables the calculated value of the
coefficient (Beta) in the regression equation is either
perverse or insignificantly different from zero. It shows
the factor borrowing (X;) have more effect on
development of tribal. Next followed by the factor loans
& advances have effect on development of tribal. Factor
like total collection have positive impact on development
of tribal. In another case factor like consumer business



have negative impact on development in the study area.
It is observed that the borrowing have significant

XIV.

contribution towards development of tribal under co-
operative sector JOSHIPUR in the study area.

ANALYSIS OF VARIANCE

In the analysis, the total variations are split into explained and unexplained variation.

Table 7 . Analysis of Vvariance (ANOVA) for the factors considered under Cooperative sector SIRSA in the study area

Source of | Sum of Square Degree Mean Square F-statistic
variation of (Calculated)
Freedom
gguvee” 535776701.7667 | 4 133944175.442 | 6.9840

Between

Row & | 5403027336.4170 | 55 08236860.6621 | 5.1222
Column

Between | 1559169606.1830 | 11 414469954.198 | 21.6111
Column

(F;errs('ﬁ)“a' 843857730.2333 | 44 19178584.7780

Total 10061.8833 59 100657695.562

Tabulated value of F-test at 5% level of
significance for (11,4) degree of freedom = 3.3567 and
tabulated value of F-test at 1% level of significance for
(11,4) degree of freedom = 5.2167

In case of the above table between the factors
(row) and between the factors (column) are significant.

The calculated value is 6.9840 and 21.6111 respectively.
This shows calculated "F' value is more than tabulated
"F" value both at 5% and 1% level of significance.
Between the factors (Row & column) it shows
significance only at 5% level. Here the calculated valued
is 5.1222.

Table & . Analysis of Variance (ANOVA) for the factors considered under Cooperative
sector KULIANA in the study area

Source of variation Sum of Square Degree of Freedom | Mean Square F-statistic (Calculated)
Between Row 134199891.7667 4 33549972.9417 2.4576
Between Row & Column 9805036064.8330 55 178273382.9970 13.0590
Between Column 9204373321.0000 | 11 836761211.0000 | 61.2948
Residual (error) 600662743.8333 44 13651425.9962
Total 9939235956.6000 | 59 168461626.3830
Tabulated value of F-test at 5% level of In case of the above table between the factors

significance for (11,4) degree of freedom = 3.3567 and
tabulated value of F-test at 1% level of significance for
(11,4) degree of freedom = 5.2167.

In case of the above table between the factors
(column) and between the factors (row & column) are
significant. The calculated value is 61.2948 and 13.0590
respectively. This shows calculated "F’ value is more
than tabulated "F' value both at 5% and 1% level of
significance. Between the factors (row) it shows
insignificant. Here the calculated value is 2.4576.

c) Analysis of \Varance (ANOVA) forthe factors
considered under Cooperative sector DEUL/ in the
Study area

Tabulated value of F-test at 5% level of
significance for (11,4) degree of freedom = 3.3567 and
tabulated value of F-test at 1% level of significance for

(11,4) degree of freedom = 5.2167

for all the sources of variation is insignificant. It is found
that calculated "F’ value is less than tabulated "F’ value
both at 5% and 1% level of significance.

d) Analysis of Variance (ANOVA) for the factors
considered under Cooperative sector BETNATI in
the study area

Tabulated value of Fiest at 5% level of
significance for (11,4) degree of freedom = 3.3567 and
tabulated value of F-test at 1% level of significance for
(11,4) degree of freedom = 5.2167.

In case of the above table between the factors
(column) and between the factors (row & column) are
significant. The calculated value is 29.8480 and 6.7696
respectively. This shows calculated "F’ value is more
than tabulated "F’' value both at 5% and 1% level of
significance. Between the factors (row) it shows
insignificant. Here the calculated valued is 1.5111.
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e) Analysis of Variance (ANOVA) for the factors
considered under Cooperative sector BETNATI in
the study area

Tabulated value of F-test at 5% level of
significance for (11,4) degree of freedom = 3.3567 and
tabulated value of F-test at 1% level of significance for

(11,4) degree of freedom = 5.2167

In case of the above table between the factors
for all the sources of variation are highly significant. It is
found that calculated "F’ value is more than tabulated

“F’ value both at 5% and 1% level of significance.

1) Analysis of Variance (ANOVA) for the factors
considered under Cooperative sector BAISINGA in
the study area

Tabulated value of F-test at 5% level of
significance for (11,4) degree of freedom = 3.3567 and
tabulated value of F-test at 1% level of significance for

(11,4) degree of freedom = 5.2167

In case of the above table between the factors
for all the sources of variation are highly significant. It is
found that calculated "F’ value is more than tabulated

"F’ value both at 5% and 1% level of significance.

g) Analysis of Variance (ANOVA) for the factors
considered under Cooperative sector BANGIRIPOS/
in the study area

Tabulated value of F-test at 5% level of
significance for (11,4) degree of freedom = 3.3567 and

tabulated value of F-test at 1% level of significance for
(11,4) degree of freedom = 5.2167

In case of the above table between the factors
for all the sources of variation are highly significant. It is
found that calculated "F' value is more than tabulated
F’ value both at 5% and 1% level of significance.

h) Analysis of Variance (ANOVA) for the factors
considered under Cooperative sector BISO! in the
study area

Tabulated value of F-test at 5% level of
significance for (11,4) degree of freedom = 3.3567 and
tabulated value of F-test at 1% level of significance for
(11,4) degree of freedom = 5.2167.

In case of the above table between the factors
for all the sources of variation are significant. It is found
that calculated "F’ value is more than tabulated "F’
value both at 5% and 1% level of significance.

i) Analysis of Varance (ANOVA) for the factors
considered under Cooperative sector BADMTALIA
in the study area

Tabulated value of F-test at 5% level of
significance for (11,4) degree of freedom = 3.3567 and
tabulated value of F-test at 1% level of significance for
(11,4) degree of freedom = 5.2167.

In case of the above table between the factors
for all the sources of variation are significant. It is found
that calculated "F' value is more than tabulated "F’
value both at 5% and 1% level of significance.

Table 9 . Analysis of Variance (ANOVA) for the factors considered under
Cooperative sector JOSHIPUR in the study area

Source of | Sum of Square Degree of | Mean Square F-statistic
variation Freedom (Calculated)
Between

Ao 367006834.0667 | 4 91751708.5167 26721
Between

Row & | 5947394860.6670 | 55 108134452.0120

Column 4.3278
Between 4848010667.5330 | 11 4407282425030 17.6390
Column

(F;errs(')?)“a' 1099384193.1330 | 44 24986004.3894

Total 6314401694.7330 | 59 107023757.538

Tabulated value of F-test at 5% level of
significance for (11,4) degree of freedom = 3.3567 and
tabulated value of F-test at 1% level of significance for
(11,4) degree of freedom = 5.2167.

In case of the above table only between the
factors (column) is significant. The calculated value is
17.6390. This shows calculated "F' value is more than
tabulated ‘F’ value both at 5% and 1% level of
significance. Here it is also found that between the
factors (row) and between the factors (row & column)
shows insignificant and the calculated value is 3.6721
and 4.3278 respectively. This shows calculated "F’
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value is less than tabulated "F’ value both at 5% and 1%
level of significance.

XV.  ASSET/LIABILITY RATIO ANALYSIS

The Asset/Liability Ratio can be a useful quick
tool in evaluating credit. Debt Ratio is a financial ratio
that indicates the percentage of a co-operative sector’s
assets that are provided via debt. It is the ratio of total
debt (the sum of current liabilities and long-term
liabilities) and total assets (the sum of current assets,
fixed assets, and other assets such as 'goodwill).



17 2007-08 0.46

Deht ratio = M 18 2008-09 0.61
Total Asscts 19 2009-10 | 0.69
The higher the ratio, the greater risk will be 20 2010-11 0.69
associated with the firm's operation. Total liabilities 21 2006-07 0.65
divided by total assets. The debt/asset ratio shows the 22 2007-08 0.73
proportion of the co-operative sector assets which are 23 | BETNOTI 2008-09 0.75
financed through debt. If the ratio is less than 0.5, most 24 2009-10 0.77
of the sector’s assets are financed through equity. If the 25 2010-11 0.65
ratio is greater than 0.5, most of the sector’s assets are 26 2006-07 0.50
financed through debt. Co-operative sector with high g; BAISINGA 288288 82;
debt/asset ratios are said to be "highly leveraged," not '

. L . . 29 2009-10 0.45
highly liquid as stated above. A sector with a high debt 30 5010-11 051
ratio (highly leveraged) could be in danger if creditors 31 5006-07 0:61
start to demand repayment of debit. 30 2007-08 0.77

XVI.  ASSET/LIABILITY RATIO OF SELECTED gj BANGRIPOSI gggg?g 8';3

LAMPS IN THE STUDY AREA 35 5010-11 0.72

Ratio-iabilty o 36 2006-07 | 0.81

SL. | LAMPS Period asset 37 2007-08 0.65
1 2006-07 0.63 38 | BISOI 2008-09 0.81
> 2007-08 0.83 39 2009-10 0.65
3| SIRSA 2008-09 | 0.74 40 2010-11 | 0.63
4 200910 | 0.69 A1 200607 | 0.76
5 2010-11__ | 0.67 42 2007-08 | 0.67
6 2006-07 0.68 43 | BADAMTALIA 2008-09 0.98
7 200708 | 0.76 a4 2009-10 | 0.95
8 | KULIANA 2008-09 | 0.75 45 2010-11 | 0.82
9 2009-10 | 0.65 46 2006-07 | 0.66
10 2010-11__ | 0.68 47 2007-08 | 0.80
1 2006-07 0.45 48 | JOSIPUR 2008-09 0.87
12 2007-08 | 0.45 49 2009-10 | 0.86
13| DEULI 2008-09 | 0.44 50 2010-11 | 0.62
14 2009-10 0.53 The above liability to asset ratio (proportion)
15 2010-11 0.74 represented through trend analysis below.
16 | CHITRADA 2006-07 0.41

0.65 -

0.6 -

Proportion

0.55 -

Fig.13. Ratio : Liability to Asset Trends of Cooperative Sector DEULI

T T T T
2006-07 2V 2008-09 2009-10 2010-11
) 4;/,4//,,,”’7 - ¢

Period
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Proportion

0.65 -

0.55

Fig.18. Ratio : Liability to Asset Trends of Cooperative Sector BISOI
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XVII.  SUMMARY AND CONCLUSION

The purpose of this study is to identify the role
of TRIBAL DEVELOPMENT UNDER COOPERATIVE
SECTOR and the performance evaluation of LAMPS in
Mayurbhanj District (India). The research problem have
been persuaded to accomplish the objectives
analytically.

