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An Empirical Assessment of the Economic 
Model of the Exchange Rate

Dr. Nurseiit, N. A α, Bissembayev, A. S. σ, Maulenov, A. O. ρ & Dildebaeva, Zh. T. Ѡ

Abstract- The article analyzes the various factors influencing 
the formation of national currency in Kazakhstan from Q1 2004 
to Q4 2016. This helps to identify the most significant factors 
determining the equilibrium rate of tenge. These include the 
current dynamics of the exchange rate, the size of the debt 
and the rate of its growth, the coefficient of the money 
multiplier. Other factors, such as the growth rate of the 
economy and the money supply, net inflow of financial assets 
and a current account, did not have a significant impact on    
the tenge.
Keywords: equilibrium exchange rate model, exchange 
rate, tenge, economy, balance of payments, monetary 
aggregates, investments, Kazakhstan.

I. Introduction

ow the exchange rate of tenge is subject to 
sharp unpredictable fluctuations. In conditions of 
strong dependence of Kazakhstan's economy 

on foreign trade and foreign investments, as well as 
high share of imports in production costs and high 
external debts of economic entities, such sharp 
fluctuations in exchange rate have a very negative effect 
on business. They lead to price uncertainty, which 
makes it difficult to plan and conduct business,   
investing and calculating the return on investment, 
causes additional business costs for changing price 
tags and changing priorities, etc. All this reduces the 
growth rates of real production and with sharp 
fluctuations in the rate may lead to a decline in 
production and living standards of the population.

The course in the country is now freely floating 
or equilibrium. Moreover, the last devaluation in August 
of 2015 by 35.6% was conducted in order to move       
the national currency to free float (Reuters, 2015).  
However, Kazakhstan officially went over to the regime 
of a free floating exchange rate in April of 1999, when 
the exchange rate fell by 40% (Kase, 2018). The 
question arises, why it was necessary to go into the 
same regime  for the second time or was the first 
fake? The plasible explanationhere is that the rate 
of   tenge   is politically determined  than economically

Author α: Kazakh - American University, Almaty, Kazakhstan.
e-mail: askartau@mail.ru
Author σ: Ph.D, Suleyman Demirel University, Almaty, Kazakhstan.
e-mail: alibek.bissembayev@gmail.com
Author ρ: Ph.D, Kazakh National Research Technical University, Almaty. 
Kazakhstan. e-mail: askar.maulenov@gmail.com
Author Ѡ: Ph.D, Kazakh State Women's Teacher Training University, 
Almaty, Kazakhstan. e-mail: zh.dildebaeva@mail.ru

conditioned1

Of course, the policy of demonstration of the 
strength of the economy of Kazakhstan and its national
currency - tenge, which continues to be “stable” despite 
unfavorable external circumstances, was very expensive 
for the country. In 1998, the National Bank of Kazakhstan
spent on the support of tenge from $400 to $600 million, 
which amounted to 30-35% of the country's gold and 
foreign exchange reserves (Arystanbekov, 2015). In 
2014-2015, the loss of gold and foreign exchange 
reserves to support the unrealistic exchange rate of 
tenge was $39.7 billion, including $22 billion in 2014 
(83% of the country's gold and foreign exchange 
reserves)

. In both cases, the delay in devaluation 
was caused by the upcoming presidential elections, 
since a stable currency is a symbol of the effectiveness 
of the acting authorities in the eyes of the electorate, 
while a non-stable currency would say the opposite.

In the first case, the presidential elections were 
held on January 10, 1999, and in the second case - on 
April 26, 2015, despite the fact that deterioration of 
external economic conditions due to a strong 
devaluation of the ruble was observed much earlier in 
August 1998 and in August 2014, respectively. At the 
same time, the authorities of the country held 2-3 
months after the presidential election, so that the 
philistine did not directly associate the devaluation of the 
national currency with the presidential elections. Thus, 
the tenge was artificially held in the first case for 7 
months, and in the second case - for 11 months, 
despite the fact that there was a significant revaluation 
of the national currency, which led to non-
competitiveness of domestic products, deterioration in 
financial performance and bankruptcy of Kazakh 
enterprises, and rising unemployment among the 
population.

2

                                                          
1 In August 1998 and August 2014 there was a significant devaluation 
of the Russian ruble, in the first case caused by the crisis in the South-
East Asia and the technical default on Russian government bonds, 
and in the second case due to a sharp drop in oil prices and the 
introduction of sanctions on Russia by Western countries because of 
the joining of the Crimea.
2 This value is given without taking into account the funds of the 
National (Oil) Fund of Kazakhstan.

and $17.7 billion (63%) in 2015 (Liter, 2016).
However, these reserves could be used in a much better 
way. Instead of throwing them into the wind for the sake 
of false ponts, they could be used to create new 
factories and plants that would allow increasing output, 

N

http://sdu.edu.kz/staff/alibek.bissembayev�
http://kazmkpu.kz/�
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An Empirical Assessment of the Economic Model of the Exchange Rate

and solving the problem of unemployment and 
insufficient income for the majority of the population. 

Therefore, the main purpose of this article was 
to identify the main factors influencing the equilibrium 
exchange rate of the tenge, the construction of the 
corresponding model and its econometric verification on 
the data of Kazakhstan. 

There are many different methodologies for 
explaining the equilibrium exchange rate. Some of    
them use purchasing power parity for this purpose 
(Rogoff, 1996). Others associate the formation of the 
course with performance as in the model of Balassa-
Samuelson, which implies that countries with rapidly 
expanding economies should tend to have more    
rapidly appreciating exchange rates (Balassa, 1964; 
Samuelson, 1964; Tica and Druzic, 2006). Others 
consider the dependence of the rate on terms of     
trade, openness of the economy and capital flows           
(Neary, 1988; Montiel and Peter, 1999). In the study, we 
use the equilibrium-rate model developed by Nurlan 
Nurseiit in 2004 (Nurseiit, 2004). 

II. Research Methodology 

As a model of the equilibrium exchange rate, we 
used the equilibrium exchange rate model (Nurseiit, 
2004, pp. 104-105) for a short period of time, which has 
the following form:                                              

(1)

 

𝐸𝐸 =
𝑀𝑀
𝑘𝑘 ∗ (𝑚̇𝑚 − 𝑦̇𝑦) − ∆𝐵𝐵 + 𝐼𝐼 ∗ (𝑟𝑟𝐼𝐼 + 1/𝑡𝑡𝐼𝐼)
𝐶𝐶𝐶𝐶𝐵𝐵 + 𝐷𝐷𝐼𝐼 + ∆𝐷𝐷 − 𝐷𝐷 ∗ (𝑟𝑟𝐷𝐷 + 1/𝑡𝑡𝐷𝐷)

 

Where E is the nominal exchange rate of the 
national currency expressed in units of foreign currency; 
M - money supply in the economy of the country;            
k - money multiplier; 𝑚̇𝑚 – the growth rate of the money 
supply; 𝑦̇𝑦 - growth rates of nominal GDP;∆B–net sale     
of government securities; I - the amount of internal       
debt; CAB - current account balance of the balance of 
payments; DI - net inflow of direct investment;                
D - amount of external debt; rI - the rate on the country's 
domestic debt; rD - the rate of the external debt of the 
country; tI - the average maturity of a country's domestic 
debt; tD - the average maturity of a country's external 
debt.  

The following relationships are observed 
(Nurseiit, 2004, pp. 104). The exchange rate is 
appreciated with a decrease in the money supply (M), or 
an increase in the money multiplier (k), and when, the 
nominal GDP growth rates exceed the growth rates of 
the money supply (𝑦̇𝑦 > 𝑚̇𝑚). 

The exchange rate is appreciated by the sale of 
securities (∆B), a decrease in the size of domestic date 
(I) and the interest rate on domestic debt (rI) and the 
increase in the maturity of this debt ((tI). 

The current appreciation of the national 
currency may be also due to an increase in the surplus 
of the current account of the balance of payments 
(CAB), a net inflow of direct investment (DI) and loans 
(∆D), a decrease in external debt (D), interest rate (rD) 
and an increase in the maturity of external debt (tD). 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
  

 
 

  

 
 

Source: National Bank of Kazakhstan, 2018

Figure 1: Dynamics of the nominal exchange rate of tenge

As a source of data on the money supply, the 
balance of the current account of the balance of 

payments, foreign direct investment, the size of external 
debt and its rates, we used the data of the National 
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An Empirical Assessment of the Economic Model of the Exchange Rate

Bank of Kazakhstan. As a source of data on domestic 
debt, the data of the Ministry of Finance of Kazakhstan, 
and as data on GDP growth, the data of the Committee 
on Statistics of Ministry of National Economy of 

Kazakhstan were used. The data were analyzed for the 
period from the 1st quarter of 2005 to the 4th quarter of         
2016. (Table 1) 

Table 1: Methods of Calculating Data 

Symbol
 

Name
 

Calculation method
 

M
 

Money supply
 

The M2 monetary aggregate calculated at
 
the nominal tenge 

rate by
 
constant prices (2016q4 = 100%), $ bn. The CPI of 

USA for All Urban Consumersis used as inflation rate.
 

MM
 

The growth rate of 
 

money supply
 

Calculated as the rate of change in M2 money supply
 
in 

constant US dollars,
 
%.

 
yy
 

Growth rates of the
 

nominal GDP
 

The growth rate of nominal GDP, by the previous quarter,%.
 Before the nominal GDP was recalculated into US dollars.

 
K
 

The money multiplier
 

It is calculated as the ratio of money supply
 
to the monetary 

base (reserve money).
 

DB
 

Net sale of government securities
 

Difference between sales and purchase of government 
securities

 
in terms of dollars, $ mln.

 
CAB

 
Current account of the balance of payments

 
Difference between export and import receipts

 
on the current 

account, $ mln.
 

DI
 

Net inflow of direct investment
 

Difference between inflow and outflow of net investment, $ mln.
 

FA
 

Financial account
 

The balance of the country's financial account (excluding the 
reserve assets of the NBK$ mln.

 
Debt

 
External debt

 
Accumulated external debt, $ mln.

 
D_Debt

 
Increase in external debt

 
Increase in external debt, $ mln.

 
Int_Debt

 
Domestic debt

 
The total domestic debt of the government and the National 
Bank at the reporting date, $ bn.

 
RI
 

Average interest rate on domestic debt
 

The share of payment of internal debt to the accumulated 
amount of domestic debt, in

 
%.

 
IID

 
Interest payments on domestic debt

 
Multiplying the accumulated domestic debt by the average 
interest rate on it, $ bn.

 
Kurs

 
Exchange rate

 
Weighted average exchange nominal exchange rate, tenge to 
US dollar.

 

III. Results And Discussion 

As can be seen from the correlation matrix 
(Table 1), most explanatory variables are not strongly 
dependent on each other. The exception is the variable 
of external debt (DEBT) and the interest on domestic 
debt (IID), as well as money supply, the correlation 
between which are 89.8% and 80.6%, respectively. Also, 
a high correlation is observed between the interest on 
internal debt (IID) and money supply - about 60.7%, as 

well as between the growth of external debt (D_Debt) 
and the growth rates of money supply (MM) - 61.8%, 
and also between money supply and money multiplier 
(K). Therefore, the variable of internal debt (IID) when 
used with variables external debt (DEBT) and money 
supply (M), the variable of the increase in external debt 
(D_Debt) when used with money supply (M) or its 
growth rate (MM), as well as money supply when used 
with a money multiplayer (K), can give the wrong signs. 

Table 2: Correlationmatrix 

 KURS M MM K YY DB IID CAB D_DEBT DEBT DI FA 
KURS 1.000 0.097 -0.305 -0.171 -0.291 0.215 0.710 -0.239 -0.162 0.582 0.127 0.047 

M 0.097 1.000 -0.291 0.687 0.040 0.073 0.607 0.289 -0.223 0.806 0.133 0.191 
MM -0.305 -0.291 1.000 -0.101 0.341 0.301 -0.316 0.029 0.618 -0.468 0.196 -0.382 
K -0.171 0.687 -0.101 1.000 0.156 -0.099 0.229 0.268 -0.120 0.336 0.083 0.385 
YY -0.291 0.040 0.341 0.156 1.000 -0.093 -0.139 0.025 0.127 -0.165 0.166 0.021 
DB 0.215 0.073 0.301 -0.099 -0.093 1.000 0.282 0.043 0.231 0.187 0.294 -0.669 
IID 0.710 0.607 -0.316 0.229 -0.139 0.282 1.000 -0.075 -0.190 0.898 0.137 0.041 

CAB -0.239 0.289 0.029 0.268 0.025 0.043 -0.075 1.000 -0.167 0.036 0.193 -0.277 
D_DEBT -0.162 -0.223 0.618 -0.120 0.127 0.231 -0.190 -0.167 1.000 -0.294 0.000 -0.331 

DEBT 0.582 0.806 -0.468 0.336 -0.165 0.187 0.898 0.036 -0.294 1.000 0.151 0.135 
DI 0.127 0.133 0.196 0.083 0.166 0.294 0.137 0.193 0.000 0.151 1.000 -0.128 
FA 0.047 0.191 -0.382 0.385 0.021 -0.669 0.041 -0.277 -0.331 0.135 -0.128 1.000 
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Based on the available data for Kazakhstan for 
the period from the 1st quarter of 2004 to the 4th quarter 
of 2016, we obtained the following models (Table 2). 
The calculations were carried out using the method of 
least squares. The Generalized Method of Moments 
(GMM) was also used to verify the correctness of the 
calculations. All models, except the first one, are 
statistically significant. This is evidenced by a high 
coefficient of determination after adjustment (about 0.95), 
high F statistics (147 to 205), as well as Durbin-Watson 
statistics - within the allowed intervals. 

The first model included almost all the variables 
that were presented in the functional mathematical 
model we tested (Table 3). The exception was the 
average maturity of internal and external debt and the 
rate of external debt, for which data were not available. 
In addition, for better testing the model of the 
equilibrium nominal exchange rate (1), we created the 
variable MMY (= M*(mm-yy)). In theory, it should show 
a positive correlation with the exchange rate. 

Virtually all variables (model 1) show 
theoretically expected signs. This indicates the 
correctness of the proposed theoretical model. 
Exception are observed by variables such as net sale of 
government securities (DB), the net inflow of direct 
investment (DI), and the balance of the financial account 
(FA). They show the wrong sign due to the high multi-
collaterality with the variable of exchange rate of tenge 
to US dollar. However, these are the results of the 
observed situation in Kazakhstan for the analyzed 
period of time (from 2004 to 2016), and not the short 
comings of the model itself (Table 2). According to 
theory, the net sale of government securities, reducing 
the money supply in the economy, should have led to a 
depreciation of the national currency. The same trend 
would have to be observed with respect to the inflow of 
foreign investment (DI) or the financial account (FA). 

  

  

 
 

 

 
          
     

(low Durbin-Watson = 0.615), which led to a decrease 
in the efficiency of regression coefficients and reduced 
the statistical reliability of the main parameters of the 
model (as R-squared, t statistics, F statistics and etc.). 
Therefore, in subsequent models, we used first-order   
AR (1) regression models in order to eliminate these 
problems. 

In the second model, we excluded weakly 
significant variables (MMY, CAB), and the variables 
showing incorrect signs because of multicollinearity (M, 
IID). The variable money supply (M) showed incorrect 
sign because of the inclusion of the variable D_Debt in 
the equation, and the variable IID - because of the 
inclusion of the variable Debt (Model 2). On the contrary, 
we included a variable of real GDP growth (yy) in the 
model. As a result of these actions, the basic statistical 
parameters of the model have improved noticeably 
(adjusted R-squared increased up to 95.2, Durbin-
Watson statistics to 1.788, and F-statistic to 147). Signs 
in explaining variables are preserved, and the 
coefficients for explanatory variables are adjusted in 
favor of their greater reliability. 

The model shows that the exchange rate in the 
previous time (KURS (-1)), money multiplier (K), the 
growth rate of real GDP (yy), the change in external debt 
(D_DEBT) and to some extent the amount of external 
debt (DEBT) are the main factors determining the 
dynamics of the equilibrium exchange rate of tenge. At 
the same time, the exchange rate reached in the 
previous time, and the amount of the external debt 
contributed to the weakening of the tenge, as the growth 
of money multiplier, the growth rate of real GDP and the 
growth of external debt led to the strengthening of its 
nominal rate. 

