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Abstract

Banking sector of any economy plays the role of backbone to it. Hence having vital and
crucial importance in terms of altering the course of economic growth. In case of
Pakistan, its banking sector is rapidly growing, yet there is still much need for
improvement. This study is an endeavor to check the impact of banking sector
development on the economic growth of Pakistan. For this purposed we have adopted
panel data model and data from 2001 to 2016 is used for analysis at both provincial and
federal level, making five cross-section (1 for Federal, and 4 for provinces). It is
concluded that the variable of Advances has significant positive impact on the GDP
growth of Pakistan. While Deposits are found to be statistically insignificant in the
model. The reason is well explained as the amount of deposits with the banks is not
being properly circulated in the economy, hence showing no significant impact on the
GDP growth of Pakistan. Interest rate is also found to be negatively affecting the GDP
of Pakistan, which is in line with the theory. As increase in the interest rate is a
contractionary monetary policy that is meant to reduce economic activity in the country.
Deposit of Punjab is found to have significant positive impact on the-GDP growth of
Pakistan. Whereas, Deposits of KPK and Balochistan are found to have significant
negative impact on the GDP growth of Pakistan. As we saw in the descriptive analysis,
that the gap between deposits and the advances was much higher in these two provinces,
meaning thereby the money is not being circulated in the economy, and finances for
investment opportunities are not adequately available. All the variables for provincial
advances, are all found to have significant positiVe impact on the GDP growth of
Pakistan. Yet we can see that the impact of Punjab is much higher than other provinces,
a one present increase in the growth in advances in Punjab results into 0.64% ii;crease
in the GDP of Pakistan, which is highly significant even in magnitude. Province of KPK
is found to have least impact on GDP growth in terms of magnitude. It is found that
Deposits unless converted to Advances not significant effect on GDP growth, but at
times it may negatively affect it. Therefore based on the findings of the study, it is
recommended that the policies should be formulated that shall bring the money from

banks to the investors.

viii



Contents

AADSIIACE ..ttt ettt ettt e e et e b e e s e e e e ta e e ra et e e ta e ettaeteeeabe et e enreennas viii
I. INTRODUCTION ..ottt e e et eaaeeeaeeeeneeens 2
1.1 BACKGROUND OF THE STUDY ..ooeotiiiiteoiieeieecee ettt 2
12 BRIEF OVERVIEW OF THE BANKING SYSTEM OF PAKISTAN............. 4
1.2:1 BANKING SYSTEM OF PAKISTAN 1947-1970 ..ccoovveviieiieeieeiieeeeeeae 4
1.22  BANKING SYSTEM OF PAKISTAN 1970-1980 .......cccocccvvvmeisnmmssnasramsnisnns 4
1.2.3 BANKING SYSTEM OF PAKISTAN 1980-1990 ........ccccoceeevrrernrrerrnnecsaneens 5
1.2.4  BANKING SYSTEM OF PAKISTAN 1990-1997 .....ccvviiiiiiieieeieiee, 5
1.2.5 BANKING SYSTEM OF PAKISTAN 1997-2006 ......cccceevvvevririeerieirennnn, 6
1.2.6  BANKING SYSTEM OF PAKISTAN 2006-2016 ....cccceeeevveeeirieenirerreeneenn 6
1.2.7  RESPONSE OF GDP GROWTH TO ADVANCES AND DEPOSIT ........... 8
1.3 PROBLEM STATEMENT ..ottt 9
1.4 RESEARCH QUESTIONS i ssvesemsessrssssnmonssossisissssscesesnsesss sosiesasssts sosnssssissvasnasssssassssasssness 9
15  OBJIECTIVES ..vcoseseosssusnssssnmssioss cussssessssnsssssnnss ssessssns sassms sasss sesssvesssassssssssssssss 10
1.6 SIGNIFICANCE OF THE STUDY ..cuviiiiieiie et 10
2. LITERATURE REVIEW ...cciiiiiiiiiiiiiiiie ettt 13
2.1 LITERATURE REVIEW ..ottt 13
2.2  THEORETICAL FRAMEWORK ......ccceoiiiiieiiieieeeieeeee e 20
2.3 HYPOTHESIS ...ttt s i 22
3.1  DATA DESCRIPTION: ...ooiiiiiiieiteieerte ettt 25
3.2 METHODOLOGY: ....ccccoveersnoonesnsrsssesnnesonassinesisisassansinanahssnss ineniiasoss saasdssss missss 26
3.3 POOLED DATA ANALY SISt cuimmssissssisssrssinmsesyomsavisisesmassmms s 26
3.3.1 Fixed and Random effects Model: ............... e e 27
3:3:1:1 Randoii ERects MOdel: .o s vesimsess 28
3.3:1.2 Random: EXfects. MOAEL: .. cumsimssmsmmuinspurssnsiyssysmsesmsssmsssssssmasssansssshesss 29
3.3.2  Decision to choose between Fixed Effect Model or Random Effect Model:
29 .
3.1.1 Econometric Equation of the Model: .........cccccceiveciiiiciiinnniinnniinsiinnisisnees 30
4, RESULTS AND DISCUSSIOINS. <. cnss sunssn i amas e e s i 32
4.1 UNIVARTATE ANALY SIS ii...o. coiinisinmiessamnsme ssomsmss s65esmssssimansanssaenssass e 32
4.2  PROVINCE-WISE ADVANCES AND DEPOSITS .......cocoeeiireienienniennennees 33
4.2.1 ADVANCES AND DEPOSITS IN PUNIAB ccivmsosivumsmenesssmamisemssossmmss 33



422 ADVANCES ANDDEPOSITS IN SINDH .concoensssmsvsimmss e 34

4.2.3 ADVANCES AND DEPOSITS IN KPK....comumnammsmmmmsmsmpmmanusms3
42.4  ADVANCES AND DEPOSITS IN BALOCHISTAN .....cccceevvvieiiennne o 35
4.3  ESTIMATION RESULTS ...coiitiiitit et 36
44  ESTIMATION RESULTS AT PROVINCIAL LEVEL.....ccccvviiiniiiiieiens 37
4.  Summary, Conclusion & Recommendations............cccceeveevuieiieenienieenieeceeieene, 41
4.1 Summary & ConClUSION. .....cceiiiiiiiiieiieeieeeee e 41
4.2  RecoMMENAAtIONS i ionssssimmsn sssamssesvass s fossssss s nsass 555 5aessotasisiarannenmnnss 42
R ETCTENCES sosucvussvssnosssmessasssnsonss snmossiansvssssnsas ssessns 586555 suas saassnsd sivson Sassanisn s uswmnsosnssanssuassns 43
APPENDIXES ..ucccusuesssmssussssimsisssnssmsssssssasssivinsss assmesssivssissmsssinessisossasssvaanissnesiossns 47