For the analysis and interpretation of the study,
data have been selected from primary and secondary
sources. The primary data has been collected from the
selected block area by conducting a sample
questionnaire survey. Mayurbhanj is a tribal dominated
district having 26 blocks. Based on the above sampling
design, the data have been collected . The secondary
data has been collected from various published sources
of the Central and State Government such as the
Census of India volumes, statistical abstract, selected
socio-economic  statistics, per capita Net State
Domestic Product of States, different websites,
Economic Survey, Central Government Publications,
District Statistical Hand books has been used in this
study. Though LAMPS offer plentiful opportunities to
empower tribal, the tribal faces many challenges.
Statistical tools like Mean, standard deviation, co-
efficient of variation, correlation co-efficient, multiple
regression, ratio has been adopted to examine the
cause, effect and trend for the development of tribal
under co-operative sector. To accomplish the objectives
of the study i.e. performance, professionalism, role,
spirit and strength of the LAMPS in the uplift of the tribal
in Mayurbhanj district different techniques have been
analysed and interpreted .

It is observed from the above tables that in most
of the Large size multipurpose cooperative societies
(LAMPS) there are less variation in case of Composition
of members. But there diverge among the LAMPS so far
as more variation is concerned.

© 2013 Global Journals Inc. (US)

It is observed that the fund utilization have
significant contribution towards development of tribal
under co-operative sector KULIANA . The total collection
and composition of members have significant
contribution towards development of tribal under co-
operative sector DEULI and CHTRADA respectively in
the study area.

It is also found that the borrowing have
significant contribution towards development of tribal
under co-operative sector BETNATI and BAISINGA in
the study area in comparison to rest of the factors and
have significant contribution towards development of
tribals . A review of the flow of funds to these micro-
projects suggests that, although there is a standing
instruction that 75 percent of the grant is to be spent on
income generation programmes, in practice, since the
state government is suffering a financial crunch and is
unable to provide the necessary expenditure, there is
often a slippage of funds from the programme head to
the establishment head. Inconsistencies in the flow of
funds are observed in respect of the period of release
and quantity of funds allotted. This affects the physical
achievements of the project and their impact on the
development of vulnerable communities. As a result, the
timely supply of various inputs, of institutional credit, and
of training in improved dry-land farming and
dissemination of knowledge on crop diversification are
yet to have much impact on these communities

Like all financial ratios, a co-operative sector
debt ratio should be compared with their industry
average or other competing firms. Total liabilities divided
by total assets. The debt/asset ratio shows the
proportion of the co-operative sector assets which are
financed through debt. The relationship between the
category of borrower like marginal, small, large with all
most all the micro factors showing good and strong
degree of relationship, which means borrower increases
the micro factors considered in the study area and vice



versa. It can be concluded from the above table that the
relationship between the borrowers with the micro
factors, changes in same and positive direction, it
shows micro factors considered for the study have
positive roles for development of tribal in Mayurbhan;
district. The district of Mayurbhanj is extremely important
from anthropological point of view. It is inhabited by all
the Scheduled tribe found in the eastern region of India.
the Adivasis of Mayurbhanj though not educated and
advanced in their day to day lives, still have a great
culture of their own. They are simple, credulous and
gullible people who even in the scientific age also
believe in magic, witch craft, spirit and ghost. For
generations they have been exploited by their non-tribal
counter parts. Thus their life style is less in tune with the
vein of Society. The problem of moneylending in
Scheduled Areas in which tribals live has not been
solved through regulation, as desired by the state.
Money lending has inflated the interest rate and
encouraged bonded labour in tribal areas. The
functioning of credit institutions in Orissa does not have
organic linkages with tribal marketing networks and
such formal institutions have not been attuned to the
needs of the tribal economy. The state government has
not been able to make effective use of penal provisions
in the legislation to counter evasion by moneylenders.
Unless tribal people are provided with long-term support
to increase their purchasing capacity and to enhance
their income level, it is fruitless to expect to see their
socio-economic development. Even though LAMPs
have played a vital role in the advancement of credit
cum marketing of products, it is indispensable to bring
the tribals under cooperative fold for relieving them from
the clutches of the private money lenders-cum-traders.
Because of the ftribals fail to receive a fair and
remunerative return for their products and if the
exploitative elements continue to deny them the fruits of
their labour, mere increase in the financial resources in
five year plans for tribal welfare and execution of tribal
development programmes may not benefit them to the
extent contemplated.
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Risk-Return Analysis of Three Asset Portfolio
using Islami Banks - Evidence from Dhaka Stock
Exchange

Abdul Kadar Muhammad Masum ¢, Dr. Abdul Hamid Chowdhury © & Md. Abul Kalam Azad ?

Abstract - This paper aims at analyzing performance of
Shahjalal Islami Bank Ltd. (SJIBL) at micro level. The study is
based on 18 companies of Dhaka Stock Exchange (DSE). As
population, 93 listed companies of DSE are purposively
selected from a total of 544 companies. Ratio analysis,
Individual stock analysis and Portfolio analysis have done
using data between 2005 and 2011. A three stock porifolio
analysis has been made compiling three financial industries
namely; Banking, Insurance and Financial Institutions.
Evidence from the study reveals that SJIBL has high return and
low risk characteristics. Portfolio result depicts that
combination of Islamic Banks’ (IB) stock in portfolio investment
can accelerate portfolio return and can reduce risk.

I. [NTRODUCTION

slamic Banking has offered a new era of defining risk

return relationship. Traditional theory suggests for

higher return for adopting high level of risk and vice
versa. But IB claims for higher return with relative lower
risk and hence claims an alternative solution for a
sustainable financial future. Firstly, depositor's money
should be considered as equity. This transformation of
depositors as equity reduces the financial leverage ratio
and as a result the risk of IB as measured by standard
deviation of profit profitability declines sharply.
Secondly, the risk in IB depends as the level of the
coverage of interest charges ratio since interest is
omitted in deposit holders and is replaced by profit
sharing the fixed interest payment is completely
eliminated. Therefore, the coverage of interest charge
ration will we either very high meaningless consequently.
However, Qureshi (1984) claims that equity based
financing in the Islamic framework will increase the
exposure of risk.

The prime objective of the paper is to analyze
various profitability ratios and their risk levels of SJIBL
and compare its performance with banking industry in
Bangladesh and to perform Portfolio analysis of SJIBL in
order to determine it's the risk diversification
characteristics.

Authors o p : Assistant Professor, Depariment of Business
Administration, International Islamic University Chiftagong, Bangla-
desh. E-mails . akmmasum@yahoo.com, azadiiuc@gmail.com
Author o Associate  Professor,  Department of Business
Administration, International Islamic University Chittagong, Bangla-
desh. E-mail : ahamidc@gmail.com

11. DATA AND VARIABLES

Sample selection: Out of 22 Industries under
Dhaka Stock Exchange, three Financial Industries (a
total number of 18 out of 93 Companies) are purposively
selected for the study of which SJIBL is one of the main.
These Companies are selected based on their length of
the operation and Paid up Capital. Out of the thirty
Banks, all six privately owned Islamic Banks are
selected for comparison purpose. The reason behind
such selection is the nonexistence of the public Islamic
Banks in the country. Number of Selected Financial
Institutions and Insurance Companies is 4 of 22 and 8 of
41 respectively.

Data Source: Only secondary data is used in
the study using panel data for desired analysis.
Research has been conducted through three different
methods. First, for the last seven years various
profitability ratios and their risk levels (standard deviation
and coefficient of variation) are calculated for SJIBL
only. Second, for four years rates of return of SJIBL’s
stock and standard deviations are compared with the
other common stocks listed in DSE. Third, the behavior
of SJIBL’s stock is investigated in three-stock portfolios
in order to determine a pattern of risk diversification. For
ratio analysis, data is gathered from the financial
statements and annual reports of the individual banks,
annual reports and quarterly statistical bulletins of 2005-
2011.

a) Financial Models

Stock Analysis: When assessing the bank's
performance, income statements do not always reveal
the whole story. To assess a bank's performance
potential, bank stock price movements can be analyzed
(Madura, 1992). Here, the intention is to determine the
risk-return characteristics of the stocks listed in Dhaka
Stock Exchange, and then compare SJIBL stock with
the others. Therefore, the annual returns of each stock
for a period of Four years between 2008 and 2011 are
calculated with the help of a formula shown in Appendix
(Formula 1).

Portfolio Analysis: The portfolio behavior of
SJIBL’s stock is determined by taking the following
steps;
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Firstly, the stocks of 18 actively trading
companies registered with the DSE are classified into

three industries according to their lines of business.
Then each industry's weight has been calculated:

Table 7 Industry Equity (*) (million BD) Weight

SL.No | Name of the Industry Quantity Equity(*) (million BD) Weight (%)
1 Bank (6 out of 30) 06 69318 83%
2 Financial Institutions (4 out of 22) 04 8441 10%
3 Insurance (8 out of 45) 08 5192 7%
Total 18 82951 100

Source . Annual Report of Respective Institutions

Secondly, three-stock portfolios have been
established by taking one stock from each sector every
time. This process resulted in creating 192 portfolios
("®C, = 192). As the weight of stocks in the portfolio, the
weight of the related industry has been used.

In the last stage, returns and standard
deviations of these industries weighted 192 portfolios
have been calculated with the help of a formula shown
in Appendix (Formula 2)

[11. LITERATURE REVIEW

Risk is the potential that a chosen action or
activity (including the choice of inaction) will lead to a
loss (an undesirable outcome). The notion implies that a
choice having an influence on the outcome exists (or
existed). Potential losses themselves may also be called
"risks".

Major Risk faced by Islamic | Major Risks Risk Classification
Banking Products Types of

Contract

Murabahah Credit risk Unsystematic risk
Musharakah Market risk, Agency risk Systematic risk
Mudarabah Market risk, Agency risk Systematic risk

liarah Thumma Al-Bay Credit risk

Unsystematic risk

ljarah Wa Iktina

Operational risk, Payment risk

Unsystematic risk

Salam Delivery risk Systematic risk
Istisna’ Delivery risk Systematic risk
Bay’ Al-Enah Credit risk Unsystematic risk
Tawarrug Credit risk Unsystematic risk
Commodity Murabahah Credit risk Unsystematic risk

Source : Rosli and Zaini (2008)

Khan and Ahmed (2001) discuss that Islamic
banks not only face risks that conventional bank face
but they also have to deal with the new and unique risk
as a result of their unique asset and liability structure.
According to them, this new risk exists due to the
compliance of Shariah requirement. Among the nature
of operations in Islamic financial institutions majority are
based on profit and loss sharing, as such it is perceived
that such transactions pose lower risk. While profit and
loss sharing contracts expose Islamic financial
institutions to a specific risk related the each type of
contract and Qureshi (1984) claims that equity based
financing will increase the exposure of the Islamic bank
to risks.

In the case of Islamic banks, risks will vary
depending upon the types of instruments used in the
transactions either in deposit or financing. Sundararajan
and Errico (2002) and Venardos (2006) argue that
Islamic banks will face greater challenges in identifying
and handling risk than conventional banks because of
the complexities arising from the nature of the risk for

© 2013 Global Journals Inc. (US)

each contract and profit loss sharing concept of certain
financing product.