To verify the correctness of this model, we 
calculated it using the Generalized Method of     
Moments (GMM) method. This method makes it 
possible to improve the normal ordinary squares in      
the presence of both heteroskedasticity and 
autocorrelation (HAC) of unknown form (Arellano and 
Bond, 1991). However, the basic statistical parameters 
of the model did not change, and only the coefficients   
of the explanatory variables were somewhat refined.   
The obtained result confirms the correctness of            
the specifying of the model. 

Then we excluded the variable external debt 
(DEBT), which strongly correlated with the exchange 
rate of the national currency, from the model (model 3). 
This positively affected the model, which was reflected 
in the improvement of statistical coefficients. The 
coefficient of determination increased to 95.5, F-statistic 
grew to 205.4, and S.E. of regression decreased to 12.9. 
At the same time, the value of the regression coefficients 
remained approximately at the same level, and Durbin-
Watson statistics improved to 1.82.The use of the GMM 
method did not lead to a significant change in the 
model. The major statistics of the model have not 
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The first wrong sign of net sale of government 
securities (DB) is explained by the fact that the off-
balance sheet operations of the National Bank are most 
likely not reflected in the data used. The second wrong 
sign was unexpected, since everyone was used to 
believe that the inflow of foreign currency into the 
country favorably affects the balance of payments and 
the stability of the national currency. Although attracting 
foreign direct investment in the early years of oil and gas 
development (in the 1990s) led to a significant inflow of 
foreign currency into the country, but the situation 
has changed radically now. At the present time, the rate 
of inflow of foreign direct investment has slowed 
considerably. This is due to an ever larger net outflow of 
dividends on previously invested investments. Hence, 
the conclusion that the emphasis on foreign investment
in order to support the stability of the tenge has 
not proved itself in the long term. At the same time, 
certain problems of autocorrelation of residuals and 
heteroskedness were characteristic for this model 

https://www.reuters.com/journalists/mariya-gordeyeva-dmitry-solovyov�
http://web.efzg.hr/repec/pdf/Clanak%2006-07.pdf�
http://web.efzg.hr/repec/pdf/Clanak%2006-07.pdf�
http://web.efzg.hr/repec/pdf/Clanak%2006-07.pdf�
https://ideas.repec.org/a/aea/aecrev/v78y1988i1p210-15.html�
https://ideas.repec.org/a/aea/aecrev/v78y1988i1p210-15.html�
https://ideas.repec.org/s/aea/aecrev.html�
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changed noticeably. The use of this method only 
allowed us to refine the coefficients of regression for 
explanatory variables. 

An exception to the variable YY led to some 
improvement in the F-statistic model (model 4). The 
remaining parameters remained without significant 
changes. Using of the GMM method allowed refining the 

regression coefficients, but did not noticeably affect the 
basic statistical parameters of the model. 

For the conclusion, it should be noted that the 
high statistical parameters of the models obtained 
indicate a correct specification of the model of the 
equilibrium nominal exchange rate of the tenge and an 
adequate choice of explanatory variables. 

Table 3: Dependence of the Nominal Tenge Rate on Various Factors 

 Model 1 Model 2 Model 3  Model 4  

 LS LS GMM LS GMM  LS  GMM  
KURS(-1) 

 
0.966746 0.984237* 0.997502* 1.00935* 0.971907*  0.960900*  

MMY 1.44E-05 
 

 
 

 
  

YY 
 

-0.340393** -0.2152**** -0.413403* -0.2683***  
  

K -46.91161* -15.71669** -10.80830* -10.95190** -6.3441**** -13.6587*** - 9.807134**  
IID 148.2687* 

 
 

 
 

  
CAB -0.003392  

 
 

 
  

D_DEBT -0.001884 -0.001406** -0.0008**** -0.001503** -0.00091*** - 0.00143** - 0.001339**  
DEBT 

 
0.000165 0.0001****     

C 190.9062* 31.6686*** 18.370**** 35.0731*** 18.904****  45.1806***  36.47716**  
AR(1) 

 
0.31787*** 0.311301** 0.32859*** 0.35527**  0.44387**  0.395390*  

R-squared 0.644040 0.958748 0.955857 0.962515 0.959986  0.955575  0.954808  
Adjusted R-squared 0.600631 0.952235 0.948887 0.957829 0.954984  0.951241  0.950399  
S.E. of regression 57.32617 13.44559 13.83140 12.90923 13.33755  13.88106  14.00042  
F-statistic 14.83631 147.1954  205.4177  220.4756  

 
Durbin-Watson stat 0.615773 1.788414 1.657918 1.826739 1.688570  1.784562  1.650280  
J-statistic 

  
1.702504 

 
3.660651  

 
3.235525  

Note: * Probability is less than 1%, ** - less than 5%, *** - less  than 10%, **** - less than 15%  

  

 

 

 

 
 

 

 

 

 
 

 

 

 

 

 

 

IV. Conclusions

An empirical test of the theoretical model          
of equilibrium exchange rate developed by Nurseiit     
(2004, p. 104) on quarterly data of Kazakhstan for the 
period from the 1st quarter of 2005 to the 4th quarter of 
2016 show the correctness of its main conclusions.    
This primarily concerns the list of explanatory factors 
and their behaviours, as well as the features of their 
interactions.

From the built empirical models it follows that 
the most significant factors determining the equilibrium 
rate of the tenge are the current dynamics of the 
exchange rate, the size of money multiplier, the growth 
rates of real GDP, the amount of increase of external 
debt and, to some extent, the amount of accumulated 
external debt.

Factors such as the previous level of the 
exchange rate, and the accumulated amount of external 
debt contribute to the weakening of the tenge, and the 
coefficient of the money multiplier, the growth rate of the 
economy and the amount of increase of external debt 
lead to its strengthening.

As for other factors, such as the money supply, 
net inflow of direct investment and the size of the current 
account, they, as a rule, did not significantly affect       
the tenge's stability. This is due to the fact that the NBK 
artificially maintained the tenge's exchange rate in 
separate, rather long periods of time. In addition, the 

National Bank often uses the off-balance sheet 
operations, which are not always reflected in the official 
statements. In addition, in recent years there have been 
sharp changes in the rates of inflow of foreign direct 
investment. They noticeably slowed down. At the same 
time, in order to maintain the exchange rate of the 
national currency, the state not only conducted   
currency interventions at the expense of the previously 
accumulated gold and currency reserves, but also often 
resorted to selling part of the property of state-owned 
enterprises.
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The Study of Fund Disbursement by NABARD   
in Uttar Pradesh 

Dr. Sandeep Kumar Kesarwani α & Dr. Satish Chandra Tiwari σ 

Abstract- Agriculture is major source of employment and   
food to our country but even this sector is facing various 
problems from many years. The problem of availability            
of credit is one of them, due to this problem the agricultural 
production get affected every year. The Present Study    
focuses over the fund disbursement to agricultural sector       
by NABARD in Uttar Pradesh. The Present Study indicates      
the preferences of NABARD in financial assistance to    
different sectors including agriculture sector. The present 
paper is an attempt by the researchers to examine the role of     
NABARD in agriculture in Uttar Pradesh through financial    
disbursements made by it directly. The study is purely       
based on secondary data which were analyzed with              
the help of mean, percentage, CAGR, one-way ANNOVA,    
Post Hoc Test, Tukey etc. to draw the results. The study       
also exhibited that NABARD continuously focuses on            
NFS, and farm mechanization, however, agriculture           
which assumes great significance in present day         
scenario, is yet to get its dues from Bank. It was established            
through the study that there is a significant difference               
in refinance disbursement of NABARD through Purpose            
and Programme-wise to various sectors. 
Keywords: agricultural credit, refinancing, non farm 
sector, NABARD. 

I. Introduction 

he major problem in agricultural sector is 
unavailability of finance at right time, due to this 
farmer faces difficulty to arrange resources in 

cultivation on time and sometime they failed to arrange 
the financial support for their farming activities which 
results in poor production. If farmers avail the credit 
facilities in proper amount on time then the scenario of 
agricultural sector may be changed.  

This argument has been empirically examined 
in many studies these are-“Despite the significant 
strides achieved in terms of spread, network and 
outreach of rural financial institutions, the quantum of 
flow of financial resources to agriculture continues to     
be inadequate (Golait, 2007)”. “This situation brings out 
the fact that the existing institutional arrangement           
for credit delivery is not adequate and suitable to 
address the agrarian distress in the country (Barah and 
Sirohi, 2011)”. “Reserve Bank of India (2006) also 
reported   that  one  common  factor  that  can  be  seen 
 
 
Author α: Assistant   Professor,   ICFAI   University,   Dehradun. 
e-mail: sandeep20046@gmail.com 
Author σ: Assistant Professor, Department of Management, IBS 
Hyderabad. e-mail: satish2bhu@gmail.com 

across all regions is that manifestation of economic 
distress is primarily through indebtedness.” “In this 
context it is pertinent to mention that the Planning 
Commission of India in the Approach Paper to 11th    
Five Year Plan 2007-2012 observed that ‘there is 
evidence that farm debt is increasing much faster      
than farm incomes’ (Government of India 2006)”. These 
studies focuses that there is still need of reform. 

The National Bank for Agricultural and Rural 
development has been set up as an apex body              
to support and regulate agricultural credit in India. But 
the present study is covering the role of NABARD           
in finance disbursement to Uttar Pradesh only. 

 
     

    
      
       

 

II. Objective And Hypothesis 

As discussed in the previous sections the 
impact of availability of finance to agricultural sector: 

1) To know the role of NABARD in refinance 
disbursement to agricultural sector in Uttar Pradesh. 

2) To know the role of NABARD in refinance to various 
activities in Uttar Pradesh. 

Based on these observations, we have 
formulated a hypothesis, which is as follows: 

 

 

As aforementioned, the NABARD is an apex 
institution in agricultural rural development in India. That 
is why the hypothesis has been framed to know the 
contribution of NABARD in Uttar Pradesh. 
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Uttar Pradesh is the largest food grain 
producing State of the country contributing about 19% 
of the      total food grains of the country. It is the highest 
producer of wheat and second highest producer of     
rice. The State is also the largest milk producing       
state, accounting for nearly 17 per cent of the total       
milk production. U.P is the second largest sugarcane 
producer of India after Maharashtra accounting for 
about 28% of total production in the country. 

 H0: There is no significant difference in financial 
assistance among different agricultural activities 
plans and programs of NABARD in Uttar Pradesh.

 H1: There lies a significant difference in financial 
assistance among different agricultural activities 
plans and programs of NABARD in Uttar Pradesh.



III. Research Methodology 

The total disbursements by NABARD in Uttar Pradesh have been divided into four categories then analyses 
have been conducted. 

 
 
 
 
 
 
 
 
 
 
The Conclusive-Descriptive-Cross Sectional 

research design have been adopted and Sample      
have been collected from annual Data Considered    
from 2002-03 to 2011-12. The Nature of data is 

Secondary and Source of data from annual report of 
NABARD and SLBC and Statistical tools have been 
used one way-Anova, Tukey Test, & Trend Analysis.  

IV. Analysis and Testing of Hypothesis 

Table 1: Purpose wise disbursement by NABARD in Uttar Pradesh from (1995-96 to 2011-12) (Amount in Lakh) 

Sector/Purpose/        
Activity 

2000-
01 

2001-
 

2002-
03 

2003-
04 

2004-
05 

2005-
06 

2007-
08 

2008-
09 

2009-
10 

2010-
11 

2011-
12 

CAGR 

Agriculture 

Minor irrigation 9794 15791 18436 18463 12841 6108 9857 5448 10688 7719 4794  

Land development 1 10 6103 427 1814 663 2036 9746 2196 90 154  

Farm Mechanisation 43009 25094 18724 12011 10371 42971 26843 12802 19188 18880 15307  

Plantation & Horticulture 3436 7498 5916 6244 8312 10263 6216 8342 8242 8130 8381  

Other Agriculture 5654 5097 4395 26062 53036 40223 22484 4784 9940 10041 10137  

Total 61894 53490 53574 63207 86374 100228 67436 41122 50254 44860 38773 -4.16% 

Allied to Agriculture 

Fisheries 280 427 389 353 337 512 268 121 1008 210 110  

Animal Husbandry 19173 30791 34610 26531 29289 24552 15824 14525 27687 26459 24662  

Poultry       3143 6060 7737 8886 10008  

Storage/Market Yard       55 1234 1307 96 2547  
Waste land Development 
(Forestry) 

      117 Nil Nil Nil Nil  

Total 19453 31218 34999 26884 29626 25064 19407 21940 37739 35651 37327 6.10% 

Non Farm Sector (NFS) 

SGSY Non Farm Sector 5406 10405 6177 5137 7384 7460 3145 1322   1213  
SC-ST-AP- Non Farm 
Sector       648 167     

Non Farm Sector 5286 6818 21522 25398 22090 20104 24400 21617 25253 49697 32295  

Total 10692 10692 27699 30535 29474 27564 28193 23106 25253 49697 33508 10.94% 

Others 
Non Conventional 
Energy (Bio Gas Plant)       Nil Nil 2 1   

Self help Group 559 813 1292 1553 1883 2043 1815 4022  1760   

AH (Others)       624 701 1295 518 123  
Agriclinics and Agri 
Business 

      10 Nil   106  

Total 559 813 1292 1553 1883 2043 2449 4723 1297 2279 229  

Total Disbursement 92598 102744 117564 122179 147357 154899 117485 90891 114543 132487 109837 -7.79% 

  (Sources: Statistical Statement of NABARD) 

NABARD Fund Disbursement in 
Uttar Pradesh 

Agriculture
 

Allied to Agriculture
 

Non Farm Sector (NFS)
 

Others
 

8

Ye
ar

20
18

© 2018   Global Journals1

  
 

G
lo
ba

l 
Jo

ur
na

l 
of
 M

an
ag

em
en

t 
an

d 
Bu

sin
es
s 
R
es
ea

rc
h 

  
  
  
V
ol
um

e 
X
V
III

 I
ss
ue

 V
 V

er
sio

n 
I

(
)

C

  

 

The Study of Fund Disbursement by NABARD in Uttar Pradesh

02



 
Graph 1 

The analysis of Purpose-wise refinance 
disbursement by NABARD with the help of CAGR   
shows that the Non-Farm Sector had been the        
priority areas for the bank with a highest CAGR of 
10.94% during the period under study. This Sector      
had been on the top in almost all the years on the    
basis of absolute amount of disbursement. Allied          
to agriculture sector come next with a CAGR score of 
6.10% followed by Agriculture Sector (CAGR -4.16%), 
having the lowest share in assistance in terms of      
both percentage and absolute amount. The Other 
Sector is the only region exposing a lowest negative 
CAGR of -7.79%. Hence, it can safely be concluded that 

allied to agriculture sector and Non-Farm Sector 
constitute the preference Sector in the eyes of the bank 
as far as the agriculture and rural area is concerned. The 
Purpose-wise distribution of finance can be visualized 
with the help of Figures-which express that the Non-farm 
sector has been a priority sector for NABARD 
particularly after 2005-06 to 2010-12 though, its share 
declined during 2011-12 in comparison to 2010-11. The 
figure is the proof of the fact that Agriculture Sector is 
the most neglected Sector while Allied to agriculture   
and Non-Farm Sector got assistance better than the 
other sector. 
 

Table 1.2 (b): ANOVA 

Expenditure 
 Sum of Squares Df Mean Square F Sig. 

Between Groups 1.886E10 3 6.286E9 48.123 .000 

Within Groups 5.225E9 40 1.306E8   

Total 2.408E10 43    

                   Mean Square Source: Researcher’s Calculations 

             Note: *Significant at 5 per cent level of significance 
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Compound Annual Growth Rate of Purpose Wise 
Disbursement by NABARD
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Table 1.2 (c): Post Hoc Tests 

Multiple Comparisons 
Expenditure Tukey HSD 

(I) Sector (J) Sector 
Mean        

Difference (I-J) 
Std. Error Sig. 

