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Abstract

The study will investigate the credit risk management and the variables that effect it in 

conventional and Islamic banks of Karachi. The other variables are some of the ratios of the 

banks and economic indicators which are essential for managing the credit risk. Time series 

will be analyzed in the study starting from the time of 1999 till 2019 of 8 different banks 

comprise of 4 conventional banks and 4 Islamic banks. The Panel least square will be used 

and EVIEWS will be analyzed to interpret the data. The finding will confirm whether the null 

hypothesis or alternate hypothesis should be selected. Furthermore, the results will identify 

which variables are more significant to explain credit risk in the banking sector of Pakistan. 

Keywords: credit risk, credit risk management, conventional banks, Islamic banks, capital to 

asset ratio, loans to asset ratio, liquidity, net interest margin, inflation, GDP, cost efficiency.

5



Spring-2021 02-321201-038

Table of Contents 
1 CHAPTER 1 introduction 8

1.1 Background 10

1.2 Problem Statement 11

1.3 Research Objectives 12

1.4 Research Questions 12

2 CHAPTER 2 LITERATURE REVIEW, 14

2.1 Credit Risk 14

2.2 Credit Risk Management.............

2.3 Credit Risk Management Process

15

16

2.4 CAPITAL TO ASSSET RATIO & LOANS TO ASSET RATIO 16

2.5 Liquidity 17

2.6 Net interest margin 18

2.7 Inflation rate 19

2.8 GDP 19

2.9 Cost efficiency.............

2.10 Conceptual framework

Error! Bookmark not defined.

21

3 CHAPTER 3 RESEARCH METHODOLOGY 23

3.1 Research Approach & Type............

3.2 Research Design................................

3.3 Research Population.........................

3.4 Sample Size & Sampling Technique

3.5 Data Collection..................................

23

23

23

23

24

3.6 Data Analyses Method

3.7 Variable Description:..

24

24

6



Spring-2021 02-321201-038

3.7.1 Credit Risk: 24

3.7.2 Capital to asset ratio: 24

3.7.3 Loans to asset ratio: 25

3.7.4 Liquidity: 25

3.7.5 Cost Efficiency:.......

3.7.6 Net Interest Margin:

25

25

Inflation:3.7.7 25

3.7.8 GDP: 25

4 CHAPTER 4: DATA ANALYSIS 26

4.1 Pastel Least Square method: 26

4.2 Fixed Model: 28

4.3 Random Effect Model: 30

4.4 Likelihood Ratio: 32

4.5 Hausman Test: 34

5 chapter 5 conclusion and recommendations 37

5.1 Conclusion: 37

5.2 Recommendations: 38

5.3 Future Recommendations: 38

6 REFERENCES 40

7