While, Rosly and Zaini (2008) and Hassan and
Dicle (2005) discuss that, the nature of risk faced by the
capital owners in an Islamic bank varies and is unique in
accordance to the types of financial instruments it uses,
the people it hires to manage the bank and its degree of
transparency.

Rosly and Zaini (2008) explain that risk
associated with each single product can further be
broken down into major and non-major risk. Major risk
means the risk that dominates the product in use. Due
to the unique nature in each product offered by Islamic
banks, Kahf (2005) argues Islamic banks need variant
“risk  identification = processes”,  different  risk
management approaches & techniques and require
different kind of supervision as well. Table | identifies
major risk for each type of contracts or instruments used
in Islamic banks.

According to Turen (1996) and Sundararajan
and Errico (2002), Islamic financial institutions can be



riskier than conventional financial institutions due to
several reasons including the specific nature of risk and
unlimited number of ways to finance a project using
either profit & loss sharing or non-profit & loss sharing
contracts. Lack of standardization in each type of
contract is also another factor that is why Islamic
financial institutions are riskier than its companion.
Akkizidis and Khandelwal (2008) explains that
the scarcity of hedging instrument, undeveloped inter-
bank money markets and a market for government
securities which are Shariah compliant, make Islamic
financial institutions more vulnerable to unfavorable
events than conventional financial institutions. Cihak and

Hesse

(2008)

financial system.

Table Il shows that Return on Assets of SJIBL is
higher than the commercial banking sector. Risk of such
profitability was measured by coefficient of variation
depicts much smaller
commercial banking sector. So, risk position of SJIBL is

V.

also argues

result for

that

ANALYSIS

lower than other commercial banks.

Table 2. Ratio Analysis of SJIBL in comparison with Total Banking Industry

Return on assets (%) Gross income/risk weighted assets | Return on Equity

Years | *Allbanks | **SJIBL | *Allbanks | **SJIBL *All banks **SJIBL
2005 0.70 1.72 4.41 5.15 15.01 34.46
2006 0.79 217 4.45 6.43 14.13 38.44
2007 0.89 2.60 4.66 7.10 13.78 23.21
2008 1.16 2.26 5.10 6.14 15.60 25.58
2009 1.37 2.08 5.03 5.26 21.72 25.10
2010 1.78 3.01 4.01 4.59 20.97 30.71
2011 1.52 1.26 418 3.72 20.31 25.51
Mean | 1.17 2.16 4.55 5.48 17.36 29.99
SD 0.40 0.56 0.41 0.94 3.48 6.33
C\V. 0.34 0.26 0.09 0.17 0.20 0.21

Islamic  financial
institutions pose risk to the financial system that in many
regards differ from those posed by the conventional

SJIBL than the

Source : *Bangladesh Bank Report, **Annual Report of Respective Banks

The above figure shows that ROA of SJIBL for
the period of 2005-2011 results all time higher than that
of all bank average for the same period. It signifies
average higher return of SJIBL compared to all banks
average. However, the ROA also signifies that the overall
performance of the management to generate profit for
the period is high. Table also reveals that Gross
income/risk weighted assets on average is higher in
SJIBL than the commercial banking sector. With the

profitability of equity holders, measured by net profit
after tax over total equity, SJIBL results higher than the
industry average. The standard deviation of SJIBL is
higher than other commercial banks. So, in this stage,
risk level of SJIBL is higher than other commercial
banks. The profitability measures used here indicate that
SJIBL has achieved a higher profitability in terms of
ROA, except with a slightly lower ROE ratio.

Table 3 . Average annual returns, standard deviations and coefficient of variations of the stocks registered with
Bangladesh Stock Exchange

S/L Institution Code Average Ranking Standard Ranking of | Coefficient of | Ranking
Annual of AR deviation (SD) | SD variations of CV
Returns (AR) of (AR) (CV)

1 Fereast Islami Life A 0.200 18 0.347 15 1.737 19

2 Social Islami Bank Ltd B 0.236 15 0.274 9 1.163 10

3 Al-Arafah Islami Bank C 0.370 6 0.359 18 0.971 8

4 First Sec. Islami Bank D 0.274 10 0.374 20 1.367 13

5 Exim Bank E 0.287 9 0.338 14 1.179 11

6 Islami bank BD Ltd F 0.148 21 0.051 1 0.344 1

7 Green Delta Ins. G -0.070 26 0.363 19 -5.209 -

8 Reliance Ins. H 0.214 16 0.167 4 0.778 7

9 Shahjalal Islami Bank | 0.378 5 0.251 6 0.663 4

10 ICB J 0.261 13 0.450 24 1.720 18

11 Prime Fin. & Inv. K 0.141 22 0.295 11 2.084 22

12 Premier Les. & Fin. L 0.293 8 0.352 16 1.203 12

13 IDLC Finance M 0.243 14 0.353 17 1.449 16

14 Eastern Ins. S 0.298 7 1.083 26 3.633 24
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15 BGIC O 0.067 24 0.125 3 1.872 21
16 Peoples Ins. P -0.062 25 0.275 10 -4.436 -
17 Pragati Ins. Q 0.071 23 0.214 5 3.019 23
18 Asia Pacific Gen Ins R 0.465 4 0.327 13 0.703 5

Source : Results have been compiled from the panel data.

As is seen from Table lll, the average annual
return of SJIBL has a ranking of five from the top in the
total market. But, if only the commercial banking sector
is considered, SJIBL's stock achieved the best
performance. In terms of standard deviation of annual
returns of SJIBL scored the sixth lowest risks in total
market. But if only commercial banks are considered,
SJIBL has the lowest deviation of annual returns among
all the commercial banks. Ranking by coefficient of

risk. Instead of risk minimization, this finding can be
expressed as profit maximization (the reciprocal of
coefficient of variation), i.e. for a given level of risk, SJIBL
has the fifth highest average return and the highest
average return among all the commercial banks listed in
the stock exchange.

It should be noted that this result does not
necessarily hold in a portfolio context, where the
appropriate risk measure is not only the standard

variation shows that SJIBL has the fourth lowest risk in  deviation or coefficient of variation but is also the
the total stock market. But if only commercial banking  correlation coefficient.
stocks are considered, again, SJIBL offers the lowest
Table 4 . Ranking of (3-stock) 32 Portfolios on the basis of Portfolio Standard Deviation
CODE Portfolio SD Portfolio CV Rank of PCV CODE Portfolio SD Portfolio CV Rank of PCV
IKH 0.2504 0.7300 65 IJA 0.2624 0.7412 81
IMP 0.2511 0.7520 66 UG 0.2625 0.7831 82
IKO 0.2603 0.7824 67 ILH 0.2639 0.7367 83
IKQ 0.2605 0.7823 68 ILO 0.2639 0.7588 84
IKP 0.2607 0.8054 69 ILQ 0.2641 0.7587 85
IMH 0.2608 0.7342 70 ILP 0.2642 0.7798 86
IMO 0.2609 0.7609 71 IKR 0.2645 0.7335 87
IKA 0.2609 0.7629 72 ILA 0.2645 0.7407 88
IMQ 0.2610 0.7605 73 ILG 0.2646 0.7821 89
IKG 0.2610 0.8078 74 IMR 0.2649 0.7144 90
IMA 0.2614 0.7422 75 IJR 0.2659 0.7136 91
IMG 0.2615 0.7841 76 IKN 0.2675 0.7667 92
IJH 0.2618 0.7375 77 IMN 0.2679 0.7460 93
IJO 0.2618 0.7595 78 ILR 0.2680 0.7133 94
luQ 0.2620 0.7594 79 IUN 0.2689 0.7451 101
IJP 0.2622 0.7810 80 ILN 0.2709 0.7442 114

Source : Results have been compiled using Formula 2 (Appendix)

Table IV exhibits the findings of risk-return
positions of portfolios. Out of the total of 192 portfolios,
the results of 32 portfolios have been given. As is seen
from Table lll, the least risky portfolio (INZ) is composed
of the stocks of Shahjalal Islami Bank Limited, United
Leasing and Asia Insurance. In the same way, all

portfolios ranked from the range of 65 to 114. It
assumes that all the portfolios are in moderate risky
position. This fact can be considered as another
evidence of the low risk level of SJIBL and risk reducing
quality of SJIBL's stock in portfolio diversification.

Table 5 Ranking of (3-stock) 32 Portfolio on the basis of Portfolio Return for SJIBL
CODE | Portfolio Ranks of CODE | Portfolio Ranks of
Return PR Return PR
ILR 0.3757 1 IuQ 0.3450 30
IUR 0.3726 2 IJO 0.3447 31
IMR 0.3708 3 IMQ 0.3432 32
ILN 0.3640 7 IKH 0.3430 33
IUN 0.3609 8 IMO 0.3429 34
IKR 0.3606 9 IKA 0.3420 36
IMN 0.3591 10 ILP 0.3388 39
ILH 0.3582 11 ILG 0.3383 41
ILA 0.3571 13 IJP 0.3357 46
IMH 0.3552 14 UG 0.3352 48
IJH 0.3550 15 IMP 0.3339 49
IJA 0.3540 17 IMG 0.3335 50
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IMA 0.3522 20 KQ 0.3330 51
IKN 0.3489 23 KO 0.3327 52
ILQ 0.3481 25 IKP 0.3237 61
ILO 0.3478 26 IKG 0.3231 62

Source : Results have been compiled using Formula 2 (Appendix)

All 32 portfolio returns consisting SJIBL’s stocks
presented in Table V depicts that high portfolio return
has ensured through using SJIBL’s stock. The ranking of
all these portfolios scored from the range of 01 and 62

which means all the top scores are in the favor of SJIBL
advocating for higher portfolio return through mixing
Islimai banks as portfolio asset.

Figure 7. Normal Distribution of Portfolio Return of SJIBL
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Figure |, depicts the normal standard

distribution of the results of the total 192 portfolio return
as ranked and plotted where 1 means top rank and 192
means lowest portfolio return. The return of SJIBL are
almost fitted on the top chart and created a positively
squad normal distribution suggest for higher portfolio
return using Islami banks.

Table 6 . Ranking of Portfolio Performance of SJIBL

Bank Mean Median Rank
AIBL 36.90 39 2
EXIM 90.18 88.50 3
FISBL 104.65 105 4
IBBL 176.5 176.50 6
SIBL 142.65 1445 5
SJIBL 28.09 28 1

A simple ranking analysis among the selected
Islami banks’ portfolio performance as presented in
Table V depicts that SJIBL ranked top in portfolio
performance. The median of total 32 portfolios scored
only 28 and placed SJIBL as first among the other Islami
banks. AIBL, EXIM, FISBL, SIBL and IBBL ranked 2nd,
3rd, 4th, 5th and 6th position respectively. The pioneer
of SJIBL’s portfolio return and overall performance of all
six banks out of total 192 portfolio presumes a high
return and low risk attitude of Islami banks’ in portfolio
performance.