95% Confidence Interval 
Lower Bound Upper Bound 

Agriculture 
Allied to Agriculture 31082.18182* 4.87348E3 .000 18019.1995 44145.1641 
Non farm sector 33163.54545* 4.87348E3 .000 20100.5631 46226.5278 
Others 58372.00000* 4.87348E3 .000 45309.0177 71434.9823 

Allied to 
Agriculture 

Agriculture -3.10822E4* 4.87348E3 .000 -44145.1641 -18019.1995 
Non farm sector 2081.36364 4.87348E3 .974 -10981.6187 15144.3459 
Others 27289.81818* 4.87348E3 .000 14226.8359 40352.8005 

Non farm 
sector 

Agriculture -3.31635E4* 4.87348E3 .000 -46226.5278 -20100.5631 
Allied to Agriculture -2081.36364 4.87348E3 .974 -15144.3459 10981.6187 
Others 25208.45455* 4.87348E3 .000 12145.4722 38271.4369 

Others 
Agriculture -5.83720E4* 4.87348E3 .000 -71434.9823 -45309.0177 
Allied to Agriculture -2.72898E4* 4.87348E3 .000 -40352.8005 -14226.8359 
Non farm sector -2.52085E4* 4.87348E3 .000 -38271.4369 -12145.4722 

                                                                                                                * The mean difference is significant at the 0.05 level 

Table 1.2 (d): Expenditure 

Tukey HSD 

Sector N 
Subset for Alpha = 0.05 

1 2 3 
Others 11 1.7382E3   
Non Farm Sector 11  2.6947E4  
Allied to Agriculture 11  2.9028E4  
Agriculture 11   6.0110E4 
Sig.  1.000 .974 1.000 

                    Means for groups in homogeneous subsets are displayed 

One way ANOVA is conducted at 95% 
confidence level to compare the expenditure of 
NABARD across various sectors such as Agriculture, 
Allied to agriculture, Non-farm sector, and others       
from the financial year 2000-01 to 2011-12. The     
ANOVA table shows a F-value of 48.123 with 
significance value 0.000. This implies that the null 
hypothesis is rejected and the alternative hypothesis       
is accepted. Thus there is significant disparity in 
financial assistance among different agriculture 
Purposes and programs of NABARD. Then Tukey test      
is conducted to carry out a multiple pair wise 
comparison. The results of Tukey test show that there      
is significant difference in NABARD’s refinancing 
between Agriculture & Allied to agriculture, Agriculture     
& Non-farm sector, and Agriculture & other sectors.     
But with the significance value of 0.974, Tukey test 
shows that there is no significant difference                   
in NABARD’s expenditure between allied to agriculture     
& Non-farm sector. 

V. Results and Discussions 

The analysis of Purpose - wise refinance 
disbursement by NABARD with the help of CAGR shows 
that the Non-Farm Sector had been the priority areas for 
the bank with a highest CAGR of 10.94% during the 
period under study. This Sector had been on the top in 

almost all the years on the basis of absolute amount of 
disbursement. Allied to agriculture sector comes next 
with a CAGR score of 6.10% followed by Agriculture 
Sector (CAGR-4.16%), having the lowest share in 
assistance in terms of both percentage and absolute 
amount. The Other Sector is the only region exposing a 
lowest negative CAGR of -7.79%. Hence, it can safely be 
concluded that allied to agriculture sector and Non-
Farm Sector constitute the preference Sector in the eyes 
of the bank as far as the agriculture and rural area is 
concerned. The Purpose-wise distribution of finance can 
be visualized with the help of Figure-which express that 
the Non-farm sector has been a priority sector for 
NABARD particularly after 2005-06 to 2010-12 though, 
its share declined during 2011-12 in comparison to 
2010-11. The figure is the proof of the fact that 
Agriculture Sector is the most neglected Sector while 
allied to agriculture and Non-Farm Sector got assistance 
better than the other sector. From the study of Purpose 
wise different agricultural plans and programmes in the 
disbursement of funds it has been seen that NABARD 
has disbursed less money towards farm sector as 
compared to Non-farm and allied to agriculture sector. 
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Muhammad Nauman Sadiq α, Raja Ased Azad Khan σ, Muhammad Kamran Bashir ρ & Muhammad Ejaz Ѡ  

Abstract- Purpose: The purpose of this study is to investigate 
the impact of investors behavioural biases in their satisfaction 
with current financial position. 

Design/Methodology/Approach: Based on 207 individual 
investors, present study individually regressed each investors 
behaviour bias with financial satisfaction. 

Findings: The results of the study shown behavioural biases 
like overconfidence and categorization tendency has 
significant positive impact on investors financial satisfaction 
levels. Others behavioural biases like Reliance on experts, 
Self‐control bias, Budgeting tendency, Adaptive tendency has 
no significant impact on investors levels of financial 
satisfaction. 

Practical Implications: Financial institutions which provides the 
financial products and services to clients needs to understand 
the behaviour of investors regarding different financial 
planning and investment choices. The findings of present 
study have implications for financial service providers. 

Originality/Value: The relationship of psychological biases of 
individual investors with their financial satisfaction is widely 
researched in the literature. But in Pakistan no study is 
observed in this context. Present study fills the gap in literature 
with the perspective of individual Pakistani investors. 
Keywords: financial satisfaction, behavioural biases, 
individual investors, pakistan. 

I. Introduction 

mong other features of life satisfaction, individual 
satisfaction with their financial matters or financial 
satisfaction is an imperative factor for life 

satisfaction or subjective will-beings. “financial 
satisfaction is a subjective assessment of the adequacy 
of one’s financial resources or financial situation”       
(Hira & Mugenda, 1998). Definition and measurement of 
the financial satisfaction always endure under the 
discussion, but no ultimate definition or measurement 
method has been conferred upon which consensus of 
researchers developed (Joo & Grable, 2004).  

Financial satisfaction of individual investors is 
based on their financial decisions. Now a day individual 
investor has numerous investment opportunities to 
employ their funds. However due to the bounded 
rationality investors faced the influenced of various 
situation  and  personal factors. In-depth  understanding 
 
Author α Ѡ: MS Finance, Riphah International University, Islamabad, 
Pakistan. e-mail: nauman_sns22@yahoo.com   
Author σ: MS Management Science, Federal Urdu University of Art, 
Sciences, and Technology (FUUAST), Islamabad, Pakistan. 
Author ρ: MS Management Science, Hamdard University, Islamabad, 
Pakistan. 

of these factors in essential to understand how these 
factors caused the financial satisfaction or financial dis-
satisfaction (Simon, 1993). 

In Pakistan, stable economic condition is 
creating the positive impact on the behaviour of people 
toward investment. Along this “private media revolution, 
effective marketing of financial institutions for different 
products create a sense of investment” (world bank 
2015-2016). Sahi (2017) conducted the similar study in 
India and consider the similar situation and raise 
question when household income is increasing, their 
saving is also increasing. “but are the savings being 
invested wisely? Are people able to meet their financial 
planning goals? Is the financial consumer in India, 
satisfied with the management of his/her finances”? 
Present study is also designed to answer the following 
questions and to investigate the financial levels of 
consumers, and to investigate the impact of 
psychological biases of investors in financial satisfaction 
with the perspective of Pakistan.No study has been led 
to check the investors psychological factors and their 
socio-economic factors in relation with their financial 
satisfaction. Present study is conducted to fill the          
gap in literature with the perspective of Pakistan.   
Present study used the investors psychological biases 
(overconfidence bias categorization tendency, Reliance 
on experts, Self‐control bias, Budgeting tendency, 
Adaptive tendency) as independent variable and 
investors financial satisfaction as dependent variable. 
The findings of present study have implications for 
financial service providers. 

II. Literature Review 

a) Overconfidence  
Overconfidence bias was first described by 

Oskamp (1965), as a factor inducing the decision-
making process of people in different areas of life. 
Overconfidence Bias is a propensity to overestimates 
the own capabilities about some situation. In 
behavioural finance literature, overconfidence bias is the 
most debating behavioural / psychological bias 
(Michailova, 2010). 

It can be defined as the measurement of the 
difference between knowledge that people think         
they have and the actual knowledge that they have 
(Dobelli, 2014). In overconfidence bias people 
misapprehend their knowledge, abilities, availability of 
information and skills (Tapia & Yermo, 2007). Study 
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finds “Overconfidence bias, self‐control bias, and 
budgeting tendency have a positive and significant 
association with financial satisfaction” (Sahi, 2017). 
Overconfident individuals hold high views about their 
ability and personal belief, which lead to “positive 
expectations and optimism about their endeavors, and 
help them to achieve certain financial goals that would 
enhance their financial satisfaction” Barber & Odean, 
1999; Szyszka, 2013). 

Therefore, on the bases of above arguments the 
following hypothesis has been formulated: 

Hypothesis (1): Overconfidence bias is significantly 
associated with financial satisfaction.  

b) Reliance on Experts 
The second variable which is tested as a factor 

influencing the investors financial satisfaction is their 
reliance on experts. Reliance on expert can be define as 
“the tendency to take on the opinion of someone who's 
seen as an authority on a subject” (Evatt, 2008). 
Reliance on expert tendency revealed investors things, 
financial experts have more financial knowledge and 
expertise in financial matters, beside this most of time 
people select their area of investment or stock or a 
mutual funds because of their boss or friend, about 
which they think he was a good boy (Dutt, 1999).       
Low level of financial knowledge caused mental        
stress and financial dis-satisfaction which caused 
inability of management of funds (Grable & Joo, 1999). 
Meanwhile people find satisfaction by relying on experts 
(Srinivas, 2000). Another study finds that “Reliance on 
expert bias has a positive and significant association 
with financial satisfaction for those investors with more 
than 5 years of investment experience and a negative 
but significant relationship for those investors with 2–5 
years of investment experience, thereby indicating that 
time plays a crucial role in the ability of investors to build 
trust with their financial advisors”. 

Therefore, on the bases of above arguments the 
following hypothesis has been formulated: 

Hypothesis (2): Reliance on expert bias is significantly 
associated with financial satisfaction.  

c) Categorization Tendency 
Categorization tendency means to categories 

the source and use of funds, and categories the money 
into groups. This categorization tendency is called 
mental accounting (Shefrin & Thaler, 1988). People 
categories their wealth into current assets, current 
income, and future income. This categorisation 
positively associated with investors financial satisfaction 
(Thaler, 1999). Categorization effect caused to higher 
satisfaction (Mogilner et al., 2008). Study shown 
categorization tendency is advantageous to people 
because it helps to categories the funds based on 
purpose. Another study shown “For professionally 
educated individuals, categorization tendency has a 

positive and significant association with financial 
satisfaction”. Therefore, on the bases of above 
arguments the following hypothesis has been 
formulated: 

Hypothesis (3): Categorization tendency is significantly 
associated with financial satisfaction. 

d) Self-Control Bias  
Self-control bias is a behavioral tendency     

which instigated someone to postponed consumption 
today for future saving (Sahi, 2017). Self‐control 
comprises an “internal conflict” between the “rational 
and emotional aspects of the individual's personality” 
(Shefrin & Thaler, 1988). Saving behaviour has positive 
relationship with financial satisfaction (Parrotta & 
Johnson, 1998: Cummins & Nistico, 2002). Study shown 
self-control caused current investment to increase 
saving in future and increase financial satisfaction     
(Xiao et al. 2006). Another study finds “Overconfidence 
bias, self‐control bias, and budgeting tendency have a 
positive and significant association with financial 
satisfaction” (Sahi, 2017). Therefore, on the bases of 
above arguments the following hypothesis has been 
formulated: 

Hypothesis (4): Self-control bias is significantly 
associated with financial satisfaction.  

e) Budgeting Tendency 
Budgeting tendency is the tendency of plan for 

saving and investment. Budgeting tendency of investors 
can be used as a behavioural bias to find the investors 
financial satisfaction (Sahi, 2017). Study shown 
Budgeting tendency is influenced the financial 
satisfaction (Titus et al.1989). Another study finds 
“Overconfidence bias, self‐control bias, and budgeting 
tendency have a positive and significant association 
with financial satisfaction” (Sahi, 2017). However, 
another study find that investors budgeting tendency 
has no significant relationship with financial satisfaction 
(Xiao et al. 2006). Therefore, on the bases of above 
arguments the following hypothesis has been 
formulated: 

Hypothesis (5): Budgeting tendency is significantly 
associated with financial satisfaction.  

f) Adaptive Tendency 
Adaptive tendency is the tendency to adopt      

the changing financial necessities with the passage of 
time (Sahi, 2017). People change their investments 
goals and investments patterns based on market 
situation. Individual tendency to adopt the changing 
market conditions caused them to meet their sets     
goals and caused financial satisfaction (Cummins & 
Nistico, 2002). Another study also supports these   
results and concluded people should follow the 
changing market conditions (Soros, 2003). However, 
study conducted in India shown that Adaptive   
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tendency has no effect on investors level of financial 
satisfaction (Sahi, 2017). 

Therefore, on the bases of above arguments the 
following hypothesis has been formulated: 

Hypothesis (6): Adaptive tendency is significantly 
associated with financial satisfaction. 

III. Theoretical Framework 

IV. Methodology 

Present study is designed to determine the 
impact of investors psychological biases in their 
financial satisfaction. Quantitative techniques were 
applied to determined psychological biases of each 
investor and their levels of financial satisfaction. Similar 
study conducted in India shown that “Only the “investing 
classes” or people having the financial savings and the 
capacity to invest in the various instruments were of 
significance to this study” (Gupta, 1991). To make it 
more specific present study interact the people having 
investment experience in different financial instruments. 

Nonprobability sampling technique was used 
for this study. In Nonprobability sampling technique, 
Convenience sampling method was used to select the 
respondents. To collect the data from respondent’s 
study used the questionnaire. Questionnaire were 
distributed among the people who were willing and 
convenience to fill the questionnaire. Condition pertains 
with the selecting of each respondent was that they 
should have investment experience in any financial 
instrument. Study interact 250 investors and distribute 

questionnaire, among which 220 questionnaires were 
received, 13 questionnaires were find incomplete, so 
study used 207 sample size. 

Present study used the investors psychological 
biases (e.g. Overconfidence bias, Reliance on expert 
bias, Categorization tendency, Budgeting tendency, 
Self‐control bias, Adaptive tendency) as independent 
variable, and financial satisfaction as dependent 
variable. To measure the investors psychological biases 
present study used the scale developed by Sahi (2017). 
Where IFDFW Scale was used for measuring the 
financial satisfaction or financial well-being.  

V. Results and Discussion 

The first step in the data analysis was the 
reliability checking of the instruments. Studies shown 
that questionnaire must produce the reliability coefficient 
ranging from .5 to .80 to shown the consistency 
(Pedhazur, 1982). Table 1 shown the Cronbach’s 
coefficient alpha above from 50 for each item which 
shown the reliability of the instruments. 

Financial 
Satisfaction

Overconfidence 
Bias

Reliance on 
Expert Bias

Categorization 
Tendency

Budgeting 
Tendency

Self‐Control 
Bias

Adaptive 
Tendency
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Table 1: Reliability Statistics 

 
 

 

  

  

  

  

   

  

   

Multiple regression was conducted with 
investors behavioural biases as independent variable 
and investors financial satisfaction as dependent 
variable. Significant regression equation found with a R2 
.079. Only two variable shown significant impact on 
investors financial satisfaction. Overconfidence bias and 
categorisation tendency shown significant positive 
influence on investors financial satisfaction. Beside 
conducting regression test all conditions of regression 
were met. No multicollinearity finds as tolerance values 
were below 2 and ALL VIF values were below 10. No 
Autocorrelation, Durbin-Watson = 1.982 

Table 2: Hypothesis testing results: simple regression of individual investor biases on financial satisfaction 

Model 
Unstandardized 

Coefficients Standardized 
Coefficients 

Adjusted 
R‐square 

F‐Statistic t Sig. Result 

 B 
Std. 
Error 

Overconfidence Bias .264 .131 .139 .015 4.057 2.014 .045 Accept 
Categorization Tendency .263 .100 .181 .028 6.934 2.641 .009 Accept 
Reliance on Expert Bias -.134 .155 -.060 -.001 .751 -.867 .387 Reject 
Self-Control Bias .135 .072 .130 .012 3.514 1.874 .062 Reject 
Budgeting Tendency -.073 .106 -.048 -.003 .471 -.686 .493 Reject 
Adaptive Tendency .031 .114 .019 -.006 .076 .276 .783 Reject 

Table 2 shown the results of simple regression 
of individual investor biases on financial satisfaction. The 
hypothesis that investors behavioural biases have 
significant influence on financial satisfaction is only 
accepted for overconfidence bias and categorization 
tendency. However this influence is very limited as R2 
value shown. Overconfidence bias shown significant 
positive impact on investors financial satisfaction. This 
infers that the tendency of overestimating the investment 
decision making capability is significantly and positively 
related with to financial satisfaction. 

