I mpact of Privatization on Banking Sector of Pakistan
Bahria University
August 2002

IMPACT OF PRIVATIZATION
ON BANKING SECTOR
OF PAKISTAN

BY
Ms FOUZIA SHAHZAD

Dissertation submitted to
Bahria University, Islamabad

For the degree of
Master in Business Administration




Impact of Privatization on Banking Sector of Pakistan

Bahria University
August 2002

LE OF CONTENTS
R \%
BESUNMMARY .....ocooorienininmmiinmsmanmsnsimsissmsissesssssssrssissssssssssssassnis VI
B oo A S A3 S S S 3 RS S SR S SR S AR R VSRS AR VIII
B Ko nac s has shsaes s st s oannss AT RRARF SR ETA 4h docants easbhbibnanss Siisilamsanssansntesens R
OF PRIVATIZATION ON BANKING SECTORS OF PAKISTAN.......1
B s s ins a3 s v o4 v SRR SRS ST D R SISO RSSO SRS S )
DRI .« s ssis s S 3 S AR S S SRR AP SRR H A S ns A A B RS et 6
HCAL FFAMEWOFK...........ooeeeeeeeeiieieeeee e 7
B R0 . e s mom e s smamens SnassSmw A SRS 4 R s BT RS RRASA P HARAS R ST SR S P RS S m RS TR 10
i 4 A O S R S S5 1d
S Of PPIVALIZALION ...t 14
T L 12
ANCE Of THE STUAY ... i3
I B v cinsisniannieransnhsssis ARSI R AR BRSSOV AR R PR &
I e s s ST R A s 15
.............................................................................................................. 15
et SRR OBV SO P 28
QUEPTIVALIZALION: ....oocovicvreiesininncvsnenorisssisssssssensssesssssassssnnsssnsasssansonasssnes 29
s Determining The Appropriate Method Of Privatization......................... 31
L R S O L ¥,
B v cescnsosconconsasssonsosonssnissvosivinsos R R S S 47
L FCHIDOIL CITY comimiinnvsissmmininasiassnsenensomsss sumeaasisissmasanssanissinonid 47
L R C O Ot I R ot Ao S SO 47
B LU . cocorvssvansviiisiini ssshasssasdsssssnens sERSINSRRRSSIRS PRARISE IS BN LER NSRS 48
BB ITISHUICHE ..o eeeeeeeeeeeeeeeeeeeeeseeemme s s e esesseesesesssmsesmssssesssesseeeens 48
Method... ... .. 50
B R 18 STHOIY .. covvmnnvins s mois s i o S B SR A R STV s 51
G PFOCEAUTE ...ttt sttt st 51
B Of the survey QUESTIONNAITE. .. ... ... ... ccocoe veiencon vencre e vn e et vreene 200 D2
FCITE OF CLATCL. ........occeveivveiieeieee ettt e e e ere e sneenees 52
B ... eeioneneesernenanassanes snnasantesaans sesnnsasansasan T s anen R e SRy e nen s nnsiassanes 53
L —— BSOS N KSR s T 54
ATION, ANALYSIS AND INTERPERTATION OF DATA.............. 54



Impact of Privatization on Banking Sector of Pakistan

Bahria University

August 2002

B CHUBSTTOTIIIIITE ... . cvosanssanmmsnsnnssmasssssrnomanssssimmsshansonssssisnnsns bis sosbsins vk 54
cial And Operating ANGIYSTS..............cooveeveeeeeeeseeereeeesee e 64
v Of Muslim Commercial Bank (Mch)...............cccovcenecenciinciicnin. 65
PR —— 66
....................................................................................................... 73
BT icienoy OF The Bank ..o aisssesseisinsismiss s 80
BHETHE BANE ..........ccocovvevenicisivinressisevsissvssesssssssssssssesssssssaressssssssasssresanss 85
IO B = X s e b e e DA i ke e e et Pt s s 90
RS L omparison (After Privatizations ....... s vsserisesseisevssvessss 95
on-Size Statement ANGIYSIS: .........cccoevceeiiieeiiiie et 96
B b s e A TSR RS AR S S R AR R AR 98
............................................................................................... 100
I I Tl < b AR TSR N TR 2 B s S i s 101
BN Banle LImHen s smosonsominms s o s s s oo s sssssings 101
B T T RIIEL | oo cibimosmei b borbebin s e s oo T o S A 104
B i i i R L R 8 A S A A SR AR 110
BRI .............ooccvinvimvansisnnsinsuns carasnass shebesoua s s e s sos b e SRS S Sd 115
I Lo bt mt e A et bbb pimmnd i s A g R 115
e 119
L A TR SO NPT S T ST 120
RN sty Or Trend Anglysis; cisessisisvivnsssisssnis s imsinmi 121
[ Analysis-Or Common Size Statement..................ccoocevveioiivcniincencanne. 123
L P R O e N A e R 125
S AND RECOMMENDATIONS ..cociuisumssissinissorsnsssssisasiassssns 125

B i o e s 4 S S G G S S 125
............................................................................................... 127

el 29

Questionnair

Xi



Impact of Privatization on Banking Sector of Pakistan
Bahria University
August 2002

EXECUTIVE SUMMARY

Privatization is a catchall term for the transfer of Operating and/or

Financial control of State Owned Enterprises to the private sector. It is a
process where by the activities of enterprises that were once performed or
- operated by the government and its employees are performed, managed or
owned by private business and individuals. The present thesis specifically
. examined the case for privatization of banking sector in Pakistan, which
aimed to see impact of privatization on banking companies before and after
they had been Privatized. To conduct the research Muslim Commercial Bank
(MCB) and Allied Bank Limited (ABL) had been studied. Allied Bank
- Limited has witnessed and experienced all political, economic, financial and

technological changes, which have taken place in the south Asian Region

since it was incorporated in 1942 at Lahore. It was first bank owned by
employees. About 51% of banks share has been privatized. Muslim
commercial Bank was incorporated in 1947 and has an edge over other local
banks, as it was the first privatized bank. About 81% of bank shares are
owned by private sector. The focus of analysis was to compare the Financial
and Operating performance of MCB and ABL before and after privatization
with the intention to see weather they improved or not and draw lessons for
the authorities for future course of action. Questionnaire method is used in
Ijorder to conduct the survey to obtain the opinion of employees about
- privatization. For this purpose employees of four banks has been chosen.
Financial and operating performance is evaluated with the help of different
financial ratios and techniques i.e. ratio analysis, horizontal or common size
analysis, vertical or index analysis and operating ratio analysis. With the help

of questionnaire, financial and operating analysis it has been observed that
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privatization of banks leads toward higher level of efficiency both from
financial and operational points of view as except few accounts and ratios
over-all performance of both banks increases after privatization. Thesis
concluded that government decision to privatized banks was correct and in the
end it is recommended that government should continue its policy to privatize

and make it as early as possible.
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