V. FINDINGS

Ratio Analysis: Results from the previous
section shows that SJIBL has performed better on an

average compared to the commercial banking sector as
a whole in terms of its management efficiency (ROA). At
the same time, risk level of this bank is lower as
compared to total Banking Industry. The ratio of gross
income over risk-weighted assets of SJIBL is performing
better than the industry and exhibits a higher risk as
compared to Commercial Banks Industry as a whole. As
for the profitability of equity holders, SJIBL's result is
considerably higher than the industry average. The risk
level of this profitability of SJIBL is higher than the
industry average.

Stock Analysis. If only the commercial banking
sector is considered, SJIBL achieved the first best
performance. As compared to other commercial banks
this higher return might be due to the better risk
management of SJIBL. Profit maximization for a given
level of risk, SJIBL has the fifth highest average return on
DSE, and the highest average return among all the
commercial banks listed in stock exchange, while both
risk and return are simultaneously considered, SJIBL is
superior.

Portfolio  Analysis: In  terms of Portfolio
Coefficient of Variance, it can be considered as an
evidence of the low risk level of SJIBL and risk reducing
quality of SJIBL's stock in portfolio diversification. Again,
considering Portfolio Return, SJIBL’s stock has not only
risk reducing quality (due to low coefficient of correlation
with the stock of other sector) but also generate higher
return in portfolio diversification.
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VII.  APPENDIX
Formula 1
(Pt -Pt-1) + Ct
TP
Where,

Pt = market price at the end of period (t)

Pt - 1 = market price at the end of period (t - 1)

Ct = cash flow income received during the (t) the period
ri = rate of return on common stock (i)

2 N N
O; +ZZ]=1XLX}ULO}TlJ
i=j

1/2

i#

Formula 2
N N
E(Ry) =in. ER)&o0, = Zx?.
j=0 i=0
Here,
E(R,) Portfolio Return
X; Percentage of the Portfolio Investment in (i)
X; Percentage of the Portfolio Investment in (j)
0; Standard Deviation of Returns on Stock (i)
o Standard Deviation of Returns on Stock (j)
E (R)) Return on Stock (i)
Ti Correlation Coefficient between the Returns of Stock (i) and (j)
o Portfolios Standard Deviation
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Prospects Analysis of an Islamic Capital Market
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Abstract - Dominant growth of Islamic financial system has
ushered in a new era of alternative world economic approach-
Islamic Financial System (IFS). It is a well-established fact that
Interest (Riba) has negative comportment for an efficient
capital market. Greedy intent of making quick buck increases
the riskiness of the market. This study ventures deep into full
potential of an Islamic Capital Market (ICM) for the flow of
funds in Bangladesh. Both the international and domestic
challenges are decelerating the opportunities. But, continuous
upsurge of Islamic investors and stable market confidence for
such market might overcome the snags. The present paper
investigates the functioning of Islamic securities and examines
the possibilities of their development within the existing
regulations and economic determinants in Islamic countries for
example Bangladesh.

Keywords . capital market, islamic capital market,
islarmic financial system.

[.  INTRODUCTION

slamic Capital Market refers to the market where

activities are carried out in ways which do not conflict

with the principles of Islam. ICM represents an
assertion of religious law in the capital market tran-
sactions where the market is free from prohibited
activities and elements such as riba (usury), maisir
(gambling) and gharar (ambiguity). A hectic effort has
been put recently on educating western countries on
various types of instruments available in the Islamic
Financial System. Books, reports, websites and seminars
are flourishing. A great deal of marketing has been done
by main financial institutions (DB, Calyon) to advertise for
their Islamic window. In this sense, the purpose of this
research is, therefore, descriptive. This report aims at
investigatating opportunities, needs and challenges of an
Islamic capital market in Bangladesh.

[I.  IstamiC CAPITAL MARKET ON THE
GLOBAL FRONT
Global economy has understood the signify-
cance of Musilm wealth and their perception of investing

in accordance with their own ideology by considering
the following statistics highlighted by Darmin [1]
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* Muslims of the world today are now estimated at
more than 1.5 billion, representing a sizeable 24
percent of total world population of 7 billion.

» Latent Islamic funds in global financial institutions is
said to be at US$1.3 trillion while the Islamic
financial market is estimated at US$230 billion in
size, with an annual growth rate of 12-15 percent.

= There are over 250 Islamic financial institutions
currently operating in about 75 countries worldwide,
with more than 100 Islamic equity funds managing
assets in excess of US$5.0 billion.

Today, the Islamic financial market runs parallel
to the conventional financial market and provides
investors with an alternative investment philosophy that
is rapidly gaining acceptance. In addition, Islamic
financial market does not prohibit participation from
non-Muslims that creates unlimited upside to the depth
and breadth of this market.

[1I.  ProroseD ICM PRODUCTS FOR
BANGLADESH

a) Investment Deposit Cerlificates (Kuwait Finance
House and Sudan Islamic Banks)

Kuwait Finance House (Kuwait) has issued
three types of Investment Deposit Certificates. Profits
are computed annually after deduction of actual
maintenance and overhead expenses at the rate of 2.5
percent of annual returns. In this case, investment is
made for an unspecified period of time. The investor is
free to dispose of the certificates through sale or
alienation, on the condition that he enters that in the
records of the Kuwait Finance House [2].

In Sudan, Islamic banks, namely, Faisal Islamic
Bank of Sudan, Sudan Islamic Bank and the Islamic
Cooperative Development Bank, issue "Investment
Deposit Certificates" are totally interest-free. The holder
of the certificate authorizes the issuing party to utilize the
certificates in the way that serves the benefit of both
parties (i.e. the holder of the certificate as the fund
provider and the Bank as a mudarib: entrepreneur).

b) Mugaradah Bonds (Jordan)

These bonds are issued by the Ministry of
Endowments and Islamic Affairs and Sanctities in
Jordan [3]. A mugaradah bond is an instrument of a
fixed value issued in the name of its holder against the
amount of money he has contributed towards the
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implementation of the project with the aim of making
profitable investment. The instrument is transferable to a
third party under intimation to the issuing party which
thus registers the transfer of title.

c) Islarmic Transactions Certificates (Egypt)

These bonds are issued by the Islamic
Transactions branches of Bank Misr (Arab Republic of
Egypt) for a nominal value of 1000 Egyptian pounds (or
US dollars) and their multiples. The bond is nominal and
is issued for a term of five renewable years. The
prospectus of these bonds states that they are to be
invested in Islamic projects and that the bank is
mandated to act on behalf of their holders in
determining the appropriate methods of investment, on
the basis of unlimited mudarabah rules.

d) DB Investment Certificates

These are investment certificates issued for
financing trade among Islamic countries. They may also
be used to finance certain other operations for specific
purposes including leasing. Each certificate has a
nominal value of one thousand US dollars and a term
that is linked to the portfolio term, which is 25 years. The
liability of the certificate holders including the Bank is
limited to the value of the rights of each in the portfolio.

e) Participation Term Certificate (Pakistan)

These certificates are financial instruments
issued by banks and financing institutions in Pakistan.
These are negotiable certificates based on the principle
of profit and loss sharing and aim at mobilising medium
and long-term financial resources in the local currency
for industrial and other projects. Ismail [4] explains an
issue of Pakistan that issued a statutory law governing
all legal matters related to these certificates,

Furthermore, the participation certificate holders
have the right to transfer a certain part of their
certificates into ordinary shares of the issuing company.
The regulations also stipulate that the issuing party may
grant shareholders the right of purchasing participation
term certificates.

7 Investrment Council Unit Fund Certificates — Bangla-
desh

These certificates are issued by the Investment
Council in Bangladesh which is a governmental non-
banking financing institution operating mainly on interest
basis. However, the authority also arranges the esta-
blishment of unit funds operating on the basis of
mudarabah. Each fund is totally independent in terms of
assets and liabilities and has its own independent
management. The funds' resources are mobilised
together through the sale of the above mentioned
certificates which are known under the names: ICB Unit
Certificates and ICB Mutual Certificates [5].

© 2013 Global Journals Inc. (US)

g) Qard Hasan Cerlificates (Interest-freeloan) — Ma-
laysia

Qard Hasan certificates are short-term certi-
ficates issued by the Malaysian government by virtue of
a parliament decree, in order to obtain interest-free
loans from banks, institutions and private individuals.
This is the concept of Qard Hasan (interest-free loan)
advocated by the Islamic shari'ah [6].

Such certificates will have an expansionary
effect without generating inflationary tendencies from
which most developing countries are now suffering.

IV.  SHARI'AH VIEW OF CURRENT [SLAMIC

SECURITIES

With regard to various Islamic securities viewed
earlier- on the basis of mudarabah contracts, we shall
now direct our attention to [7].

a) Clarifying certain rules concerning the application of
the mudarabah terms in the field of secuirities,

b) Reviewing some of the shari'ah objections faced by
the securities currently on the market.

Some Rules Relating to the Application of
Mudarabah Conditions in the Field of Securities

i. An Islamic security may be issued on the basis of
absolute or conditional mudarabah. In the case of
absolute mudarabah, security holders grant their
unconditional consent to the issuing party to utilise
their funds in all fields of investment conforming to
the shari'ah.

i. There ought to be a specific date for calculating
operating results and distribution of realised profits
and specification of profit sharing rates between
the issuing party -- as a mudarib (responsible for
actual management of the project) whether wholly
or partially -- and the holders of the securities as
financiers and project owners. A typical example
of these certificates is the securities issued by the
Jeddah-based Islamic Development Bank and
made available to businessmen in Islamic
countries to finance foreign trade and other
operations.

ii. In case of losses incurred by projects or
operations financed through securities, the party in
charge of actual management (the mudarib) may
be able to meet the loss out of the financial
reserves retained from profits realised in earlier
periods. The security holders, being the capital
owners, would have to meet any loss incurred just
as they reap realised profits.

iv. Any omission of the conditions relating to profit
and loss as well as any ambiguity in prescribing
these conditions in the prospectus is considered
as a violation of the mudarabah contract. It may



be noted that the prospectus of the IDB portfolio is
very detailed and accurate in this respect,
whereas in some other cases no details are given
as to what can be expected in case of loss as if
this possibility were totally ruled out. This is likely
to raise a great deal of suspicion.

v. It must be pointed out here that the issuing party is
bound by shari'ah to uphold the conditions under
which the securities were issued whether it is
acting as the end-user or just an agent for these
accumulated securities.

vi. ltis also to be noted that in all cases the project or
the investment activity financed through securities
has its own financial entity as distinct from that of
the issuing party. It follows then that the property
or assets of the issuing party are totally distinct
from those of the project or the investment activity
financed through securities [8].