While investors categorization tendency also 
has significant positive impact on financial satisfaction. 
This implies that the tendency of categorizing the money 
into groups or based on its use is significantly and 
positively associated with financial satisfaction. Besides 
these two Psychological factors all other behavioural 
biases shown no significant impact on investors 
financial satisfaction with their financial status.  

VI. Conclusion 

Present study intend is to find the impact of 
investors behavioural biases on financial satisfaction. 
Study finds among six behavioural biases only 
overconfidence bias and categorization tendency bias 
shown significant and positive impact on investors levels 
of financial satisfaction. This implies investors having 
tendency of overestimating the investment decision 
making capability, and categories their funds into 
different groups are more satisfied with their financial 
status. Others behavioural biases like Reliance on 
experts, Self‐control bias, Budgeting tendency, Adaptive 

tendency has no significant impact on investors levels of 
financial satisfaction.  

VII. Limitations of the Study 

Besides contributing to the literature, present 
study has several limitations. First this study has the 
small sample size. Secondly this study used the 
convenience sampling method to collect the data from 
respondents to disclosed their financial preferences and 
beliefs. Thirdly, present study used only six 
psychological biases of investors to check their 
influence on financial satisfaction, more psychological 
biases can be used to check their influence on investors 
level of financial satisfaction. However, besides these 
limitations present study has implication for financial 
service providers. 
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Empirical Evidence on the Impact of Bank-
Specific Factors on the Commercial            

Banks Performance: The Camel Model and 
Case of Ethiopian Banks 

Tesfaye Boru Lelissa α & Abdurezak Mohammed Kuhil σ 

Abstract- The study has investigated one of the key research 
questions: how do bank specific factors are related to bank 
performance? The model constructed is framed based on     
the commonly used supervisory tool to monitor bank 
performance: CAMEL. This consists of elements from Capital 
Adequacy, Asset Quality, Management, Earning and Liquidity. 
It has used six variables representing each of the components 
and run a regression model based on fixed and random 
models. The outcome shows that many of the bank specific 
factors have a significant statistical relationship with 
performance measures. Despite the mixed result in the various 
models, the study explored that bank’s capital holding, asset 
quality and business diversification, cost control and liquidity 
positions are important part of the management decisions to 
have a significant influence on performances. 
Keywords: performance, commercial banks, ethiopia, 
CAMEL model. 

I. Introduction 
he Money and banking Proclamation No. 83/1994 
identifies banking business as:….an operation that 
involves such activities like receiving funds, 

discounting and negotiating of promissory notes, drafts, 
bills of exchange and other evidence of debt; receiving 
deposits of money and commercial paper, lending 
money, and buying and selling of gold and silver    
bullion and foreign exchange. Even if the list in the 
proclamation is exhaustive, from the balance sheet and 
income statements of banks it can be inferred that the 
main stay of banks largely relied on the intermediation 
activities (NBE report, 2015/16). A bank is usually 
defined as an institution whose current operations 
consist in granting loans and receiving deposits from 
the public (Mishkin, 2001). Therefore, as core to their 
functions, banks need to mobilize deposits (in local and 
foreign currency) from the public so that they can lend 
the deposit to borrowers and foreign currency users and 
earn income in the process. The need for more liquidity 
is associated with the high leverage position following 
the  very  limited  capital base of  banks as compared to 
 

                       
 

  

 

their asset holdings. For instance, the capital to asset 
ratio for banks in Ethiopia in year 2015 is 17% reflecting 
that a great part of banks’ activity is financed through 
deposit collection (NBE, 2015/6).    

From the income structure of banks, it appears 
that the current trend in banking activities seem altered 
towards pursuing a mix of fee-generating activities along 
with the intermediation business. That is, instead of just 
accepting deposits and making loans; they receive 
good sum of earning from fee-based activities like 
foreign operations and off balance sheet activities. 
Literature also supports that non-interest income is 
among the most rapidly growing sources of revenue     
for deposit accepting institutions (Rose and Hudgins, 
2008).  A similar trend has been noted in the Ethiopian 
banking situation where income from non-interest 
sources is revealing growing trend overtime. For 
instance, the share of fee income from international 
banking activities in some banks exceeds the income 
from interest sources. Industry wide scenario also 
reflects fee income has constituted almost half of the 
total earning of Ethiopian banks (NBE report, 2015/16). 
Nachane and Ghosh (2007) remarked that the 
dynamism in the banking sector has urged banks to be 
innovative in their operations. This innovation process 
has contributed for wider expansion in the off-balance 
sheet activities which are contributing for the expansion 
in fee income. This may, however, have effect on 
increasing overall risk of banks by exposing them to 
high income volatility. In addition, literature suggested 
that banks with relatively high non-interest earning 
assets are less profitable (Demirgiic-Kunt and Huizinga, 
1999).  Despite such argument on the risk associated 
with holding high share of non-interest income, the 
significant share of fee income justifies the need to 
incorporate them in the analysis of bank performance. 
More specifically, if performance is rated based on 
profitability measure, excluding fee-based variables will 
lead to bias.  For instance, Rogers (1998) explained that 
the exclusion of nontraditional activities in the estimation 
of bank performance and efficiency actually understates 
it. The other scenario which differentiates banks from 
other businesses is that of the existence of risk factors. 

T 
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This is because the capital base of a bank is smaller 
relative to the asset base and liability it holds.  In terms 
of the risk types, Allen and Cartelli (2008) identified two 
major risk types which are associated with the core 
activities of banks: default and liquidity risks. Thus, 
existence of both liquidity and default risk for a bank 
differentiates it from an ordinary firm and the impact of 
such risk factors on performance should deserve 
consideration. Beyond the abovementioned factors 
driving bank performances, there remains several 
factors to have implications on banks profitability. These 
factors are mostly classified in to two parts: internal and 
external. For instance, Al-Tamimi (2010) and Aburime 
(2005) have classified the determinant factors as internal 
and macroeconomic variables. The internal factors are 
defined as the characteristics exhibited by individual 
bans and which fall under the management’s control.  
On the other front, the external factors include sector or 
country wide factors and appear outside the control of 
the management but have a bearing on performances. 
There are also studies which attempted to separate the 
external factors into sector and macroeconomic variable 
(Ongore, 2011). The former considers industry related 
factors that commonly affects the individual banks while 
the later takes into account the general economy wide 
variables.  This study provides focus on bank specific 
variables that have a bearing on the performance of 
banks. We follow on the approach that is most 
commonly used by bank regulators to monitor 
performance: CAMEL approach with the core aim of 
exploring factors under the control of the management 
on banking operational excellence. The core theme of 
the research is to investigate the impact of bank specific 
factors, which are highly related to internal management 
of resources, on performance of banks. In such 
endeavor the banks own undertaking to excel in 
performance through managing some of the key 
selected determinant factors will be examined through 
testing a hypothesis: Ho: Bank Specific Variables has no 
impact on the Performance of Banks. The study 
employs a panel data of all commercial banks operating 
in the country from 19990-2015.   

II. Literature Review 

The approach that is most commonly used      
by bank regulators to monitor performance is the       
CAMEL approach. This is a composite of various bank 
performance components that management is expected 
to act upon so as to improve performances. The 
CAMELS approach evaluates financial institutions like 
banks on the basis of SIX critical dimensions which are: 
Capital adequacy, Asset quality, Management, Earnings 
Liquidity, and Sensitivity to Market risk. Nevertheless, the 
sensitivity to market risk which requires a well developed 
financial market is not commonly used in the developing 
countries studies. Each of the components and the 
variables to be used in this study is explained below: 

III. Capital Adequacy  
The Capital Adequacy ratio is the ratio of banks 

primary capital to risk weighted assets (Directive No. 
SBB/9/95). Regulators like the NBE issue directives on 
the manner of computation of the capital adequacy ratio 
which is a specification on the risk conversion rates for 
on and off balance sheet assets as well as classification 
of different components of capital. The directive 
demands banks to strictly maintain a capital level 
exceeding or equivalent to 8% of the risk weighted 
assets. This is with the intent that holding a reasonable 
level of capital is expected to serve as cushion in times 
of crisis (Dang, 2011). Nevertheless, such view is also 
supported by others as adequate capital level being a 
source of liquidity enhances performance via reducing 
the banks’ financing costs (Diamond, 2000). Holding a 
high capital level is also challenged by the counter view 
in that it reduces the return on equity. This is because 
excessive capital encourages a low risk taking attitude 
that potentially impacts the earning potential. 
Furthermore, a higher capital reduces the debt position 
of firms resulting in lower earnings from the tax 
exemption from debt leverage Bourke (1989) and Berger 
(1995). Therefore, the impact of the capital adequacy 
ratio has uncertain a priori as it could potentially reduce 
or improve performance depending on its utilization and 
level of exposures. The study uses the capital to asset 
ratio which is not risk adjusted to proxy the actual capital 
adequacy ratio as the data is not publicly available. 

a) Asset Quality  
As discussed above, one of the critical success 

factors for better bank performance is its ability to 
manage the risk emanating from defaults. A bank 
balance sheet is mostly a composite of various asset 
elements such as cash, foreign deposits, reserves at the 
NBE, loans, investments, fixed assets etc. However, the 
loan portfolio remains to have the dominant share of the 
asset especially for banks that highly rely on the 
intermediation business for their earnings. Therefore, 
keeping the quality of such asset is witnessed in many 
studies to affect performances. For instance, Dang 
(2011) claims that delinquent loans are the highest risk 
components whose poor handling can lead to 
substantial losses. Similarly, Liu and Wilson (2010) finds 
that problem in credit quality reduces the profitability 
measures, the ROA and ROE.  Correspondingly, the 
impact on the price measure Net Interest Margin (NIM) 
appears positive as banks look for an increase in their 
margins to reimburse their default risk as well as 
monitoring credits. Usually, the share of nonperforming 
loan in the total loan portfolio is employed to measure 
the asset quality of banks. Even regulators sometime set 
a threshold for banks to monitor their asset quality level. 
For instance, in Ethiopia, the NBE has set banks to 
maintain their nonperforming loan ratio to a maximum of 
5% of their credit exposure in terms of loans and 
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advances. Nevertheless, banks usually keep their record 
on delinquent loans confidential, hence, studies are 
obliged to use another proxy measure, the provision to 
total loan ratio as a measure of the asset quality 
(Kumbirai and Webb, 2010). This study also uses the 
provision to total loan ratio as a measure of the risk 
arising from credit defaults. As pointed in the start of this 
section, banks ability to diversify income through 
integrating both interest and non interest income 
sources as another variable revealing quality of assets. 
Therefore, the study also similarly follows the same 
trend as noninterest income appears a growing 
business in the Ethiopian banking industry.  

b) Management  
Banks as financial firms managing large 

resources, their management quality obviously affects 
their performances. Nevertheless, empirical studies 
usually confirm the difficulty in measuring management 
performances with financial ratios (Ongore, 2013). The 
regulator like NBE also apply various quantifiable and 
non-quantifiable factors to rate the management 
performances. Empirically, however, there is an attempt 
to apply proxy financial measures to measure 
management and mostly from the efficiency side. The 
ratios applied to measure management include: 
operating profit to income ratio (Rahman et al., 2009) 
and costs to total assets (Nassreddine, 2013), cost       
to income ratio Altunbas et. el (2001)). In terms of 
relationship with performances, the applied 
management quality measures are found to relate 
positively with performances. For instance, Altunbas et. 
el., (2001) investigated the relationship between 
management efficiency and profitability and finds a 
positive results. This study also employs the cost to 
income ratio as well as the efficiency measures           
that directly relates to management performance, the    
x-efficiency.   

c) Earning 
The ability of banks to generate adequate return 

from their operations is one of the key components of 
CAMEL. It considers not only the ability to remain 
profitable but to ensure sustainable return from core 
earning sources. As discussed in the introduction, 
Earning from fee generating activities nowadays is 
becoming a dominant banking income sources while 
the perception of the regulators still relied on income 
from the intermediation activities. Earning performance 
is usually measured therefore using the common 
profitability indicators like return on assets, return on 
equity and net interest margin. Nevertheless, income 
mix analysis usually separates the non-interest income 
sources from interest earning sources. Sustainability 
and innovation in banking therefore is emerging to be 
reflected on the dominance of fee based income in the 
income composition of banks. This study also considers 
the share of non-interest income sources from the total 

income in order to examine the reliability of the banks’ 
income as well as to explore its impact on the 
performance of banks.  

d) Liquidity  
The liquidity status of a bank indicates the 

bank’s position to meet its obligations in a timely and 
effective manner. Even its considered as one of the 
factors determine a bank to stand as a financial 
institution (Samad, 2004). The measurement used, 
nevertheless, has wide variations among the various 
empirical studies. Some authors like Ilhomovich (2009) 
used cash to deposit ratio to measure the liquidity level 
of banks in Malaysia. Others use the loan to deposit 
ratio, liquid asset to asset etc. Regulators in most 
countries, however, set the minimum required level of 
liquidity holding of banks.  A similar trend is witness in 
Ethiopia where the NBE set the liquid asset to deposit 
ratio which is expected not to fall below 15% of the 
Bank’s net current liability of which around 5% is 
expected to be held in the form of primary reserve 
assets, cash and assets easily convertible to cash (see 
directive no SBB 55/2013). Studies reveal a mixed 
outcome with regard to the relationship between bank 
liquidity position and performance. Studies witnessing a 
negative relationship between liquidity and performance 
claim that the liquidity reserves mainly of those that are 
compulsory remain a burden for banks (Berger and 
Bouwman, 2009). Others find a positive relationship 
state that a reliable liquidity position improves 
performance (Dang, 2011; Bourke, 1989). There are also 
other studies that are done in China and Malaysia that 
explored absence of a significant relationship between 
liquidity and performances of banks (Said and Tumin, 
2011). This study, therefore, employees the liquid asset 
to deposit ratio, which is a measure used by the NBE to 
evaluate its link with performances.   

IV. Methodology 

The unit of analysis for the study is all 
commercial banks operating in the country from      
1990-2015. A quantitative approach is adopted to form   
a causal link among different variables with bank 
performance measures. A panel data set from 1999 to 
2015 for all (eighteen) commercial banks is used for the 
quantitative study. The quantitative study employs a 
panel data regression model to investigate the 
relationship between bank specific factors with profit 
and price performances. Conceptually, the study      
uses the CAMEL framework which is a widely used 
performance monitoring tool by regulators to set 
variables and establish relationship with performances. 
In order to test the effect of bank specific factors on 
performances several models have been derived. The 
basic model is primarily follows the commonly used 
regulatory approach to measure performance of banks 
across various parameters. The CAMEL rating system 
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which was introduced by the Basel and commonly 
accepted regulators across countries including the 
National Bank of Ethiopia considers rating for its 
individual components: Capital Adequacy Asset Quality, 
Management, Earning and Liquidity. The aggregate 
rating will be a derivative of the result on each individual 
composite rating. Therefore, the a priori assumption on 
each rating is expected to have a positive relationship 
with bank performance. In other words a bank scoring 
well in each component is believed to performing well 
on composite basis. Therefore based on such 
framework the model is constructed as follows:  

Per%i,t = β0 + β1BSF%i,t + εi,t (1)  

Where Per %i,t is the proxy of bank performance 
measure for bank i in period t (for detailed definition of 
the variable refers the conceptual framework and 
variable setting section of Chapter Five); BSF%i,t is 
estimated bank specific variables for bank i in period t; 
and εi,t is the error term. 

Based on the CAMEL framework the above 
model is then extended to incorporate proxies for each 
component:  

Per%i,t = β0 + β1CAR%i,t + β2 PRTL%i,t + β3 NIITI%i,t + β4 XEFF%i,t + β5 COIN%i,t + β5 LATDi,t εi,t (2) 

Where CAR is capital adequacy ratio, PRTL- 
provision to total loans, NIITI- Non-Interest Income to 
Total Income, XEFF- managerial efficiency, COIN-Total 
cost to Total income, LATD- Liquid assets to      
Deposits. The summary definition of each variable is as 
shown below.   

a) Variable Definition and a priori assumption 
The independent and dependent variables are 

chosen from six proxies of bank specific factors and 

three performance indicators that have been collected 
from interview and the regulatory organ formats of bank 
rating with an added variable from the literature and the 
study result from efficiency assessment. The definition 
and the expected relationship are framed based on the 
literature work. These are displayed on the below table: 

 
 

Table 1: Variable Definition and CAMEL Category 

Variables Definition 
Representation in 
CAMEL Category 

Expected 
Relationship 

Dependent 

ROA Ability of a bank’s management to generate profits from the 
bank’s assets. 