Some Shari'ah Objections against Islamic Se-
curities: Review and Comments

a) Shariah Objections to the Jordanian Mugaradah
Bonds

i. Some criticism is raised against the use of the
word “bond” to describe these financial
instruments. A bond is defined in civil law as a
perpetual debt on the issuing party commanding a
fixed periodical return agreed upon on the date of
issue which is a usurious interest.

ii. The law on the basis of which the mugaradah
bonds have been issued does not sanction any
right to bond holders with regard to the project
ownership. Rather, it holds in trust the amounts
they have paid which it returns to them at their
value at the date of redemption. The Jordanian
government guarantees the full settlement of the
nominal value of the bonds on maturity.

ii. Mugaradah bond holders get their share of any
realised profits. However they are not bound, as
they should have been according to their status as
fund providers in mugaradah contracts, to any
commitments in the absence of profits, which
mean that they do not incur losses. This is no
doubt in conflict with the mudarabah contract
which necessitate that fund providers should
share profits when realised and should bear
losses when incurred, whatever the amount, out of
the principal.

b) Shariah Objections fo the Participation

Term Certificates (PTC) of Pakistan: Due to
certain similarities between the PTC of Pakistan and
bonds transacted in the western markets, doubts have
arisen as to the shariah permissibility of the PTCs.

Mohamed [9] explains the issue of “guarantee” for the
certificate's nominal value gives rise to objections on the
same grounds mentioned in the previous section on the
Jordanian mugaradah bonds. It may be argued that this
arrangement was meant to provide a guarantee for the
certificate holders in case the project using their funds
fails to observe the terms of the mudarabah contract.
However, this is not clearly stated in the available
prospectus of such certificates.

c) Objections to the Investment Fund Certificates —
Bangladesh [10]

Objections raised in this case are not related to
the technique itself or the terms of issue, but rather to
actual practices pertinent to utilisation of the resources
mobilised through these certificates. Such resources are
generally invested in profit generating activities, but any
surplus funds are deposited with conventional banks
and earn interest. Such a practice, naturally, is not
Islamic, and whatever interest is realised through it, and
distributed among the certificate holders, is not halal
(shari'ah accepted) money. Some would even question
the profits realised through investments in certain
projects.

d) Doubts Surrounding the Cerlificates of Bank Misr
Branch for Islamic Transactions

The Islamic  transaction  branches  of
conventional banks have been open to doubts and
polemics regarding the seriousness of their Islamic
financial transactions. Some hold the view that these
branches are nothing more than fictitious windows
opened for the sake of attracting savings of Muslims not
wishing to deal with interest, and then to use these
savings, along with other resources that may be
accumulated by the bank, in conventional banking
operations. The advocates of this view vindicate it
through theoretical proofs based on the nature of
banking activities and their methods of mobilising
resources [11].

V. [stamic CAPITAL MARKET IN
BANGLADESH

In the context of the present development
processes all contemporary Muslim countries combined
with the endeavour to revive the application of shari'ah,
In fact, these projects depend at the inception of their
activities either on private individual financing and
subscriptions from relatives and friends or on financing
from Islamic banks. It may also be noted that some
Islamic banks have already taken this step of getting
into the financial market and have issued medium or
long term securities in order to establish a new financing
source that would enable them to respond to the needs
of projects seeking growth. This trend is expected to
increase in near future.
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Among these conditions is the one that requires
the shari'ah-based economic activity to attain a degree
of maturity to produce a favourable climate for bringing
about "external surpluses' required for its sustenance.
Muslim countries should have the capability to translate
the relevant part of the Islamic shari'ah into the form of
essential regulations and systems that would contribute
to setting up a secondary stock market capable of
meeting the challenges of our modern life [12].

These conditions may be realised in part or full
in the foreseeable future in some Muslim countries that
have some experience in the activities of stock markets
and a strong Islamic economic movement. Based on
the above, we find that the establishment of an Islamic
secondary stock market will not come about as a natural
development at present. In fact, what is required is to
make preparations for this market through Islamic
studies regarding its laws, regulations, objectives and
functions.

[t may also be noted that the success of
establishing an Islamic secondary stock market and
ensuring its survival and growth in the long run will not
depend only on a good organisational structure to run
its affairs and Islamic legislation to safeguard it, but also
on the employment of human expertise and know-how
that are Islam-oriented to perform its duties and to have
peculiar characteristics that would distinguish it from the
conventional stock markets [1].

VI. RECOMMENDATIONS

The best securities to a Muslim are those issued --

a) by ventures serving the objectives of Islamic

economic activity,
b) projects expected to yield higher returns,

c) the Muslim buyer who acquires them will not feel
embarrassed to take advantage of price changes
through the sale of securities in his possession or
repurchasing them later on for the benefit of
achieving windfall profits from this transaction.

Preconditions of an Islamic capital market in
Bangladesh -

Above critical understanding of available
information suggests the following preconditions for ICM
in Bangladesh:

a. Facilitating expansion of products and services in
Islamic capital market

b. More effective mobilisation of Islamic funds

c. Strengthening tax, accounting and regulatory frame-
work for ICM

d. Enhancing international value recognition of ICM

© 2013 Global Journals Inc. (US)

e. Sound economic and market fundamentals are
important for instilling greater confidence among
investors

f.  Funds to be invested in markets complying with
principles of securities regulations

And the master plan for the utmost result whish has
proposed by Aggarwal and Yousef [13].

Tools & Products
Availability of Shariah-compliant instruments,
investment and indices

Intermediaries

Availability of Islamic banking and stockbroking,
Takaful and asset management services

Education
General awareness & understanding of
Islamic finance concepis

Figure . Principle Components of Successful Islamic
Capital Market

VII.  CONCLUSION

In order to underscore the need for an Islamic
stock market, let us ask about the alternative in case it is
not set up or no efforts are made to establish it. That
probable alternative would be nothing but to continue to
deal in the Islamic securities in the present stock
markets in Muslim countries according to the existing
rules and systems. Such a practice will be faced with
many obstacles, unbalanced advantages and unca-
lculated competition with interest-based securities, or
securities issued by companies and institutions
uncommitted and indifferent to the issues of hala/ and
haram, thus leading to continued weakening of the tide
of financing of shari'ah-based investment projects. This
can only be achieved when the shari'ah-based
investment projects realise actual success and go on
expanding. There is a further step that is more ambitious
and an advance towards the target. That step is to
endeavour to adjust and develop the present rules
governing the dealings in stock markets in the Muslim
countries.
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The paper should be in proper format. The format can be downloaded from first page of
‘Author Guideline’ Menu. The Author is expected to follow the general rules as
mentioned in this menu. The paper should be written in MS-Word Format
(*.DOC,*.DOCX).

The Author can submit the paper either online or offline. The authors should prefer
online submission.Online Submission: There are three ways to submit your paper:

(A) (1) First, register yourself using top right corner of Home page then Login. If you
are already registered, then login using your username and password.

(1) Choose corresponding Journal.
() Click ‘Submit Manuscript’. Fill required information and Upload the paper.

(B) If you are using Internet Explorer, then Direct Submission through Homepage is
also available.

(C) If these two are not convenient, and then email the paper directly to
dean@globaljournals.org.

Offline Submission: Author can send the typed form of paper by Post. However, online
submission should be preferred.
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PREFERRED AUTHOR GUIDELINES

MANUSCRIPT STYLE INSTRUCTION (Must be strictly followed)

Page Size: 8.27" X 11"

e Left Margin: 0.65

e  Right Margin: 0.65

e  Top Margin: 0.75

. Bottom Margin: 0.75

e  Font type of all text should be Swis 721 Lt BT.

e  Paper Title should be of Font Size 24 with one Column section.

e Author Name in Font Size of 11 with one column as of Title.

e  Abstract Font size of 9 Bold, “Abstract” word in Italic Bold.

e Main Text: Font size 10 with justified two columns section

e  Two Column with Equal Column with of 3.38 and Gaping of .2

e  First Character must be three lines Drop capped.

e  Paragraph before Spacing of 1 pt and After of O pt.

e Line Spacing of 1 pt

e large Images must be in One Column

e Numbering of First Main Headings (Heading 1) must be in Roman Letters, Capital Letter, and Font Size of 10.
e Numbering of Second Main Headings (Heading 2) must be in Alphabets, Italic, and Font Size of 10.

You can use your own standard format also.
Author Guidelines:

1. General,

2. Ethical Guidelines,

3. Submission of Manuscripts,

4. Manuscript’s Category,

5. Structure and Format of Manuscript,
6. After Acceptance.

1. GENERAL

Before submitting your research paper, one is advised to go through the details as mentioned in following heads. It will be beneficial,
while peer reviewer justify your paper for publication.

Scope

The Global Journals Inc. (US) welcome the submission of original paper, review paper, survey article relevant to the all the streams of
Philosophy and knowledge. The Global Journals Inc. (US) is parental platform for Global Journal of Computer Science and Technology,
Researches in Engineering, Medical Research, Science Frontier Research, Human Social Science, Management, and Business organization.
The choice of specific field can be done otherwise as following in Abstracting and Indexing Page on this Website. As the all Global
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Journals Inc. (US) are being abstracted and indexed (in process) by most of the reputed organizations. Topics of only narrow interest will
not be accepted unless they have wider potential or consequences.

2. ETHICAL GUIDELINES
Authors should follow the ethical guidelines as mentioned below for publication of research paper and research activities.

Papers are accepted on strict understanding that the material in whole or in part has not been, nor is being, considered for publication
elsewhere. If the paper once accepted by Global Journals Inc. (US) and Editorial Board, will become the copyright of the Global Journals
Inc. (US).

Authorship: The authors and coauthors should have active contribution to conception design, analysis and interpretation of findings.
They should critically review the contents and drafting of the paper. All should approve the final version of the paper before
submission

The Global Journals Inc. (US) follows the definition of authorship set up by the Global Academy of Research and Development. According
to the Global Academy of R&D authorship, criteria must be based on:

1) Substantial contributions to conception and acquisition of data, analysis and interpretation of the findings.
2) Drafting the paper and revising it critically regarding important academic content.
3) Final approval of the version of the paper to be published.

All authors should have been credited according to their appropriate contribution in research activity and preparing paper. Contributors
who do not match the criteria as authors may be mentioned under Acknowledgement.

Acknowledgements: Contributors to the research other than authors credited should be mentioned under acknowledgement. The
specifications of the source of funding for the research if appropriate can be included. Suppliers of resources may be mentioned along
with address.

Appeal of Decision: The Editorial Board’s decision on publication of the paper is final and cannot be appealed elsewhere.

Permissions: It is the author's responsibility to have prior permission if all or parts of earlier published illustrations are used in this
paper.

Please mention proper reference and appropriate acknowledgements wherever expected.

If all or parts of previously published illustrations are used, permission must be taken from the copyright holder concerned. It is the
author's responsibility to take these in writing.

Approval for reproduction/modification of any information (including figures and tables) published elsewhere must be obtained by the
authors/copyright holders before submission of the manuscript. Contributors (Authors) are responsible for any copyright fee involved.

3. SUBMISSION OF MANUSCRIPTS

Manuscripts should be uploaded via this online submission page. The online submission is most efficient method for submission of
papers, as it enables rapid distribution of manuscripts and consequently speeds up the review procedure. It also enables authors to
know the status of their own manuscripts by emailing us. Complete instructions for submitting a paper is available below.

Manuscript submission is a systematic procedure and little preparation is required beyond having all parts of your manuscript in a given
format and a computer with an Internet connection and a Web browser. Full help and instructions are provided on-screen. As an author,

you will be prompted for login and manuscript details as Field of Paper and then to upload your manuscript file(s) according to the
instructions.
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To avoid postal delays, all transaction is preferred by e-mail. A finished manuscript submission is confirmed by e-mail immediately and
your paper enters the editorial process with no postal delays. When a conclusion is made about the publication of your paper by our
Editorial Board, revisions can be submitted online with the same procedure, with an occasion to view and respond to all comments.

Complete support for both authors and co-author is provided.

4. MANUSCRIPT’S CATEGORY

Based on potential and nature, the manuscript can be categorized under the following heads:
Original research paper: Such papers are reports of high-level significant original research work.
Review papers: These are concise, significant but helpful and decisive topics for young researchers.
Research articles: These are handled with small investigation and applications

Research letters: The letters are small and concise comments on previously published matters.

5.STRUCTURE AND FORMAT OF MANUSCRIPT

The recommended size of original research paper is less than seven thousand words, review papers fewer than seven thousands words
also.Preparation of research paper or how to write research paper, are major hurdle, while writing manuscript. The research articles and
research letters should be fewer than three thousand words, the structure original research paper; sometime review paper should be as
follows:

Papers: These are reports of significant research (typically less than 7000 words equivalent, including tables, figures, references), and
comprise:

(a)Title should be relevant and commensurate with the theme of the paper.

(b) A brief Summary, “Abstract” (less than 150 words) containing the major results and conclusions.

(c) Up to ten keywords, that precisely identifies the paper's subject, purpose, and focus.

(d) An Introduction, giving necessary background excluding subheadings; objectives must be clearly declared.

(e) Resources and techniques with sufficient complete experimental details (wherever possible by reference) to permit repetition;
sources of information must be given and numerical methods must be specified by reference, unless non-standard.

(f) Results should be presented concisely, by well-designed tables and/or figures; the same data may not be used in both; suitable
statistical data should be given. All data must be obtained with attention to numerical detail in the planning stage. As reproduced design
has been recognized to be important to experiments for a considerable time, the Editor has decided that any paper that appears not to
have adequate numerical treatments of the data will be returned un-refereed;

(g) Discussion should cover the implications and consequences, not just recapitulating the results; conclusions should be summarizing.
(h) Brief Acknowledgements.
(i) References in the proper form.

Authors should very cautiously consider the preparation of papers to ensure that they communicate efficiently. Papers are much more
likely to be accepted, if they are cautiously designed and laid out, contain few or no errors, are summarizing, and be conventional to the
approach and instructions. They will in addition, be published with much less delays than those that require much technical and editorial
correction.
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The Editorial Board reserves the right to make literary corrections and to make suggestions to improve briefness.
It is vital, that authors take care in submitting a manuscript that is written in simple language and adheres to published guidelines.
Format

Language: The language of publication is UK English. Authors, for whom English is a second language, must have their manuscript
efficiently edited by an English-speaking person before submission to make sure that, the English is of high excellence. It is preferable,
that manuscripts should be professionally edited.

Standard Usage, Abbreviations, and Units: Spelling and hyphenation should be conventional to The Concise Oxford English Dictionary.
Statistics and measurements should at all times be given in figures, e.g. 16 min, except for when the number begins a sentence. When
the number does not refer to a unit of measurement it should be spelt in full unless, it is 160 or greater.

Abbreviations supposed to be used carefully. The abbreviated name or expression is supposed to be cited in full at first usage, followed
by the conventional abbreviation in parentheses.

Metric SI units are supposed to generally be used excluding where they conflict with current practice or are confusing. For illustration,
1.4 | rather than 1.4 x 10-3 m3, or 4 mm somewhat than 4 x 10-3 m. Chemical formula and solutions must identify the form used, e.g.
anhydrous or hydrated, and the concentration must be in clearly defined units. Common species names should be followed by
underlines at the first mention. For following use the generic name should be constricted to a single letter, if it is clear.

Structure
All manuscripts submitted to Global Journals Inc. (US), ought to include:

Title: The title page must carry an instructive title that reflects the content, a running title (less than 45 characters together with spaces),
names of the authors and co-authors, and the place(s) wherever the work was carried out. The full postal address in addition with the e-
mail address of related author must be given. Up to eleven keywords or very brief phrases have to be given to help data retrieval, mining
and indexing.

Abstract, used in Original Papers and Reviews:
Optimizing Abstract for Search Engines

Many researchers searching for information online will use search engines such as Google, Yahoo or similar. By optimizing your paper for
search engines, you will amplify the chance of someone finding it. This in turn will make it more likely to be viewed and/or cited in a
further work. Global Journals Inc. (US) have compiled these guidelines to facilitate you to maximize the web-friendliness of the most
public part of your paper.

Key Words

A major linchpin in research work for the writing research paper is the keyword search, which one will employ to find both library and
Internet resources.

One must be persistent and creative in using keywords. An effective keyword search requires a strategy and planning a list of possible
keywords and phrases to try.

Search engines for most searches, use Boolean searching, which is somewhat different from Internet searches. The Boolean search uses
"operators," words (and, or, not, and near) that enable you to expand or narrow your affords. Tips for research paper while preparing

research paper are very helpful guideline of research paper.

Choice of key words is first tool of tips to write research paper. Research paper writing is an art.A few tips for deciding as strategically as
possible about keyword search:
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e  One should start brainstorming lists of possible keywords before even begin searching. Think about the most
important concepts related to research work. Ask, "What words would a source have to include to be truly
valuable in research paper?" Then consider synonyms for the important words.

e It may take the discovery of only one relevant paper to let steer in the right keyword direction because in most
databases, the keywords under which a research paper is abstracted are listed with the paper.

e  One should avoid outdated words.

Keywords are the key that opens a door to research work sources. Keyword searching is an art in which researcher's skills are
bound to improve with experience and time.

Numerical Methods: Numerical methods used should be clear and, where appropriate, supported by references.

Acknowledgements: Please make these as concise as possible.

References

References follow the Harvard scheme of referencing. References in the text should cite the authors' names followed by the time of their
publication, unless there are three or more authors when simply the first author's name is quoted followed by et al. unpublished work
has to only be cited where necessary, and only in the text. Copies of references in press in other journals have to be supplied with
submitted typescripts. It is necessary that all citations and references be carefully checked before submission, as mistakes or omissions
will cause delays.

References to information on the World Wide Web can be given, but only if the information is available without charge to readers on an
official site. Wikipedia and Similar websites are not allowed where anyone can change the information. Authors will be asked to make
available electronic copies of the cited information for inclusion on the Global Journals Inc. (US) homepage at the judgment of the
Editorial Board.

The Editorial Board and Global Journals Inc. (US) recommend that, citation of online-published papers and other material should be done
via a DOI (digital object identifier). If an author cites anything, which does not have a DOI, they run the risk of the cited material not
being noticeable.

The Editorial Board and Global Journals Inc. (US) recommend the use of a tool such as Reference Manager for reference management
and formatting.

Tables, Figures and Figure Legends

Tables: Tables should be few in number, cautiously designed, uncrowned, and include only essential data. Each must have an Arabic
number, e.g. Table 4, a self-explanatory caption and be on a separate sheet. Vertical lines should not be used.

Figures: Figures are supposed to be submitted as separate files. Always take in a citation in the text for each figure using Arabic numbers,
e.g. Fig. 4. Artwork must be submitted online in electronic form by e-mailing them.

Preparation of Electronic Figures for Publication

Even though low quality images are sufficient for review purposes, print publication requires high quality images to prevent the final
product being blurred or fuzzy. Submit (or e-mail) EPS (line art) or TIFF (halftone/photographs) files only. MS PowerPoint and Word
Graphics are unsuitable for printed pictures. Do not use pixel-oriented software. Scans (TIFF only) should have a resolution of at least 350
dpi (halftone) or 700 to 1100 dpi (line drawings) in relation to the imitation size. Please give the data for figures in black and white or
submit a Color Work Agreement Form. EPS files must be saved with fonts embedded (and with a TIFF preview, if possible).

For scanned images, the scanning resolution (at final image size) ought to be as follows to ensure good reproduction: line art: >650 dpi;
halftones (including gel photographs) : >350 dpi; figures containing both halftone and line images: >650 dpi.

Color Charges: It is the rule of the Global Journals Inc. (US) for authors to pay the full cost for the reproduction of their color artwork.
Hence, please note that, if there is color artwork in your manuscript when it is accepted for publication, we would require you to
complete and return a color work agreement form before your paper can be published.
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Figure Legends: Self-explanatory legends of all figures should be incorporated separately under the heading 'Legends to Figures'. In the
full-text online edition of the journal, figure legends may possibly be truncated in abbreviated links to the full screen version. Therefore,
the first 100 characters of any legend should notify the reader, about the key aspects of the figure.

6. AFTER ACCEPTANCE

Upon approval of a paper for publication, the manuscript will be forwarded to the dean, who is responsible for the publication of the
Global Journals Inc. (US).

6.1 Proof Corrections

The corresponding author will receive an e-mail alert containing a link to a website or will be attached. A working e-mail address must
therefore be provided for the related author.

Acrobat Reader will be required in order to read this file. This software can be downloaded
(Free of charge) from the following website:

www.adobe.com/products/acrobat/readstep2.html. This will facilitate the file to be opened, read on screen, and printed out in order for
any corrections to be added. Further instructions will be sent with the proof.

Proofs must be returned to the dean at dean@globaljournals.org within three days of receipt.

As changes to proofs are costly, we inquire that you only correct typesetting errors. All illustrations are retained by the publisher. Please
note that the authors are responsible for all statements made in their work, including changes made by the copy editor.

6.2 Early View of Global Journals Inc. (US) (Publication Prior to Print)

The Global Journals Inc. (US) are enclosed by our publishing's Early View service. Early View articles are complete full-text articles sent in
advance of their publication. Early View articles are absolute and final. They have been completely reviewed, revised and edited for
publication, and the authors' final corrections have been incorporated. Because they are in final form, no changes can be made after
sending them. The nature of Early View articles means that they do not yet have volume, issue or page numbers, so Early View articles
cannot be cited in the conventional way.

6.3 Author Services

Online production tracking is available for your article through Author Services. Author Services enables authors to track their article -
once it has been accepted - through the production process to publication online and in print. Authors can check the status of their
articles online and choose to receive automated e-mails at key stages of production. The authors will receive an e-mail with a unique link
that enables them to register and have their article automatically added to the system. Please ensure that a complete e-mail address is
provided when submitting the manuscript.