  

ROE The return to shareholders on their equity.   

NIM Residual of interest income resulted from efficient decision 
making of management. 

  

Independent 

CAR Capital adequacy ratio-computed as percentage of capital to 
asset. 

Capital Adequacy +/- 

PRTL Provision to Loans-ratio of provision expenses to total loans. Asset Quality - 
XEFF Managerial efficiency measure using DEA scores. Management + 

NIITI Non-Interest Income to Total Income measures the share of 
earning from non-intermediation sources. 

Earning + 

COIN Cost to income-share of aggregate income from the total 
income. 

Management - 

LATD Liquid Asset to Total Deposit- the share of liquid asset from 
total deposit. 

Liquidity +/- 

Source: Author’s Computation 

b) Data and Data Sources 
The data used in the study mostly relies on 

secondary data sources. This is gathered mainly from 
the financial records of each bank as well as various 
publications and databases of the NBE. A time series 
data from 1999 to 2015 for 18 commercial banks is used 
in the study.   

c) Descriptive Statistics 
In terms of maintaining asset quality records 

through controlling of non-performing assets, the ratio    
of PRTL shows that banks on average are holding a 

provision level of around 4% of their outstanding loans. 
This is a bit higher than the provision required for 
outstanding loans had all loans been in pass status and 
is closer to the provision required for loans under 
special mention status (3%) as per the directives of the 
NBE (SBB 43/2008). Therefore, based on such 
comparability, the level of industry wide problem asset 
stock does not seem significant. The worrying issue is 
the variation across banks is significant with a standard 
deviation closer to 5 and a maximum PRTL record of 
28%. The distribution measure through skweness also 
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shows an asymmetrical distribution with a long tail to the 
right with higher positive value. Therefore, despite the 
good record of managing assets at sector level, there 
appears a notable difference across banks in terms of 
managing their credit exposures which is costing some 
banks up to 28% of their lending in the form of provision 
expenses. This remains to be a worrying a concern of a 
regulator which has set a directives/circulator for banks 
to maintain their non-performing loans to 5% of their 
outstanding loans which later revised even to a reduced 
level ,3% as per a circular issued in relation to meeting 
the Growth and Transformation Plan of the country 
(BSD09/2015). The other parameter, NIITI, which is 
indicative of the banks attempt to ensure a diversified 
business mix through operating in non-interest income 
sources also witnessed an encouraging trend. The 
mean score shows that  banks were generating around 
43% of their average income from non-interest  income  
sources which are basically related to foreign exchange 

transactions, commissions from off-balance sheet 
exposures, service related fees etc. This seems 
following the global trend which is now shifting towards 
fee based sources that are serving as an additional 
income outlet to banks through providing wide spectrum 
of services to their customers. The reason behind such 
trend is due to the decline in interest income from 
intermediation business which is highly dependent on 
banks capacity to mobilize deposits from customer 
bases. The less growth rate in deposit market and the 
high competition level coupled with various regulatory 
measures (e.g. bill purchase) affecting the lending 
productivity seems shifting the Ethiopian banks to work 
more towards searching for other income bases. The 
variation however is still strong in such parameters 
where some banks seem by large reliant of the non-
intermediation business for their income sources      
while others are still dependent on the traditional 
intermediation business as their earning sources. 

Table 2: Descriptive Statistics of Bank Specific Variables 

Stats  ROE ROA NIM CAR PRTL NIITI XEFF COIN LATD 
Mean 18.996 2.233 4.547 14.389 3.901 43.357 84.332 65.817 50.143 
Max 90.820 5.250 10.160 54.464 28.972 76.687 100.000 89.231 137.705 
Sd 12.880 1.107 1.806 7.505 4.702 13.158 12.467 26.079 18.951 
P50 18.318 2.420 4.400 12.385 2.451 42.457 84.975 61.285 47.397 
Kurtosis 9.264 2.724 2.916 9.644 10.855 2.812 4.954 17.553 4.920 
Skewness 1.684 -0.309 0.263 2.069 2.554 0.042 -0.916 3.315 0.997 
P75 24.806 2.999 5.633 17.364 4.637 52.151 94.656 71.771 60.796 
OBS 193 193 193 193 193 193 193 193 193 

                            Source: Author’s Computation (STATA 12) 

With regard to cost control, the aggregate     
cost to income ratio for the industry on average is 65%. 
This witnesses the fact that banks are expending          
65 cents in their various engagements to generate a 1 
Birr income per their transactions. The large variation      
is also an indicative for the existence a wider room      
for improvement for some banks with regard to 
controlling their expenditures. On the liquidity front,      
the liquid asset to deposit ratio, a commonly used 
measure of liquidity level by the NBE, shows that    
during the periods considered, banks are operating at     
a reliable level of liquidity. Despite occasional 
adjustment in the regulatory requirement, the level         
of LATD appears to exceed the standards of the        
NBE (15%) and witnesses a high liquid asset stock 
holding (SBB/57/2014). This is in line with the argument 
for the growth in the share of non interest income 
sources which is enforcing banks to operate under          
a high liquidity position through maintaining significant 
balance of liquid asset bases such as foreign deposits. 
This is in fact usually offset by the counter side              
off balance sheet commitments already allocated          
for letter of credit and other mode of trade payments. 
However, the ratio is still strong if one considers           
the easily convertible and liquid nature of the accounts.  

d) Pearson Correlations  
Investigation of the relationship between 

variables with a Pearson correlation coefficient            
and result from the significance value shows that in 
most of the variables the probability of getting a 
correlation coefficient this big in an observation of 193, if 
the null hypothesis were true, is very low. Hence, we can 
gain confidence that there is a genuine relationship 
between the variables in the model. For instance, the 
relationship between CAR and the dependent variables 
(ROE, RoA, NIM) is much strong and negative with 
regard to the return on equity than others due to the 
impact of change in capital on the level of returns from 
equity holdings. The negative and strong relationship   
will not be a surprise considering the usage of capital    
as a denominator in computing the return on equity; 
therefore, an increase in capital has a reverse impact on 
the earning to equity ratio and vice versa. In addition,   
the variable has significant relationship with other 
explanatory variables of which it is strongly and 
positively related to liquidity and cost to income 
measures. The positive relationship with liquidity 
supports the argument for the use of capital as a buffer 
stock in case of liquidity problems and its association 
with cost to income is related to the lack of its 
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productive usage in a situation of excess liquidity 
standing. The CAR is also strongly but negatively related 
to PRTL, XEFF and NIITI. But the coefficient is modest 
with regard to NIITI. The association basically emanates 
from the pressure of high nonperforming assets (high 
risk scenario) on capital cushion, challenge to manage 
and plan capital usage in excess liquidity and under 
regulatory involvements  scenario as well as the limited 
effect of capital to create non-interest income despite its 
notable contribution to boost the currency holding 
position of banks. 

Similarly, the asset quality measure (PRTL), is 
negatively associated with most of dependent and 
explanatory variables. The association could not be a 
surprise considering the impact of a problem asset 
stock on most of profitability, price and liquidity 
measures. The rationale behind such relationship lies on 
the impact of credit risk on the cost of credit through 
affecting provision expenses, narrowing intermediation 
margin through affecting the interest recognition from 
loans and tiding the flow of funds from loan collections 
as a result of default and/or late payments. 

Table 3: Correlation Matrix of Bank Specific Variables 

Correlations 
 ROE ROA NIM CAR PRTL NIITI XEFF COIN LATD 

ROE 
Pearson Correlation 1         
Sig. (2-tailed)          

ROA 
Pearson Correlation .652** 1        
Sig. (2-tailed) .000         

NIM 
Pearson Correlation -.143* .023 1       
Sig. (2-tailed) .047 .752        

CAR 
Pearson Correlation -.520** -.165* .344** 1      
Sig. (2-tailed) .000 .022 .000       

PRTL 
Pearson Correlation .122 -.168* -.244** -.435** 1     
Sig. (2-tailed) .090 .020 .001 .000      

NIITI 
Pearson Correlation .129 .309** .019 .018 -.030 1    
Sig. (2-tailed) .074 .000 .793 .799 .679     

XEFF 
Pearson Correlation .194** .147* -.036 -.238** .269** -.120 1   
Sig. (2-tailed) .007 .042 .624 .001 .000 .096    

COIN 
Pearson Correlation -.621** -.736** .138 .510** -.031 -.159* -.331** 1  
Sig. (2-tailed) .000 .000 .055 .000 .669 .027 .000   

LATD 
Pearson Correlation -.283** -.239** .118 .501** .095 .280** -.309** .384** 1 
Sig. (2-tailed) .000 .001 .101 .000 .188 .000 .000 .000  

** Correlation is significant at the 0.01 level (2-tailed).   N=193,  * Correlation is significant at the 0.05 level (2-tailed)  

Source: Author’s Computation (SPSS 20)  

Another important relationship derived from the 
correlation table is that the negative and significant 
relationship between LATD with both profitability and 
efficiency measures. This is in line with the argument 
that liquidity establishes a trade off with profitability 
through resulting in a relationship where an increase in 
liquidity impacts profitability to the negative through 
limiting the share of productive assets in the portfolio of 
the Bank. Therefore, balancing such trade-off through 
maintaining an adequate liquidity level without 
compromising the profitability opportunity through 
efficient use of funds remain a challenge to be tackled 
by Banks management. An ineffective use of fund 
therefore not only affects the profit level but affects the 
efficiency level of banks through affecting the cost          
of idle fund. 

Overall speaking, the correlations among the 
independent variables are not high (less that 0.50), 
indicating that there might be no serious Multicollinearity 

problems existing. Gujarati and Porter (2009) suggest 
that if the pair-wise correlation coefficient between two 
independent variables is in excess of 0.8, then 
multicollinearity is a serious problem. Therefore, 
considering the correlations among variables and the 
tests in the following sections, the models to test the 
hypothesis are built.  

e) Outliers and Missing Values 
Before applying the econometrics models to the 

data, it is necessary to address the potential problem    
of outliers and missing values as they may have an 
undesirable influence on the estimates produced by the 
regressions. A univariate statistics showing summary for 
missing and extreme values is computed. The result 
shows that there are no missing values that are likely to 
lower the quality of panel date but the data for some 
variables holds extreme values. For instance, the 
univariate statistics of variables presented in the table 
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below shows that there are six extreme values in the 
dependent variable, mainly related to the higher 
extreme. Therefore, in order to reduce the potential bias 
caused by the outliers, the variables in the Models are 
winsorized1 at the 5% and 95% levels. In other words, 
the top and bottom 5% values of CR% are replaced by 
the value at the 5th and 95th percentiles, respectively. 
Therefore, the winsorized output is used as the 

dependent and explanatory variables for the Models. 
This is justifiable in consideration of uneven financial 
records of banks during the early year of entrance to the 
industry. Newly formed banks usually show a lower 
profitability record resulting from high capital 
expenditure for establishment costs, branch expansions, 
IT investments, low level of asset portfolio and income. 

Table 4: Univariate Statistics of Bank Specific Variables 

 N Mean 
Std. 

Deviation 
Missing No. of Extremesa 

Count Percent Low High 
RoE 193 18.9962 12.87965 0 .0 0 6 
RoA 193 2.2333 1.10661 0 .0 0 1 
NIM 193 4.5473 1.80649 0 .0 0 1 
CAR 193 14.3889 7.50490 0 .0 0 11 
PRTL 193 3.9012 4.70174 0 .0 0 18 
NITI 193 43.3567 13.15770 0 .0 1 0 

XEFF 193 84.2089 12.55139 0 .0 2 0 
COIN 193 65.8174 26.07931 0 .0 0 8 
LATD 193 50.1431 18.95113 0 .0 0 4 

a. Number of cases outside the range (Q1 - 1.5*IQR, Q3 + 1.5*IQR)  

Source: Author’s Computation (SPSS 20)  

f) Tests of Stationerity  
Graphical Observation of the variables shows 

that the variables selected don’t exhibited non-
stationerity. Further test based on a mathematical 
approach is done applying the Fisher Type unit root test 
which is based on the Augmented Dicky-Fuller tests.  
The Fisher Type appears more pertinent considering the 
unbalanced data stock on panel. Therefore, the basis 
hypothesis Ho: All panels contain unit roots is tested 
and the result witnessed that all variables are stationery 
at zero ADF. Therefore, the variables can be used in the 
model without being differenced or further action.  

V. Results and Discussions 

Before running the model both normality and 
panel unit root tests were conducted. The normality test 
through kurtosis and skewness witnesses the normality 
of the data as shown in the below table, both the F-test 
and the LM test with large chi-square result rejects the 
null hypothesis. Hence, the fixed and random effect 
models appear better than pooled OLS. The Hausman 
test taking the coefficients of the fixed and random 
models tests the null hypotheses that Ho: difference      
in  coefficients not  systematic.  The  chi-square  result is 
 
 
 
1 There are different ways of dealing with outliers, such as 
winsorisation, exclusion, or retention. In this study, since the number of 
observations is not large, and the extreme values are likely to seriously 
bias the estimates, either exclusion or retention seems to be 
inappropriate. In this study, all winsorizing are done based on full 
sample rather than on balanced sample i.e. on the 193 cases. 

with probability lower than 0.05 rejects our initial 
hypothesis that the individual-level effects are 
adequately modeled by a fixed-effects model in case of 
RoA but not in others. Therefore, the estimation result 
has been done through the fixed effect model in the RoA 
model but random effect model is applied in RoE and 
NIM models. 

As shown in the table below among the 
identified six bank specific determinant factors and 
applied to model 1 (RoA) four of them were significant 
and considered to be drivers of the banks’ profitability.  
More, specifically, with regard to the coefficients on the 
independent variables, CAR remains significant in all the 
models where it acts as a regressor, suggesting that the 
ratio of capital to asset has a statistically significant 
impact on bank profitability and price performances. The 
unexpected result is that the direction of impact 
provides a mixed result where the CAR has been found 
to positively relate to RoA and NIM but remained 
negative in case of RoE. The negative relationship with 
RoE however is expected in consideration of the relative 
impact of capital building on the earning measure 
through diluting the earning to equity position of banks. 
Therefore, the growth rate in capital should follow the 
proportional growth in the earning base of banks. 
Otherwise, obstruction on capital planning from internal 
and external forces potentially result in a counter impact 
on the RoE of banks. 
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Table 5: Regression Results 

 Model 1 Model 2 Model 3 
 RoA RoE NIM 

CAR 
.0522522 
(0.0000)* 

-.5180715 
(0.0010)* 

.0814718 
(0.0050)* 

PRTL  
-.445118 
(0.0019)* 

-.0199116 
(0.5820) 

NIITI 
.0295337 
(0.0000)* 

.1060527 
(0.0125)* 

.0006569 
(0.9600) 

XEFF 
.0108347 
(0.0538) 

-.0570724 
(0.3770) 

.663684 
(0.5520) 

COIN 
-.034499 
(0.0000)* 

-.2449508 
(0.0000)* 

-.0000826 
(0.8980) 

LATD 
-.5186258 
(0.0570) 

.0181338 
(0.0721) 

-.0054677 
(0.5710) 

CONS 
-4.167119 
(0.0000)* 

42.79821 
(0.0000)* 

3.277389 
(0.0150)* 

Adjusted R2 62.8% 45.05% 42.5% 

Walid Chi2  
152.72 

(0.0000)* 
54.8 

(0.000)* 

F(6,168) 
57.1 

(0.0000)* 
  

F-test 
2.88 

(0.0003)* 
5.5 

(0.0000)* 
2.66 

(0.0000)* 

LM test 
4.62 

(0.0315)* 
54.33 

(0.0000)* 
9.6 

(0.0019)* 

Hausman Chi2 
216.3 

(0.0000)* 
8.24 

(0.2143) 
1.32 

(0.4532) 

Rho 
(Fraction of variance 

due to u_i) 
.14795143 .14163641 

Source: Author’s Computation (STATA12)  

Considering the sporadic involvement from the 
regulator in setting the requirement of entry as well as 
capital threshold for banks already in the business,      
the impact of capital on earning position remained 
negatively affecting RoE. This obviously will be severe 
for banks which already are operating at a capital level 
in excess of their asset holdings and/or are managing to 
operate under limited growth of earning as compared to 
their growth in their capital level. On the other front, the 
positive relation of CAR with RoA and NIM is much 
related with the notable impact of a high level of capital 
on business expansion through increasing the capacity 
of banks to achieve large credit extension for a single 
borrower and boosting their capacity to hold an 
increased foreign currency holdings. This will be very 
relevant to the Ethiopian banking industry where the 
lending decision to single borrower, 25% of capital 
(Directives SBB/53/12) and foreign currency positions, 
15% of capital (Directives SBB27/01) are directly 
attached with the capital level by regulations. This has 
been an important driver for banks to operate under a 
relatively excess capital level with a motive to register a 
rapid balance sheet expansion. This has assisted to 
boost the earning position of banks through directing 
their activity to a high growth- high earning scenario and 
without worrying much about liquidity shortfall. This 

however, has not adequately covered the negative 
impact of capital on their RoE (or earning per share) 
which doesn’t seem a worry to the banks until recent 
period considering the high earning per share and 
dividend offering of the Ethiopian banks. This benign 
regime however might not sustain in the forthcoming as 
banks are stipulated to operate under a capital level 
beyond their expectation and the gradual slowdown in 
their earnings growth due to a growing competition and 
regulatory tightening. Therefore, to some extent capital 
planning remains to be one of critical bank specific 
determinants warranting management intent in the 
process to discharge their obligations to various 
stakeholders, most importantly of the shareholders. This 
has been one of several reasons enforcing banks 
management to capitalize on a business mix through 
focusing noninterest income sources. 