6.4 Author Material Archive Policy

Please note that if not specifically requested, publisher will dispose off hardcopy & electronic information submitted, after the two
months of publication. If you require the return of any information submitted, please inform the Editorial Board or dean as soon as
possible.

6.5 Offprint and Extra Copies

A PDF offprint of the online-published article will be provided free of charge to the related author, and may be distributed according to
the Publisher's terms and conditions. Additional paper offprint may be ordered by emailing us at: editor@globaljournals.org .

You must strictly follow above Author Guidelines before submitting your paper or else we will not at all be responsible for any
corrections in future in any of the way.
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Before start writing a good quality Computer Science Research Paper, let us first understand what is Computer Science Research Paper?
So, Computer Science Research Paper is the paper which is written by professionals or scientists who are associated to Computer Science
and Information Technology, or doing research study in these areas. If you are novel to this field then you can consult about this field
from your supervisor or guide.

TECHNIQUES FOR WRITING A GOOD QUALITY RESEARCH PAPER:

1. Choosing the topic: In most cases, the topic is searched by the interest of author but it can be also suggested by the guides. You can
have several topics and then you can judge that in which topic or subject you are finding yourself most comfortable. This can be done by
asking several questions to yourself, like Will | be able to carry our search in this area? Will | find all necessary recourses to accomplish
the search? Will | be able to find all information in this field area? If the answer of these types of questions will be "Yes" then you can
choose that topic. In most of the cases, you may have to conduct the surveys and have to visit several places because this field is related
to Computer Science and Information Technology. Also, you may have to do a lot of work to find all rise and falls regarding the various
data of that subject. Sometimes, detailed information plays a vital role, instead of short information.

2. Evaluators are human: First thing to remember that evaluators are also human being. They are not only meant for rejecting a paper.
They are here to evaluate your paper. So, present your Best.

3. Think Like Evaluators: If you are in a confusion or getting demotivated that your paper will be accepted by evaluators or not, then
think and try to evaluate your paper like an Evaluator. Try to understand that what an evaluator wants in your research paper and
automatically you will have your answer.

4. Make blueprints of paper: The outline is the plan or framework that will help you to arrange your thoughts. It will make your paper
logical. But remember that all points of your outline must be related to the topic you have chosen.

5. Ask your Guides: If you are having any difficulty in your research, then do not hesitate to share your difficulty to your guide (if you
have any). They will surely help you out and resolve your doubts. If you can't clarify what exactly you require for your work then ask the
supervisor to help you with the alternative. He might also provide you the list of essential readings.

6. Use of computer is recommended: As you are doing research in the field of Computer Science, then this point is quite obvious.
7. Use right software: Always use good quality software packages. If you are not capable to judge good software then you can lose

quality of your paper unknowingly. There are various software programs available to help you, which you can get through Internet.

8. Use the Internet for help: An excellent start for your paper can be by using the Google. It is an excellent search engine, where you can
have your doubts resolved. You may also read some answers for the frequent question how to write my research paper or find model
research paper. From the internet library you can download books. If you have all required books make important reading selecting and
analyzing the specified information. Then put together research paper sketch out.

9. Use and get big pictures: Always use encyclopedias, Wikipedia to get pictures so that you can go into the depth.

10. Bookmarks are useful: When you read any book or magazine, you generally use bookmarks, right! It is a good habit, which helps to
not to lose your continuity. You should always use bookmarks while searching on Internet also, which will make your search easier.

11. Revise what you wrote: When you write anything, always read it, summarize it and then finalize it.
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12. Make all efforts: Make all efforts to mention what you are going to write in your paper. That means always have a good start. Try to
mention everything in introduction, that what is the need of a particular research paper. Polish your work by good skill of writing and
always give an evaluator, what he wants.

13. Have backups: When you are going to do any important thing like making research paper, you should always have backup copies of it
either in your computer or in paper. This will help you to not to lose any of your important.

14. Produce good diagrams of your own: Always try to include good charts or diagrams in your paper to improve quality. Using several
and unnecessary diagrams will degrade the quality of your paper by creating "hotchpotch." So always, try to make and include those
diagrams, which are made by your own to improve readability and understandability of your paper.

15. Use of direct quotes: When you do research relevant to literature, history or current affairs then use of quotes become essential but
if study is relevant to science then use of quotes is not preferable.

16. Use proper verb tense: Use proper verb tenses in your paper. Use past tense, to present those events that happened. Use present
tense to indicate events that are going on. Use future tense to indicate future happening events. Use of improper and wrong tenses will
confuse the evaluator. Avoid the sentences that are incomplete.

17. Never use online paper: If you are getting any paper on Internet, then never use it as your research paper because it might be
possible that evaluator has already seen it or maybe it is outdated version.

18. Pick a good study spot: To do your research studies always try to pick a spot, which is quiet. Every spot is not for studies. Spot that
suits you choose it and proceed further.

19. Know what you know: Always try to know, what you know by making objectives. Else, you will be confused and cannot achieve your
target.

20. Use good quality grammar: Always use a good quality grammar and use words that will throw positive impact on evaluator. Use of
good quality grammar does not mean to use tough words, that for each word the evaluator has to go through dictionary. Do not start
sentence with a conjunction. Do not fragment sentences. Eliminate one-word sentences. Ignore passive voice. Do not ever use a big
word when a diminutive one would suffice. Verbs have to be in agreement with their subjects. Prepositions are not expressions to finish
sentences with. It is incorrect to ever divide an infinitive. Avoid clichés like the disease. Also, always shun irritating alliteration. Use
language that is simple and straight forward. put together a neat summary.

21. Arrangement of information: Each section of the main body should start with an opening sentence and there should be a
changeover at the end of the section. Give only valid and powerful arguments to your topic. You may also maintain your arguments with

records.

22. Never start in last minute: Always start at right time and give enough time to research work. Leaving everything to the last minute
will degrade your paper and spoil your work.

23. Multitasking in research is not good: Doing several things at the same time proves bad habit in case of research activity. Research is
an area, where everything has a particular time slot. Divide your research work in parts and do particular part in particular time slot.

24. Never copy others' work: Never copy others' work and give it your name because if evaluator has seen it anywhere you will be in
trouble.

25. Take proper rest and food: No matter how many hours you spend for your research activity, if you are not taking care of your health
then all your efforts will be in vain. For a quality research, study is must, and this can be done by taking proper rest and food.

26. Go for seminars: Attend seminars if the topic is relevant to your research area. Utilize all your resources.
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27. Refresh your mind after intervals: Try to give rest to your mind by listening to soft music or by sleeping in intervals. This will also
improve your memory.

28. Make colleagues: Always try to make colleagues. No matter how sharper or intelligent you are, if you make colleagues you can have
several ideas, which will be helpful for your research.

29. Think technically: Always think technically. If anything happens, then search its reasons, its benefits, and demerits.

30. Think and then print: When you will go to print your paper, notice that tables are not be split, headings are not detached from their
descriptions, and page sequence is maintained.

31. Adding unnecessary information: Do not add unnecessary information, like, | have used MS Excel to draw graph. Do not add
irrelevant and inappropriate material. These all will create superfluous. Foreign terminology and phrases are not apropos. One should
NEVER take a broad view. Analogy in script is like feathers on a snake. Not at all use a large word when a very small one would be
sufficient. Use words properly, regardless of how others use them. Remove quotations. Puns are for kids, not grunt readers.
Amplification is a billion times of inferior quality than sarcasm.

32. Never oversimplify everything: To add material in your research paper, never go for oversimplification. This will definitely irritate the
evaluator. Be more or less specific. Also too, by no means, ever use rhythmic redundancies. Contractions aren't essential and shouldn't
be there used. Comparisons are as terrible as clichés. Give up ampersands and abbreviations, and so on. Remove commas, that are, not
necessary. Parenthetical words however should be together with this in commas. Understatement is all the time the complete best way
to put onward earth-shaking thoughts. Give a detailed literary review.

33. Report concluded results: Use concluded results. From raw data, filter the results and then conclude your studies based on
measurements and observations taken. Significant figures and appropriate number of decimal places should be used. Parenthetical
remarks are prohibitive. Proofread carefully at final stage. In the end give outline to your arguments. Spot out perspectives of further
study of this subject. Justify your conclusion by at the bottom of them with sufficient justifications and examples.

34. After conclusion: Once you have concluded your research, the next most important step is to present your findings. Presentation is
extremely important as it is the definite medium though which your research is going to be in print to the rest of the crowd. Care should
be taken to categorize your thoughts well and present them in a logical and neat manner. A good quality research paper format is
essential because it serves to highlight your research paper and bring to light all necessary aspects in your research.

INFORMAL GUIDELINES OF RESEARCH PAPER WRITING

Key points to remember:

®  Submit all work in its final form.
®  Write your paper in the form, which is presented in the guidelines using the template.
®  Please note the criterion for grading the final paper by peer-reviewers.

Final Points:

A purpose of organizing a research paper is to let people to interpret your effort selectively. The journal requires the following sections,
submitted in the order listed, each section to start on a new page.

The introduction will be compiled from reference matter and will reflect the design processes or outline of basis that direct you to make
study. As you will carry out the process of study, the method and process section will be constructed as like that. The result segment will
show related statistics in nearly sequential order and will direct the reviewers next to the similar intellectual paths throughout the data
that you took to carry out your study. The discussion section will provide understanding of the data and projections as to the implication
of the results. The use of good quality references all through the paper will give the effort trustworthiness by representing an alertness
of prior workings.
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Writing a research paper is not an easy job no matter how trouble-free the actual research or concept. Practice, excellent preparation,
and controlled record keeping are the only means to make straightforward the progression.

General style:

Specific editorial column necessities for compliance of a manuscript will always take over from directions in these general guidelines.

To make a paper clear

- Adhere to recommended page limits
Mistakes to evade

e |[nsertion a title at the foot of a page with the subsequent text on the next page
e  Separating a table/chart or figure - impound each figure/table to a single page
e  Submitting a manuscript with pages out of sequence

In every sections of your document
- Use standard writing style including articles ("a", "the," etc.)

- Keep on paying attention on the research topic of the paper

- Use paragraphs to split each significant point (excluding for the abstract)

- Align the primary line of each section

- Present your points in sound order

- Use present tense to report well accepted

- Use past tense to describe specific results

- Shun familiar wording, don't address the reviewer directly, and don't use slang, slang language, or superlatives
- Shun use of extra pictures - include only those figures essential to presenting results

Title Page:

Choose a revealing title. It should be short. It should not have non-standard acronyms or abbreviations. It should not exceed two printed
lines. It should include the name(s) and address (es) of all authors.
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Abstract:

The summary should be two hundred words or less. It should briefly and clearly explain the key findings reported in the manuscript--
must have precise statistics. It should not have abnormal acronyms or abbreviations. It should be logical in itself. Shun citing references
at this point.

An abstract is a brief distinct paragraph summary of finished work or work in development. In a minute or less a reviewer can be taught
the foundation behind the study, common approach to the problem, relevant results, and significant conclusions or new questions.

Write your summary when your paper is completed because how can you write the summary of anything which is not yet written?
Wealth of terminology is very essential in abstract. Yet, use comprehensive sentences and do not let go readability for briefness. You can
maintain it succinct by phrasing sentences so that they provide more than lone rationale. The author can at this moment go straight to
shortening the outcome. Sum up the study, with the subsequent elements in any summary. Try to maintain the initial two items to no
more than one ruling each.

Reason of the study - theory, overall issue, purpose
®  Fundamental goal
®  To the point depiction of the research

e  Consequences, including definite statistics - if the consequences are quantitative in nature, account quantitative data; results
of any numerical analysis should be reported

e  Significant conclusions or questions that track from the research(es)

Approach:
. Single section, and succinct
®  Asaoutline of job done, it is always written in past tense
e A conceptual should situate on its own, and not submit to any other part of the paper such as a form or table
e  Center on shortening results - bound background information to a verdict or two, if completely necessary
®  What you account in an conceptual must be regular with what you reported in the manuscript

®  Exact spelling, clearness of sentences and phrases, and appropriate reporting of quantities (proper units, important statistics)
are just as significant in an abstract as they are anywhere else

Introduction:

The Introduction should "introduce" the manuscript. The reviewer should be presented with sufficient background information to be
capable to comprehend and calculate the purpose of your study without having to submit to other works. The basis for the study should
be offered. Give most important references but shun difficult to make a comprehensive appraisal of the topic. In the introduction,
describe the problem visibly. If the problem is not acknowledged in a logical, reasonable way, the reviewer will have no attention in your
result. Speak in common terms about techniques used to explain the problem, if needed, but do not present any particulars about the
protocols here. Following approach can create a valuable beginning:

Explain the value (significance) of the study

®  Shield the model - why did you employ this particular system or method? What is its compensation? You strength remark on its
appropriateness from a abstract point of vision as well as point out sensible reasons for using it.

®  Present a justification. Status your particular theory (es) or aim(s), and describe the logic that led you to choose them.
e Very for a short time explain the tentative propose and how it skilled the declared objectives.

Approach:

®  Use past tense except for when referring to recognized facts. After all, the manuscript will be submitted after the entire job is
done.

®  Sort out your thoughts; manufacture one key point with every section. If you make the four points listed above, you will need a
least of four paragraphs.
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®  Present surroundings information only as desirable in order hold up a situation. The reviewer does not desire to read the
whole thing you know about a topic.

e  Shape the theory/purpose specifically - do not take a broad view.

®  Asalways, give awareness to spelling, simplicity and correctness of sentences and phrases.

Procedures (Methods and Materials):

This part is supposed to be the easiest to carve if you have good skills. A sound written Procedures segment allows a capable scientist to
replacement your results. Present precise information about your supplies. The suppliers and clarity of reagents can be helpful bits of
information. Present methods in sequential order but linked methodologies can be grouped as a segment. Be concise when relating the
protocols. Attempt for the least amount of information that would permit another capable scientist to spare your outcome but be
cautious that vital information is integrated. The use of subheadings is suggested and ought to be synchronized with the results section.
When a technique is used that has been well described in another object, mention the specific item describing a way but draw the basic
principle while stating the situation. The purpose is to text all particular resources and broad procedures, so that another person may
use some or all of the methods in one more study or referee the scientific value of your work. It is not to be a step by step report of the
whole thing you did, nor is a methods section a set of orders.

Materials:

®  Explain materials individually only if the study is so complex that it saves liberty this way.
®  Embrace particular materials, and any tools or provisions that are not frequently found in laboratories.
® Do not take in frequently found.

e |[f use of a definite type of tools.
®  Materials may be reported in a part section or else they may be recognized along with your measures.
Methods:

®  Report the method (not particulars of each process that engaged the same methodology)

Describe the method entirely

To be succinct, present methods under headings dedicated to specific dealings or groups of measures

e Simplify - details how procedures were completed not how they were exclusively performed on a particular day.
If well known procedures were used, account the procedure by name, possibly with reference, and that's all.

Approach:

® |t is embarrassed or not possible to use vigorous voice when documenting methods with no using first person, which would
focus the reviewer's interest on the researcher rather than the job. As a result when script up the methods most authors use
third person passive voice.

®  Use standard style in this and in every other part of the paper - avoid familiar lists, and use full sentences.

What to keep away from

®  Resources and methods are not a set of information.
®  Skip all descriptive information and surroundings - save it for the argument.
®  |eave out information that is immaterial to a third party.

Results:

The principle of a results segment is to present and demonstrate your conclusion. Create this part a entirely objective details of the
outcome, and save all understanding for the discussion.

The page length of this segment is set by the sum and types of data to be reported. Carry on to be to the point, by means of statistics and
tables, if suitable, to present consequences most efficiently.You must obviously differentiate material that would usually be incorporated

in a study editorial from any unprocessed data or additional appendix matter that would not be available. In fact, such matter should not
be submitted at all except requested by the instructor.
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Content

Sum up your conclusion in text and demonstrate them, if suitable, with figures and tables.
In manuscript, explain each of your consequences, point the reader to remarks that are most appropriate.
Present a background, such as by describing the question that was addressed by creation an exacting study.
Explain results of control experiments and comprise remarks that are not accessible in a prescribed figure or table, if
appropriate.

e  Examine your data, then prepare the analyzed (transformed) data in the form of a figure (graph), table, or in manuscript form.
What to stay away from

® Do not discuss or infer your outcome, report surroundings information, or try to explain anything.
L] Not at all, take in raw data or intermediate calculations in a research manuscript.

® Do not present the similar data more than once.
®  Manuscript should complement any figures or tables, not duplicate the identical information.

e Never confuse figures with tables - there is a difference.
Approach

e Asforever, use past tense when you submit to your results, and put the whole thing in a reasonable order.
e  Put figures and tables, appropriately numbered, in order at the end of the report

e |f you desire, you may place your figures and tables properly within the text of your results part.
Figures and tables

e |f you put figures and tables at the end of the details, make certain that they are visibly distinguished from any attach appendix
materials, such as raw facts

®  Despite of position, each figure must be numbered one after the other and complete with subtitle
®  |n spite of position, each table must be titled, numbered one after the other and complete with heading

e Allfigure and table must be adequately complete that it could situate on its own, divide from text
Discussion:

The Discussion is expected the trickiest segment to write and describe. A lot of papers submitted for journal are discarded based on
problems with the Discussion. There is no head of state for how long a argument should be. Position your understanding of the outcome
visibly to lead the reviewer through your conclusions, and then finish the paper with a summing up of the implication of the study. The
purpose here is to offer an understanding of your results and hold up for all of your conclusions, using facts from your research and
generally  accepted information, if  suitable.  The implication of  result  should be  visibly  described.
Infer your data in the conversation in suitable depth. This means that when you clarify an observable fact you must explain mechanisms
that may account for the observation. If your results vary from your prospect, make clear why that may have happened. If your results
agree, then explain the theory that the proof supported. It is never suitable to just state that the data approved with prospect, and let it
drop at that.

®  Make a decision if each premise is supported, discarded, or if you cannot make a conclusion with assurance. Do not just dismiss
a study or part of a study as "uncertain."

®  Research papers are not acknowledged if the work is imperfect. Draw what conclusions you can based upon the results that
you have, and take care of the study as a finished work

®  You may propose future guidelines, such as how the experiment might be personalized to accomplish a new idea.

®  Give details all of your remarks as much as possible, focus on mechanisms.

®  Make a decision if the tentative design sufficiently addressed the theory, and whether or not it was correctly restricted.
®  Tryto present substitute explanations if sensible alternatives be present.

®  One research will not counter an overall question, so maintain the large picture in mind, where do you go next? The best
studies unlock new avenues of study. What questions remain?

e  Recommendations for detailed papers will offer supplementary suggestions.
Approach:

®  When you refer to information, differentiate data generated by your own studies from available information
®  Submit to work done by specific persons (including you) in past tense.
= Submit to generally acknowledged facts and main beliefs in present tense.
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ADMINISTRATION RULES LISTED BEFORE
SUBMITTING YOUR RESEARCH PAPER TO GLOBAL JOURNALS INC. (US)

Please carefully note down following rules and regulation before submitting your Research Paper to Global Journals Inc. (US):

Segment Draft and Final Research Paper: You have to strictly follow the template of research paper. If it is not done your paper may get

rejected.

. The major constraint is that you must independently make all content, tables, graphs, and facts that are offered in the paper.
You must write each part of the paper wholly on your own. The Peer-reviewers need to identify your own perceptive of the
concepts in your own terms. NEVER extract straight from any foundation, and never rephrase someone else's analysis.

e Do not give permission to anyone else to "PROOFREAD" your manuscript.

®  Methods to avoid Plagiarism is applied by us on every paper, if found guilty, you will be blacklisted by all of our collaborated
research groups, your institution will be informed for this and strict legal actions will be taken immediately.)

®  To guard yourself and others from possible illegal use please do not permit anyone right to use to your paper and files.
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Please note that following table is only a Grading of "Paper Compilation" and not on "Performed/Stated Research" whose grading
solely depends on Individual Assigned Peer Reviewer and Editorial Board Member. These can be available only on request and after

CRITERION FOR GRADING A RESEARCH PAPER (COMPILATION)
BY GLOBAL JOURNALS INC. (US)

decision of Paper. This report will be the property of Global Journals Inc. (US).

Abstract

Introduction

Methods
Procedures

Discussion

References

XIX

Grades

Clear and concise with
appropriate content, Correct

format. 200 words or below

Containing all background
details with clear goal and
appropriate  details, flow
specification, no grammar
and spelling mistake, well
organized sentence and

paragraph, reference cited

Clear and to the point with
well arranged paragraph,
precision and accuracy of
facts and figures, well

organized subheads

Well organized, Clear and
specific, Correct units with
precision, correct data, well
structuring of paragraph, no
grammar and spelling
mistake

Well organized, meaningful
specification, sound
conclusion, logical and
concise explanation, highly

structured paragraph
reference cited
Complete and correct

format, well organized

Unclear summary and no
specific data, Incorrect form

Above 200 words

Unclear and confusing data,
appropriate format, grammar
and spelling errors with
unorganized matter

Difficult to comprehend with
embarrassed text, too much
explanation but completed

Complete and embarrassed
text, difficult to comprehend

Wordy, unclear conclusion,
spurious

Beside the point, Incomplete

E-F

No specific data with ambiguous
information

Above 250 words

Out of place depth and content,
hazy format

Incorrect  and unorganized

structure with hazy meaning

Irregular format with wrong facts
and figures

Conclusion is not  cited,
unorganized, difficult to

comprehend

Wrong format and structuring
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