On the other hand, the commonly used proxy 
metrics to measure asset quality, PRTL, has been 
positive but insignificant in the RoA model and 
witnessed significant and negative relationship with RoE 
model. The model related to price (NIM) similarly shows 
negative and insignificant relationship with PRTL. As 
shown in the trend and descriptive statistics, the 
aggregate PRTL level is towards a positive track record 
revealing the banks remarkable achievement in 
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maintaining a healthy asset portfolio through in placing 
control on the level of their nonperforming asset. This 
has been not only an internally driven strategy but 
supported by enforcement from the regulator which 
insisted banks not to hold nonperforming assets beyond 
5% of their loan portfolio, a high risk asset component. 
Therefore, the low level of PRTL record observed in most 
banks in the industry succeeded to establish a positive 
relationship with the earning position of banks through 
controlling the cost of asset mismanagement as shown 
in low rate of provision expenses as compared the loan 
portfolio. In other words, the effect of provision for 
problem assets has limited impact on profitability 
performances justifying for the insignificant relationship 
with the RoA and RoE. Nevertheless, the mixed outcome 
with regard to the direction of impact mostly relates to 
the differences in the sensitivity of the base at which the 
two ratios are computed i.e. asset and capital. Banking 
is a highly leveraged business with most of its sources 
of businesses relies highly on liability from customers 
than shareholders investments leading to hold asset 
level far exceeding the capital invested by its 
shareholders. Such scenario potentially has put banks 
capital more sensitive to earning disorder from asset 
quality related problems as compared to the level of 
banks. This can be easily justified if one considers the 
coefficient values of PRTL in the two models. In contrast, 
the pricing measure establishes a negative and 
significant relationship with PRTL due to the double 
effect of non-performing assets on net yield from 
intermediation activity. On one front, nonperforming 
assets potentially reduces the level of interest income 
from lending business through restricting the earning 
from problem assets. This is because income 
recognition from problem assets is not allowed unless 
the asset is backed by cash and cash substitute 
collateral (Directives SBB/43/08). On the other front, 
problem assets will bring additional costs in the form 
opportunity cost of unproductive use of interest bearing 
deposits besides the demand to set aside provision 
based on the classification level of the problem asset. 
Therefore, the double side impact results in a narrow 
interest income that provides a narrow interest margin 
justifying a negative relationship of PRTL with NIM. 

The other measure applied to assess banks’ 
capacity to ensure a diversified income sources through 
establishing appropriate level of business mix, NIITI 
remained a significant driver of profitability measure. 
Nevertheless, it has insignificant effect on the price 
related performances. The direction of relationship, 
however, is positive in all models considered. The 
established relationship goes well with the a priori 
assumption due to the obvious effect of a diversified 
and hence increased income bases on the gross 
income and profit level of banks. In addition, the 
macroeconomic framework of the country remained 
suitable for banks to generate a substantial income in 

their foreign trade offerings granting a liberty to set 
charges of their discretion for their international banking 
services and during currency selling. The liberty of 
charging basically emanates from the shortage in the 
availability of foreign currency due to high unmet 
demand from the business community that are engaged 
in import related businesses. Therefore, a bank holding 
a reliable level of foreign currency obviously manages to 
easily convert its foreign assets to fee based income 
and associated gain from currency conversions. 
Additionally, a high demand in off balance sheet related 
services such as issuing guarantees and offering 
domestic banking services ensured another source of 
fee based services increasing the income base of 
banks. The aforesaid services have contribution not only 
on the income base of banks but on the overall risk 
portfolios through directing their activities on almost risk 
free services bearing a lower impact to affect their 
income positions. The insignificant relationship with 
price measure is basically is a result of a loose 
association between NIM, which is basically a measure 
of the yield from intermediation business and NIITI  
which covers businesses exterior to the traditional 
banking engagements. Therefore, NIITI is not much 
affected by a change in the price for earning assets     
and the cost of fund for deposits as a result of its 
distinct pricing mechanism and limited use of locally 
mobilized deposits. 

An important finding from the empirical result is 
that management’s ability to control costs has a 
negative impact in all the models. This suggests that in 
addition to banks’ endeavor for boosting revenue 
through engaging themselves in diversified businesses, 
their specific experience in managing expenses appears 
to be an important factor in determining performance. 
More specifically, the COIN ratio established a 
statistically negative significant relationship to the profit 
based models witnessing the fact that the cost of 
undertaking banking business is one of the prominent 
variables requiring the managements’ focus. Lack of 
proper cost control could potentially drain profit of banks 
and its effect as revealed in the coefficient is much 
strong on RoE. This will be an important finding of the 
study because it instigates management to have careful 
considerations on their cost of doing business during 
critical cost driven decisions like expansions through 
branch network, IT investments, e-banking channels, 
employment etc. On the other front, the study 
contributes a variable which can serve to assess 
management performance during rating by the Board or 
the regulator which mostly prefers to do it applying 
simple ratios as witnessed during the interview   
sessions. Such approach has an obvious drawback      
of aggregating costs potentially hiding the effect of 
individual cost components through offsetting their 
under and over usage. Nevertheless, the aggregate 
position serves as an initial start to look for the affixed 
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cost management capacity in banks. The COIN 
relationship with price measure, NIM, is insignificant 
which could be associated with the current interest 
rating setting regime reigning in the system. The interest 
rate in both asset and liability side naturally seems 
variable but in practice has a fixed nature due to limited 
variation in interest rate applied both lending and 
deposit side. This has provided an opportunity for banks 
to run under a stable yield curve, hence, the burden to 
manage expenses through price controls appear 
irrelevant or deserved a reduced merit justifying for the 
insignificant relationship with the price related variable. 
Nevertheless, the negative relationship provides 
indication an existing concern to manage costs through 
controlling factors that have implication on both cost 
and income. Such factors as discussed above include 
maintaining healthy asset portfolio, managing deposit 
mixes, etc. among others. Supporting this argument, the 
managerial efficiency measure, the XEFF, shows that 
performance of some banks could be improved through 
increasing the efficiency of management. The 
established relationship in some models, however, is 
not statistically significant that indicates a homogenous 
management approach. However, as shown in previous 
section and suggested in the interview, managerial 
efficiency is one of the area deserving improvement and 
to be considered for building competitive advantage in 
the Ethiopian banking system. 

On the liquidity front, a mixed result has been 
witnessed in the three models with a negative 
relationship record in the RoA and NIM models and a 
positive relationship with RoE. This is in line with the 
literature where the impact of liquidity is reflected 
depending upon the usage of liquidity to optimize the 
liquidity-profitability trade off. Surplus liquidity holding 
ensures a comfortable status to meet commitments at 
ease but drains profitability by increasing vulnerability to 
growing expenses on excess fund holding. As indicated 
in the descriptive statistics, the Ethiopian banks are 
mostly characterized by surplus liquidity holdings 
maintaining a liquid asset level far above required by the 
regulatory standard. Therefore, the impact of such norm 
has negatively affected profitability measures as well as 
placed a pressure on the productivity of their 
intermediation businesses. This is a signal for the lack of 
in-placed strong liquidity management that can ensure 
an optimum usage of funds. As shown in the models, 
the impact of the above constraint has been significant 
on both profitability and price performance sides with 
notable exceptions on the RoE model. The explanation 
for the exception is in relation to the reduced pressure 
arising from surplus liquidity on the capital planning of 
banks. Planning for capital growth, therefore, appears 
much slower in circumstances of excess liquidity unless 
it is driven by exceptional business motive and fulfilling 
regulatory requirements. This remains an important 
finding of the study indicating that banks in the Ethiopia 

still have a way to boost their earnings not only aiming at 
further expansions but also ensuring their capacity to 
establish a liquidity-profitability trade off. In addition, 
their liquidity position among several factors could be 
considered as an important variable in their capital 
growth decisions. 

    
The residual statistics shows the error term has 

a normal distribution with a mean of 0. Hence, the 
normality assumption holds. The results from the VIF 
table suggest that VIF is not greater than 10 for any of 
the explanatory variables. The Breusch-Pagan / Cook-
Weisberg test for heteroskedasticity test shows that at 
5% level of significance, the p-value is higher showing 
that heteroskedasticy is not significant in the model. The 
small value of chi-square also supports the constant 
variance of the error term. The result has shown that the 
D-statistic (1.273) appears closer but lesser than 2 
depicting positive correlation. As suggested by Field 
(2009), values less than 1 or greater than 3 are a cause 
of concern. Hence from Field’s rule of thumb it can be 
inferred that autocorrelation is not serious.  

VI. Conclusions 

Concerning the third research question: ‘How 
do bank specific factors relate to bank performance’ the 
study explored that most of the proxies to measure bank 
specific factors are significantly related to performances. 
Therefore, the result rejects the null hypothesis that bank 
specific factors have no impact on bank performances. 
The constructed model has used the CAMEL framework 
which is a widely used supervisory tool to measure   
bank performances. The result shows that the capital 
adequacy ratio (CAR) remains significant in all the 
models suggesting statistically significant relationship 
with bank profitability and price performances. 
Nevertheless, the direction of impact is mixed where the 
CAR has been found to positively related to RoA and 
NIM, but remained negative in the case of RoE. The 
mixed result appears justified in consideration of the 
multifaceted impact of capital to asset ratio on 
performances. In one front, a higher capital to asset 
ratio improves profitability by enhancing the banks’ risk 
assimilation capacity and creating a reliable liquidity 
position. On the other hand, it affects performances of 
banks as measured by the return on their equity as it 
places burden on banks via setting an expectation for 
management to match the growth in profit in line with 
the capital holdings.  On the other front, the quantitative 
study finds a positive and insignificant relationship of the 
asset quality (PRTL) with RoA, but witnessed significant 
and negative relationship with RoE. The model related to 
price (NIM), similarly shows negative and insignificant 
relationship with PRTL. The qualitative study, however, 
identified that asset quality remains an important 
determinant of bank profit and price performances as 

28

Ye
ar

20
18

© 2018   Global Journals1

  
 

G
lo
ba

l 
Jo

ur
na

l 
of
 M

an
ag

em
en

t 
an

d 
Bu

sin
es
s 
R
es
ea

rc
h 

  
  
  
V
ol
um

e 
X
V
III

 I
ss
ue

 V
 V

er
sio

n 
I

(
)

C
Empirical Evidence on the Impact of Bank-Specific Factors on the Commercial Banks Performance: The 

Camel Model and Case of Ethiopian Banks

Robustness Test (Specification Tests after the Result)



problem assets directly affect the profit performance 
demanding for equivalent provision expense holdings. In 
addition, they affect prices by drawing down the 
earnings from granted loans. From the mixed result of 
the two studies, the research concludes that the low 
asset quality problem in most banks has concealed the 
potential impact of asset problem on performances. In 
addition,  the study suggests the use of the actual rate 
of nonperforming loan ratio instead of the proxy 
provision to total loans in future researches attempting 
to investigate the impact from asset quality problems. 
This study has used the proxy measure as non-
performing assets related data are not publicly available 
due to confidentiality. Nevertheless, the mixed outcome 
with regard to the direction of impact mostly relates to 
the differences in the sensitivity of the base at which the 
two ratios are computed i.e. asset and capital. 

Another important finding of this study is that 
banks’ capacity to ensure a diversified business mix 
(NIITI) remained a significant driver of profitability 
measure. Nevertheless, it has insignificant effect on the 
price related performances. The direction of relationship, 
however, is positive in all models considered. As shown 
above, the proxy variable not only appears as a 
significant driver of performance but is also a major 
source of efficiency. This arises from the double edge 
impact of a diversified business to ensure an enhanced 
income base and its positive contribution to maintain 
quality asset portfolio. 

The empirical result also shows that 
management’s ability to control costs (COIN) has a 
positive impact in all the models showing that in addition 
to banks endeavor for boosting revenue through 
engaging themselves in diversified businesses, their 
specific experience in managing expenses appears to 
be an important factor in determining performance. 
Nevertheless, the qualitative study shows that cost 
control should be supported by an optimum expense 
management strategy that ensures a balance to meet 
both short-term and long-term goals. Unlike the above 
finding, the managerial efficiency variable (XEFF), 
established a statistically positive relationship with 
performances showing that performance of some banks 
could be improved through increasing the efficiency of 
management. The established relationship in the 
models however is not statistically significant.  The result 
appears unexpected, but explained in the qualitative 
study on the ground that the tight regulatory framework 
which discourages risk taking in banking business apart 
from traditional and common banking endeavors has 
limited to use top management experience in innovative 
practices. Furthermore, regulation has also taken the 
critical role of management in some cases such as 
strategy setting that establish areas and modes of bank 
growth. However, there is a suggestion from bank 
managers for improvement in managerial efficiency 
allowing the freedom to be used as a competitive tool. 

Banks’ ability to maintain a reliable liquidity 
position (LADP) witnessed a mixed result in the models: 
a negative and statistically significant relationship with 
the RoA and NIM models and a positive statistically 
insignificant relationship with RoE. Nevertheless, the 
finding is justified as excess liquidity standing could 
reduce the profitability of banks by exposing them to 
non-earning placements. Nevertheless, it can ensure 
better customer services to comfortably meet the credit 
demand of borrowers. The important finding of this 
study replicating the findings in literature is that banks’ 
decision with regard to liquidity should consider          
the trade-off between profitability and liquidity. This     
accepts the commonly accepted liquidity-profitability 
trade-off theory. 
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Impact of Firm Size on Profitability: A 
Comparative Study of Islamic Bank and 

Commercial Bank in Pakistan 
Syed Atif Ali α & Dr. Zahiruddin Ghazali σ 

Abstract- This article shows the impact of banking size on the 
profitability of Commercial and Islamic Banks operating in the 
Pakistan for the period 2008-2012. In Pakistan Banking 
organizations provide fund for other organizational 
developments. This analysis is done in the context of firm size 
and profitability. Using data from 5 Commercial and 5 Islamic 
Banks, our observed study provides partial support to the 
hypothetical predictions. In study we use the measure the 
profitability of Commercial Bank and Islamic Bank in Pakistan 
like return on assets and firm size of all Banks like number of 
branches. The relationships between size and profitability 
measures are statistically show that Islamic Banks become 
more profitable with the respect of small size because there     
is no relation between Bank size and profitability. The 
regressions investigation that, there is optimistic association 
between Firm size and Profitability in Commercial Bank Ltd, 
but there is no relationship between firm size and profitability in 
Islamic Banks. 
Keywords: profitability, commercial bank, islamic bank, 
firm size. 

I. Introduction 
his study was conducted to provide experimental 
results & theoretical research on the topic of the 
firm size profitability: a comparative study of 

Commercial Banks Vs Islamic Banks. In earlier there 
have been a lot of researches conducted regarding the 
firm size profitability. But the aim of this study is to 
analyze the size of firms on profitability, Commercial 
Banks vs. Islamic Banks in Pakistan. The first Islamic 
Bank started in Egypt in 1959 then Islamic Banking was 
grown and was introduced in more than 60 countries. In 
Pakistan, Islamic Banking was introduced during the 
year of general Zia in 1980 and then a lot of local and 
foreign Commercial Banks have started Islamic Bank 
operation in Pakistan. Rabia is Arabic word which 
means raise, accumulation, growth. Islamic Banking 
usually works as interest free Banking and main purpose 
of Islamic Bank is interest prohibition and avoids 
transaction. However, interest is the basic part in 
Commercial Banking transactions. Commercial Banking 
is the most popular and prevalent Banking in all civilized 
countries. In Pakistan Banks are established in form of 
partnership   and   Joint   Stock   Company,  the  kind  of 

  

   

scheduled Banks and non-scheduled Banks. Quaid-     
e-Azam ordered to establish state Bank of Pakistan      
on 12th may 1948 and he inaugurated it on first July 
1948 in Karachi when Pakistan was facing serious 
financial crisis. 

II. Background of the Study 

Normally, firm size of the Banks and other 
financial institutions is measured by using a combination 
of financial ratio analysis, benchmark rate, performance 
against the budget and the mix of these methodologies. 
The relationship between the size and productivity for 
U.S. firms from 1970 to 1989, essentially finds the 
reverse relationship between the size and profitability of 
the firms (Dhawan, 2001). 

Researchers revealed the coefficient of the 
growth rate of sales suggesting that factors on the 
demand side had a greater impact on profitability of the 
firm than any other supply side. There are a lot of 
predefined methods for the performance measures of 
firms, but the problem in relying on these measures is 
that the difference in measures of performance can 
clash (Lumpkin & Dess, 1996). 

Dess & Robinson (1984) reported the strong 
statistically significant relationship between the 
subjective & comparative assessment of five years 
performance of 18 businesses by the top management 
against other comparable business in the industries,   
the objective was to measure the return on assets &   
the sales growth. Generally the profitability of the       
firms depends upon the organizational growth. Whereas 
the growth had been considered the most significant 
measures of performance in small firms, it has 
furthermore been argued that financial performance       
is multinational in nature and the measure of financial 
performance & growth rate are diverse phase of 
performance that needs to be considered. It has            
to argue if the firms grow in many ways, such as          
the firm’s growth patterns are inter related to age, size 
and industry. 

The first Islamic Bank was established in Egypt 
in 1963; later on many Islamic Banks were established in 
Middle East and Asia. The growth of Islamic Banks not 
only increased in terms of number of countries but it’s 
operating in terms of areas of finance too. Within the 
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three decades the Islamic Banking has increased in 
numbers and exhaustive size globally. Several countries 
such as Iran and Sudan have renewed their entire 
Banking into Islamic Banking system. Islamic Banking 
operates in more than 60 countries. Islamic Banking 
finance increased by 10 to 15 percent per annum, it 
worldwide assets exists round about $1 trillion and more 
than 160 financial institutions (Dar, 2003). 

Commercial Banking are comparatively older 
and has been focused both extensively and intensively 
on literature as compared to the modern Islamic 
Banking which was started before 4 decades but           
at a standstill, lacks in level of extensive and        
intensive literature. So that’s way the center of the 
discussion and focus of the study is Islamic Banks and   
Commercial Banking. 

III. Research Objectives 

1. Investigate the impact of Bank size and Gross 
domestic product on the profit of Commercial Bank 
and Islamic Bank in Pakistan 

2. Find when firm size raise and how use assets to 
achieve maximum profit. 

3. To determine the structural impact on profitability of 
Commercial and Islamic Banks of Pakistan 

IV. Scope of the Study 

This study is beneficial for economist, this 
research find the gap between the firm size and 
profitability. Banking sector play the vital role in the 
economic development of any country. M Financial ratio 
is the financial strength of any sector. This ratio is not 
only for depositor people even in future routine for 
improvement of management activities plus point is to 
show full information and image about Banking position 
to investor, management and shareholders. 

This study will help to not only the Banking 
sector but also those who lend or financial institutions, 
because Banking sector of Pakistan has been growing 
slightly despite its social and economic problems. 
However not only customers perceive which made 
efforts to determine the crucial factors that in their 
choice Banks but institutions. 

V. Literature Review 

Empirical investigation of the link between firm 
size and gain in industrial economies within the past has 
given variable outcome. Many studies have gotten either 
week negative relationship or none in any respects 
(Marcus, 1969). 

Decision making utility maximization may be a 
byproduct of the separation of possession from 
management in gift business. This division will rise 
through firm size creating giant firm a lot of susceptible 
social control utility maximization than minor companies. 
Decision making utility maximization provides abstract 
frame work for negative relationship between firm size 

and profit. The connection between firm size and profit 
is also positive over some firm size range (Wilder, 1985). 

Another study has examined Profitability and 
marketability of Commercial Banks by applying data 
envelopment investigation (DEA) model. The method of 
data analysis was based on two stages. On the base of 
this study it was completed large Banks performed 
better with respect to profitability than small size    
Banks, while small size Banks have better characteristic 
of marketability as compare to large Bank size     
(Seiford, 1999). 

Researchers also observed the factor that 
affected the profitability of Banks in USA for the amount 
of 1985 to 1990 during which the quantity of the Banks 
was found to be negatively related with productivity, the 
negative relationship of the dimensions indicate the 
diseconomies of scale (Noulas, 1997). 

The performance of special kinds of Chinese 
Banks for the amount 1999 and 2006 has observed. The 
end result counsel economic price added and therefore 
the web interest margin do improved than a lot of 
standard measure of profitableness, name come on the 
average quality and on the average equity and 
economics variable and money ratio square measure 
important with the predictable symbols. The sort of Bank 
is powerful, Bank volume isn’t neither the proportion of 
foreign possession Bank listing contains a visible impact 
(Heffernan& Fu, 2008). 

The Bank with higher total capital, deposit and 
credit or whole quality doesn’t continuously mean that 
there will be a higher profit routine. Money performance 
of the Banks was powerfully and completely influenced 
by the operational potency and quality management 
and addition to the Bank size (Tarawneh, 2006).  

A study divided the Bank in class. With the 
victimization statistical procedure analysis, the following 
result were determined of the plus management, 
operational effectiveness, and Bank size on the money 
performance concerning industrial Banks with twenty 
branches, the finding was; higher total capital, deposits, 
credit, or total assets don’t forever stand a stronger 
profit performance (Akhigbe & McNulty, 2005). 

A study find the some vital issue influence 
performance of the UAE Muslim and standard national 
Banks kind 1996-2008 using the multivariate analysis, 
especially ROE and ROA as variable, investigator show 
the result liquidity and concentration were the foremost 
vital determinant of typical nation Banks. Range of 
branches and value were the foremost powerful issue of 
Muslim Bank performance (Al-Tamimi, 2010). 

Researchers investigated the potency of Greek 
Banks against size. They used their study multi criteria 
methodology to classify Greek Banks in step with the 
come back and performance issue, show the distinction 
of the Bank gain and potency between tiny and           
huge Banks through this study (Spathis, Kosmidou & 
Doumpos, 2002). 
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A study was conducted in Kuwait to see the 
important factor employed in Kuwait business consumer 
in domestic and foreign Banks. Result show the best 
ranking Bank in Kuwait by house size of Bank assets, 
personal potency and Banking expertise, friendliness of 
staff and reputation, goodwill and handiness of 
branches in foreign country (Edris, 1997). 

Researchers studied the performance of Islamic 
and conventional Banks through CAMEL test during the 
time of 2005 to 2009. They use sample for research 5 
Islamic and 5 conventional Bank and found the Islamic 
Bank performed better and high liquidity as compare to 
Commercial Banks and realized the Commercial Bank 
have strong in the management with high quality 
earning capacity (Jaffar & Manarvi, 2011). 

Some studies have also conducted to gauge 
the perceptions of employees regarding Islamic 
products and services. It has found that Islamic Banking 
employers has more positive perception about the 
Islamic products and services (Arshad et al, 2011). 

Researchers also observed the strong 
relationship between rates of interest on deposits at 
Commercial Bank with rate of profit of deposit cash in 
Islamic Bank and realized the effect of interest rate on 
deposit cash at Commercial Bank and Islamic Bank 
through adaptive expectation model. They found 
negative relationship between rates of interest of 
Commercial Bank with the interest free Bank (Haron & 
Ahmad, 2000). Interest rates also have some relation 
with ROE and ROA (Ali et al., 2012a). 

A study measure the performance and market 
power of the Saudi Banking sector. They use market 

concentration ratio and explain the structure 
performance. They collect data form monopolistic 
competitive market and apply regression model for the 
independent variable. Their result from this model 
business risk and Bank size were main variable 
determine Bank profitability (Ahmad & Khababa, 1999). 
A study also revealed the positive relation of          
Bank’s profitability with Equity and number of shares                
(Ali et al., 2012b). 

VI. Data and Methodology 

In this research use secondary data for 
measure the firm size and profitability. Data and 
financial statement collected form websites of all Bank 
and state Bank of Pakistan. During this study 5 
Commercial Bank and 5 Islamic Banks are selected for 
the period of 2008 to 2012. Data process and measure 
result by using software “statistical package for social 
science” and in excel sheet. Dependent variable use 
return on assets and independent variable is firm size. 
Some test and Techniques use for outcome purpose. 
Regression and T-Test run for checking the independent 
variable on dependent variable and comparison of both 
Bank plus descriptive statistics. Regression shows 
relationship between the independent variables and 
dependent variables. Return on assets use as a 
dependent variable and firm size use as an independent 
variable. When only one dependent variable run is called 
regression analyses-Test use for comparison of 
Commercial and Islamic Bank by using data and then 
compare of both Bank. 

VII. Empirical Results 

a) Commercial Bank 

Table 4.1.2: Coefficientsa 

Model 
Un-Standardized 

Coefficients 
Standardized 
Coefficients t Sig. 

B Std. Error Beta 

1 
(Constant) .559 .189  2.953 .007 
Firm Size .001 .000 .678 4.424 .000 

  

b) Islamic Bank 

Table 4.1.4: Coefficientsa 

Model 
Un-Standardized 

Coefficients 
Standardized 
Coefficients t Sig. 

  

1 (Constant) -1.318 .535  -2.463 .022 
Firm Size .014 .009 .303 1.526 .141 

  

Regressions coefficients model explanation       
is given blow. The hypothesis of this study with the      
two variables is significant and insignificant results. 
Commercial Banks value of B is 0.678, Std. Error      

0.189 but Islamic Banks Beta 0.303 STD 0.535 but     
there are significant and insignificant relations between 
Commercial Bank and Islamic Bank. 
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a. Dependent Variable: ROA

a. Dependent Variable: ROA

B Std Error Beta.



c) T-Test 

Table 4.2.1: Group Statistics 

 Codes
 

N
 

Mean
 

Std. Deviation
 

Std. Error Mean
 

Firm Size
 

Commercial
 

25
 

7.8352E2
 

401.47884
 

80.29577
 

Islamic
 

25
 

55.0000
 

25.51797
 

5.10359
 

ROA
 

Commercial
 

25
 

1.30800
 

.565847
 

.113169
 

Islamic
 

25
 

-.57480
 

1.137542
 

.227508
 

T-Test shows the size of the firm has greater 
impact on profitability in Commercial Banks rather than 
Islamic Banks. The positive or greater values of 
Commercial Banks express the positive impact on 

profitability of firm’s size. The negative ROA express the 
insignificant impact of size on profitability of Islamic 
Banks. The firm size has impact on profitability of 
Commercial Banks but not on Islamic Banks profitability. 

Table 4.2.2: Independent Samples Test 

 
Levene's Test for Equality 

of Variances 
F Sig. 

t-Test for Equality of Means 
t df 

Sig.         
(2-tailed) 

Mean 
Difference 

Std. Error 
Difference 

Firm Size 
Equal Variances Assumed 96.35 0 9.055 48 0 728.52 80.4578 
Equal Variances Not Assumed   9.055 24.194 0 728.52 80.4578 

ROA 
Equal Variances Assumed 12.26 0.001 7.41 48 0 1.8828 0.254101 
Equal Variances Not Assumed   7.41 35.192 0 1.8828 0.254101 

The result of this table show that the 
relationships between firm size and profitability 
significant in case of Commercial Bank but insignificant 
in case of Islamic Bank. Only one variable has 
significant impact of Commercial Bank. The significant 
result of Commercial Bank is 48 but 24.194 of Islamic 
which show that the relationship has a positive impact 
on the profitability. 

In ROA of the Commercial Bank are 48 but 
Islamic Banks 35.192 which is smaller than Commercial 
Banks. That’s mean the firm size has greater impact on 
Commercial Banks but not on Islamic Banks profitability, 
so that way the values of Commercial Banks are greater 
or positive.  

VIII. Conclusion 

In this study we use five year data from 2008 to 
2012. The data used of 10 Banks by which 5 
Commercial Banks and 5 Islamic Banks. The result 
shows that Commercial Banks have significant impact 
and Islamic Banks insignificant impact of firm size on 
profitability. This research show the sound effects of the 
firm size on profitability of Commercial Bank Ltd and 
Islamic Bank in Pakistan. Regression analysis shows 
that, there is positive effect of Firm size on Profitability in 
Commercial Bank., but there was no effect between firm 
size and Profitability in Islamic Banks.  

Regression test express the significant      
impact (Commercial Bank) and insignificant impact           
(Islamic Bank) of firm size on Banks profitability, but     
the firm size’s greater impact on Commercial         
Banks profitability than Islamic Banks. The relationship 
between firm size and profitability are significant or 
positive. T-test shows larger impact of firm size on 
Commercial Banks profitability but have no effect on 
Islamic Banks profitability. Negative value of ROA 

describes the insignificant on Islamic Bank, in Islamic 
Banking size or number of branches doesn’t have 
impact on profitability but in Commercial Banking size    
or number of branches have positive impact on        
Bank profitability.    

IX. Recommendations 

The model size can be increased of all Banks 
like increase the Bank for finding the empirical result in 
this sector. In Pakistan full-fledged Islamic Bank is low 
and initial stage as compare to Commercial Bank, 
require more research about banking performance for 
taking correct decision on the right time in Pakistan. This 
study is restricted only five Commercial Bank and 
Islamic Bank, it is recommend the all Commercial Bank 
and all Islamic Bank be carry out or analysis Islamic and 
Commercial Banks with collect more data, and then find 
result and compare with each other in the country, 
because the outcome and finding is not provide full 
information to investors and not help for decision 
making. Investors also check each and every think like 
fact and figure before deal and investment. 
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Format Structure 

It is necessary that authors take care in submitting a manuscript that is written in simple language and adheres to 
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spaces), names of the authors and co-authors, and the place(s) where the work was carried out. 

Author details 

The full postal address of any related author(s) must be specified. 

Abstract 

The abstract is the foundation of the research paper. It should be clear and concise and must contain the objective of the 
paper and inferences drawn. It is advised to not include big mathematical equations or complicated jargon. 

Many researchers searching for information online will use search engines such as Google, Yahoo or others. By optimizing 
your paper for search engines, you will amplify the chance of someone finding it. In turn, this will make it more likely to be 
viewed and cited in further works. Global Journals has compiled these guidelines to facilitate you to maximize the web-
friendliness of the most public part of your paper. 

Keywords 

A major lynchpin of research work for the writing of research papers is the keyword search, which one will employ to find 
both library and internet resources. Up to eleven keywords or very brief phrases have to be given to help data retrieval, 
mining, and indexing. 

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

Choice of the main keywords is the first tool of writing a research paper. Research paper writing is an art. Keyword search 
should be as strategic as possible. 

One should start brainstorming lists of potential keywords before even beginning 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 a 
research paper?” Then consider synonyms for the important words. 

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

Numerical Methods 

Numerical methods used should be transparent and, where appropriate, supported by references. 

Abbreviations 

Authors must list all the abbreviations used in the paper at the end of the paper or in a separate table before using them. 

Formulas and equations 

Authors are advised to submit any mathematical equation using either MathJax, KaTeX, or LaTeX, or in a very high-quality 
image. 
 
Tables, Figures, and Figure Legends 

Tables: Tables should be 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. Authors must submit tables in an editable 
format and not as images. References to these tables (if any) must be mentioned accurately. 
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Figures 

Figures are supposed to be submitted as separate files. Always include a citation in the text for each figure using Arabic 
numbers, e.g., Fig. 4. Artwork must be submitted online in vector electronic form or by emailing it. 

Preparation of Eletronic Figures for Publication 

Although low-quality images are sufficient for review purposes, print publication requires high-quality images to prevent 
the final product being blurred or fuzzy. Submit (possibly by e-mail) EPS (line art) or TIFF (halftone/ photographs) files only. 
MS PowerPoint and Word Graphics are unsuitable for printed pictures. Avoid using pixel-oriented software. Scans (TIFF 
only) should have a resolution of at least 350 dpi (halftone) or 700 to 1100 dpi (line drawings). 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: Authors are advised 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. Also, you can email your editor to remove the 
color fee after acceptance of the paper. 

Tips for writing a good quality Management Research Paper 

Techniques for writing a good quality management and business research paper: 

1. Choosing the topic: In most cases, the topic is selected by the interests of the author, but it can also be suggested by the 
guides. You can have several topics, and then judge which you are most comfortable with. This may be done by asking 
several questions of yourself, like "Will I be able to carry out a search in this area? Will I find all necessary resources to 
accomplish the search? Will I be able to find all information in this field area?" If the answer to this type of question is 
"yes," then you ought to choose that topic. In most cases, you may have to conduct surveys and visit several places. Also, 
you might have to do a lot of work to find all the rises and falls of the various data on that subject. Sometimes, detailed 
information plays a vital role, instead of short information. Evaluators are human: The first thing to remember is that 
evaluators are also human beings. They are not only meant for rejecting a paper. They are here to evaluate your paper. So 
present your best aspect. 

2. Think like evaluators: If you are in confusion or getting demotivated because your paper may not be accepted by the 
evaluators, then think, and try to evaluate your paper like an evaluator. Try to understand what an evaluator wants in your 
research paper, and you will automatically have your answer. 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. 

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

4. Use of computer is recommended: As you are doing research in the field of management and business then this point is 
quite obvious. Use right software: Always use good quality software packages. If you are not capable of judging good 
software, then you can lose the quality of your paper unknowingly. There are various programs available to help you which 
you can get through the internet. 

5. Use the internet for help: An excellent start for your paper is using Google. It is a wondrous search engine, where you 
can have your doubts resolved. You may also read some answers for the frequent question of how to write your research 
paper or find a model research paper. You can download books from the internet. If you have all the required books, place 
importance on reading, selecting, and analyzing the specified information. Then sketch out your research paper. Use big 
pictures: You may use encyclopedias like Wikipedia to get pictures with the best resolution. At Global Journals, you should 
strictly follow here. 
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6. Bookmarks are useful: When you read any book or magazine, you generally use bookmarks, right? It is a good habit 
which helps to not lose your continuity. You should always use bookmarks while searching on the internet also, which will 
make your search easier. 

7. Revise what you wrote: When you write anything, always read it, summarize it, and then finalize it. 

8. Make every effort: Make every effort to mention what you are going to write in your paper. That means always have a 
good start. Try to mention everything in the introduction—what is the need for a particular research paper. Polish your 
work with good writing skills and always give an evaluator what he wants. Make backups: When you are going to do any 
important thing like making a research paper, you should always have backup copies of it either on your computer or on 
paper. This protects you from losing any portion of your important data. 

9. Produce good diagrams of your own: Always try to include good charts or diagrams in your paper to improve quality. 
Using several unnecessary diagrams will degrade the quality of your paper by creating a hodgepodge. So always try to 
include diagrams which were made by you to improve the readability of your paper. Use of direct quotes: When you do 
research relevant to literature, history, or current affairs, then use of quotes becomes essential, but if the study is relevant 
to science, use of quotes is not preferable. 

10. Use proper verb tense: Use proper verb tenses in your paper. Use past tense to present those events that have 
happened. Use present tense to indicate events that are going on. Use future tense to indicate events that will happen in 
the future. Use of wrong tenses will confuse the evaluator. Avoid sentences that are incomplete. 

11. Pick a good study spot: Always try to pick a spot for your research which is quiet. Not every spot is good for studying. 

12. Know what you know: Always try to know what you know by making objectives, otherwise you will be confused and 
unable to achieve your target. 

13. Use good grammar: Always use good grammar and words that will have a positive impact on the evaluator; use of 
good vocabulary does not mean using tough words which the evaluator has to find in a dictionary. Do not fragment 
sentences. Eliminate one-word sentences. Do not ever use a big word when a smaller one would suffice. 
Verbs have to be in agreement with their subjects. In a research paper, do not start sentences with conjunctions or finish 
them with prepositions. When writing formally, it is advisable to never split an infinitive because someone will (wrongly) 
complain. Avoid clichés like a disease. Always shun irritating alliteration. Use language which is simple and straightforward. 
Put together a neat summary. 

14. 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 for your topic. You may also maintain 
your arguments with records. 

15. Never start at the last minute: Always allow enough time for research work. Leaving everything to the last minute will 
degrade your paper and spoil your work. 

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

17. Never copy others' work: Never copy others' work and give it your name because if the evaluator has seen it anywhere, 
you will be in trouble. Take proper rest and food: No matter how many hours you spend on your research activity, if you 
are not taking care of your health, then all your efforts will have been in vain. For quality research, take proper rest and 
food. 

18. Go to seminars: Attend seminars if the topic is relevant to your research area. Utilize all your resources. 

19. Refresh your mind after intervals: Try to give your mind a rest by listening to soft music or sleeping in intervals. This 
will also improve your memory. Acquire colleagues: Always try to acquire colleagues. No matter how sharp you are, if you 
acquire colleagues, they can give you ideas which will be helpful to your research. 

20. Think technically: Always think technically. If anything happens, search for its reasons, benefits, and demerits. Think 
and then print: When you go to print your paper, check that tables are not split, headings are not detached from their 
descriptions, and page sequence is maintained. 

 © Copyright by Global Journals | Guidelines Handbook

XIII



Irrelevant and inappropriate material is superfluous. Foreign terminology and phrases are not apropos. One should never 
take a broad view. Analogy is like feathers on a snake. Use words properly, regardless of how others use them. Remove 
quotations. Puns are for kids, not grunt readers. Never oversimplify: When adding material to your research paper, never 
go for oversimplification; this will definitely irritate the evaluator. Be specific. Never use rhythmic redundancies. 
Contractions shouldn't be used in a research paper. Comparisons are as terrible as clichés. Give up ampersands, 
abbreviations, and so on. Remove commas that are not necessary. Parenthetical words should be between brackets or 
commas. Understatement is always the best way to put forward earth-shaking thoughts. Give a detailed literary review. 

22. Report concluded results: Use concluded results. From raw data, filter the results, and then conclude your studies 
based on measurements and observations taken. An appropriate number of decimal places should be used. Parenthetical 
remarks are prohibited here. Proofread carefully at the final stage. At the end, give an outline to your arguments. Spot 
perspectives of further study of the subject. Justify your conclusion at the bottom sufficiently, which will probably include 
examples. 

23. Upon 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 for 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 of 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 criteria peer reviewers will use for grading the final paper. 

Final points: 

One purpose of organizing a research paper is to let people interpret your efforts selectively. The journal requires the 
following sections, submitted in the order listed, with each section starting on a new page: 

The introduction: This will be compiled from reference matter and reflect the design processes or outline of basis that 
directed you to make a study. As you carry out the process of study, the method and process section will be constructed 
like that. The results segment will show related statistics in nearly sequential order and direct reviewers to similar 
intellectual paths throughout the data that you gathered to carry out your study. 

The discussion section: 

This will provide understanding of the data and projections as to the implications of the results. The use of good quality 
references throughout the paper will give the effort trustworthiness by representing an alertness to prior workings. 

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 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 avoid: 
•
 

Insertion of a title at the foot of a page with subsequent text on the next page.
 •

 
Separating a table, chart, or figure—confine each to a single page.

 •
 

Submitting a manuscript with pages out of sequence.
 •

 
In every section of your document, use standard writing style, including articles ("a" and "the").

 •
 

Keep paying attention to the topic of the paper.
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21. Adding unnecessary information: Do not add unnecessary information like "I have used MS Excel to draw graphs." 



• Use paragraphs to split each significant point (excluding the abstract). 
• Align the primary line of each section. 
• Present your points in sound order. 
• Use present tense to report well-accepted matters. 
• Use past tense to describe specific results. 
• Do not use familiar wording; don't address the reviewer directly. Don't use slang or superlatives. 
• Avoid use of extra pictures—include only those figures essential to presenting results. 

Title page: 

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

Abstract: This summary should be two hundred words or less. It should clearly and briefly explain the key findings reported 
in the manuscript and must have precise statistics. It should not have acronyms or abbreviations. It should be logical in 
itself. Do not cite 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 approaches 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. Use comprehensive sentences, and do not sacrifice readability 
for brevity; you can maintain it succinctly by phrasing sentences so that they provide more than a 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 limit the initial two items to no more than one line each. 

Reason for writing the article—theory, overall issue, purpose. 

• Fundamental goal. 
• To-the-point depiction of the research. 
• Consequences, including definite statistics—if the consequences are quantitative in nature, account for this; results of 

any numerical analysis should be reported. Significant conclusions or questions that emerge from the research. 

Approach: 

o Single section and succinct. 
o An outline of the job done is always written in past tense. 
o Concentrate on shortening results—limit background information to a verdict or two. 
o Exact spelling, clarity 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 of comprehending and calculating the purpose of your study without having to refer to other 
works. The basis for the study should be offered. Give the most important references, but avoid making a comprehensive 
appraisal of the topic. Describe the problem visibly. If the problem is not acknowledged in a logical, reasonable way, the 
reviewer will give no attention to your results. Speak in common terms about techniques used to explain the problem, if 
needed, but do not present any particulars about the protocols here. 

The following approach can create a valuable beginning: 

o Explain the value (significance) of the study. 
o Defend the model—why did you employ this particular system or method? What is its compensation? Remark upon 

its appropriateness from an abstract point of view as well as pointing out sensible reasons for using it. 
o Present a justification. State your particular theory(-ies) or aim(s), and describe the logic that led you to choose 

them. 
o Briefly explain the study's tentative purpose and how it meets the declared objectives. 
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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 for every section. If you make the four points listed above, you 
will need at least four paragraphs. Present surrounding information only when it is necessary to support a situation. The 
reviewer does not desire to read everything you know about a topic. Shape the theory specifically—do not take a broad 
view. 

As always, 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 soundly written procedures segment allows a 
capable scientist to replicate 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 to give the least amount of information that would permit 
another capable scientist to replicate 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 section, mention the specific item describing the way, 
but draw the basic principle while stating the situation. The purpose is to show 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:

 
Materials may be reported in part of a section or else they may be recognized along with your measures.

 
Methods:

 
o

 
Report the method and not the particulars of each process that engaged the same methodology.

 o
 

Describe the method entirely.
 o

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

 o
 

Simplify—detail how procedures were completed, not how they were performed on a particular day.
 o

 
If well-known procedures were used, account for the procedure by name, possibly with a reference, and that's all.

 
Approach:

 
It is embarrassing to use vigorous voice when documenting methods without using first person, which would focus the 
reviewer's interest on the researcher rather than the job. As a result, when writing up the methods, most authors use third 
person passive voice.

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

 
What to keep away from:

 
o

 
Resources and methods are not a set of information.

 o
 

Skip all descriptive information and surroundings—save it for the argument.
 o

 
Leave 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 as 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. Use statistics and tables, if suitable, to 
present consequences most efficiently.

 
You must clearly differentiate material which would usually be incorporated in a study editorial from any unprocessed data 
or additional appendix matter that would not be available. In fact, such matters should not be submitted at all except if 
requested by the instructor.
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Content: 

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

appropriate. 
o Examine your data, then prepare the analyzed (transformed) data in the form of a figure (graph), table, or 

manuscript. 

What to stay away from: 

o Do not discuss or infer your outcome, report surrounding information, or try to explain anything. 
o Do not include raw data or intermediate calculations in a research manuscript. 
o Do not present similar data more than once. 
o A manuscript should complement any figures or tables, not duplicate information. 
o Never confuse figures with tables—there is a difference.  

Approach: 

As always, use past tense when you submit your results, and put the whole thing in a reasonable order. 

Put figures and tables, appropriately numbered, in order at the end of the report. 

If you desire, you may place your figures and tables properly within the text of your results section. 

Figures and tables: 

If you put figures and tables at the end of some details, make certain that they are visibly distinguished from any attached 
appendix materials, such as raw facts. Whatever the position, each table must be titled, numbered one after the other, and 
include a heading. All figures and tables must be divided from the text. 

Discussion: 

The discussion is expected to be the trickiest segment to write. A lot of papers submitted to the journal are discarded 
based on problems with the discussion. There is no rule for how long an 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 implications of the study. The purpose here is to offer an understanding of your results 
and support all of your conclusions, using facts from your research and generally accepted information, if suitable. The 
implication of results should be fully 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 the prospect, and let it drop at that. Make a decision as to whether each premise is supported or 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. 

o You may propose future guidelines, such as how an experiment might be personalized to accomplish a new idea. 
o Give details of all of your remarks as much as possible, focusing on mechanisms. 
o Make a decision as to whether the tentative design sufficiently addressed the theory and whether or not it was 

correctly restricted. Try to present substitute explanations if they are sensible alternatives. 
o One piece of 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? 
o Recommendations for detailed papers will offer supplementary suggestions. 
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Approach: 

When you refer to information, differentiate data generated by your own studies from other available information. Present 
work done by specific persons (including you) in past tense. 

Describe generally acknowledged facts and main beliefs in present tense. 

The Administration Rules
 

Administration Rules to Be Strictly Followed before Submitting Your Research Paper to Global Journals Inc.
 

Please read the following rules and regulations carefully before submitting your research paper to Global Journals Inc. to 
avoid rejection.

 

Segment draft and final research paper:
 
You have to strictly follow the template of a research paper, failing which your 

paper may get rejected. You are expected to write each part of the paper wholly on your own. The peer reviewers need to 
identify your own perspective of the concepts in your own terms. Please do not extract straight from any other source, and 
do not rephrase someone else's analysis. Do not allow anyone else to proofread your manuscript.

 

Written material:
 
You may discuss this with your guides and key sources. Do not copy anyone

 
else's paper, even if this is 

only imitation, otherwise it will be rejected on the grounds of plagiarism, which is illegal. Various methods to avoid 
plagiarism are strictly applied by us to every paper, and, if found guilty, you may be blacklisted, which could affect your 
career adversely. To guard yourself and others from possible illegal use, please do not permit anyone to use or even read 
your paper and file.
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CRITERION FOR GRADING A RESEARCH PAPER (COMPILATION)
BY GLOBAL JOURNALS 

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 

decision of Paper. This report will be the property of Global Journals.

Topics Grades

A-B C-D E-F

Abstract

Clear and concise with 

appropriate content, Correct 

format. 200 words or below 

Unclear summary and no 

specific data, Incorrect form

Above 200 words 

No specific data with ambiguous 

information

Above 250 words

Introduction

Containing all background

details with clear goal and 

appropriate details, flow 

specification, no grammar

and spelling mistake, well 

organized sentence and 

paragraph, reference cited

Unclear and confusing data, 

appropriate format, grammar 

and spelling errors with

unorganized matter

Out of place depth and content, 

hazy format

Methods and 

Procedures

Clear and to the point with 

well arranged paragraph, 

precision and accuracy of 

facts and figures, well 

organized subheads

Difficult to comprehend with 

embarrassed text, too much 

explanation but completed 

Incorrect and unorganized 

structure with hazy meaning

Result

Well organized, Clear and 

specific, Correct units with 

precision, correct data, well 

structuring of paragraph, no 

grammar and spelling 

mistake

Complete and embarrassed 

text, difficult to comprehend

Irregular format with wrong facts 

and figures

Discussion

Well organized, meaningful

specification, sound 

conclusion, logical and 

concise explanation, highly 

structured paragraph 

reference cited 

Wordy, unclear conclusion, 

spurious

Conclusion is not cited, 

unorganized, difficult to 

comprehend 

References

Complete and correct 

format, well organized

Beside the point, Incomplete Wrong format and structuring
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