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Abstract

The objective of the study was to examine the effect of credit risk on financial performance of
banks in Pakistan. For the purpose secondary data collected from top 5 commercial banks for a 10
year period (2008-2017) from annual reports of banks. The data were analyzed using a descriptive
statics and time series data regression model and the result showed that credit risk measures:
Capital adequacy ratio (CAR) non-performing loan ratio (NPLR), Loan to deposit ratio (LTDR)
and size of bank have a significant effect on the financial performance of banks in Pakistan. The
study suggested a need for enhancing credit risk management to maintain the prevailing financial

performance of banks in Pakistan.



Contents

CHAPTER L.ttt h ettt h et st e e bt et e eb e e bt et e e bt e st e nbesbeeatenbesbe e enbenbesbeeneenees 1
INEFOQUCTION .. ettt b bbbt et et e b bbb e et et be e eb s e e eneeneene 1
1.1 ProbIlem STAEMENT: ......ccoiuiiiiieie ettt 6
1.2 RESEAICH QUESTIONS: .....euiiiiieiistestetet ettt sttt b e sttt be bt st s e b ebe e b e s ens 6
1.3 RESEAICH ODJECTIVE: ...t ettt st e st e e be et e s aeens e tesreennas 6
1.4 SigNIficance OF The STUAY :.......oeriiie et 6
1.5 0rganization Of the STUAY .. ...cc.iiieieeceeee ettt e ae s e s e reeneas 7
CHAPTER 2.ttt ettt ettt bt e bt e bt e s bt e s he e saeesatesabesabeenbeeabeeesbeesbeenaeenaeas 8
LITEIATUIE FEVIBW: ..ttt et b bbbt b et bbb bt st e s s 8
2.1 Pakistani DanKing SYSTEIM: ..ottt 21
2.2 Performance Of DANKS: ..o e 22
2.3 VAITADIES: ... ettt b et 24
2.3.1 Capital ADEQUACY FALIO: .....eccviivieeeeiecieceete sttt et a e st e st e s be e esbeeae s e reenneanas 24
2.3.2 Non-performing loans to total loans and advances Ratio: ..........cccccveveveveecieniceeeseeene, 26
2.3.3 L.0AN 10 EPOSIT FALIO .. .cuiitieieiicteeiecte ettt ettt e a e s e e e et e steere e besaeenaesbeeanennas 27
2.3.4 SiZ8 OF The DANK: ..ottt 28
2.3.5 REUIN 0N ASSEL (ROA): ...ttt ettt sttt ettt e e st e sbe e st e besaeensesreeaneneas 29
2.3.6 RetUrn 0N eQUILY (ROE):.....ciiiicieie sttt e st e ste et esbesseensesseenneneas 29

2.4 TheoretiCal frameWO K .. ..o 31
2.5 CoNCEPLUAL FFramMEWOIK: .....c.eieiiiiitieieieseeteste sttt sttt e te e te st et e stesaeessesaeeseessesseessessesseensens 32
2.6 HYPOTNESIS: ..ttt et ettt et e s beebe et e s teers e beebeeabesbeereenbeeteereente e ereenes 32
CHAPTER 3.ttt ettt b e a e bt s bt bt et e bt e he et e bt e s s et e sb e e as e et e sbeeate ebeebeennebe e 33
V1Y 1 g oo (o] (o]0 | £SO OO OO TR RSSO UR PRSPPI 33
3.1 RESEANCI DBSIGN: .eieieeiesieeeteieste ettt ettt ettt e e s teese e e s te et e sesseestestesseessetesseenseseeseensesens 33
3.2 Population Of the STUAY:......cc.o ottt et a et e ereennens 33
3.3 SAMPIE OF The STUAY ...t st s re e aeeseessesreessessesreeneans 33
3.4 DAta COIBCTION: ...ttt b et b e b sn e e 33
3.5 DALA ANAIYSIS: ...vveiieeieieitieteteee ettt ettt ettt e s te et et e te e e e beert et e reeneentesteereentenreeeneas 34
1Y, [oTo [T I o L= ol ¥ o= 1 o] o Lo TP SRSRPRRN 34
3.7 Definitions of VariabIEs: ..o 35
3.7. 1 RetUIN 0N ASSEE (ROA) ..ttt ettt ettt et e st e eae e e ae et eeesaeeneeneas 35
3.7.2 Return 0N eqUILY (ROE): ..cui ittt ettt et sttt be e eaesneennennas 35



3.7.3 Capital ADEQUACY RALIO: .....ocueeeeeiiieieeecie ettt ettt e e beeneesaesreensannas 35

3.7.4 NoN-performing 108N Fatio:.......c..ccveiiiriieieeee e et 36
3.7.5 L0AN 10 AEPOSIT FALIO: .....c.eeiiitieeicticteeeete ettt ettt e st ae et e sbe e s e beeaeenaesreennennas 36
3.7.6 SIZ€ OF The DANK: ...ttt 36
CHAPTER 4.ttt ettt bt ettt bt e h et e bt e h e et e s bt e et et e ebe e st e et e sbeente ebesbeeneenbene 37
RESUITS: .. ettt h bt e ettt a bbbt a e h bbbt sheehe b b n et 37
T ol o) (Y= OO PP 37
4.2 COFTRIATION: ..ttt ettt eb bt s bt e et b e e bt e b e st e b e e eneeseesnenten 38
4.3 REGIESSION ANAIYSIS: ...uviivieeieitiitieieste ettt ettt e e sttt e et e s teere e besseessessesseensesteesaensesseessesenseenes 39
IMIOOE L et et b ettt b e et b et e e st e bt e bt st e b et eae e ebe st e st e e et eneas 40
4.3.1 MOTEI SUMMIAKY: o..veceiiiicieeeteete ettt ettt ettt ettt e st e et et e s te e teeasesbeessessesteesaessesbeessensesseensessesneennas 40
A.3.2 ANV A ettt ettt bt e b e s a e s a e e s h e she e eheeeateeate e be e be e be e be e beenbee saeeea 40
4.3.3 COBTTICIBNES: ...ttt ettt sttt en e 41
IMIOED 2: . ettt a bttt b ettt b e bt b et et e ae e ebe st st e e e e eneas 42
4.3.4 MOTEI SUMIMAIY:c..iiiiiiiiciecteste ettt ettt ettt te e sae e b e s beeas et e s teesaesbesbeessenbesseensesreeneensas 42
.35 ANV A ettt ettt e bt e bt e s h e s a e e sa e e she e eh et eat e et e e beebe e be e be e beenbeensaeeeas 43
4.3.6 COBTTICIBNES, ...ttt ettt bttt sttt 43

(01 1 e Y TSP 45
CONCIUSION. .ttt b bbbt b et bbb et e bt bt e b et e bt e neebe st es et ene e 45
5.1 RECOMMENUATIONS: .....ouiiiiiiiiieiiteie ettt ettt 45
5.2 Limitations and FULUIE SCOPE: ..oviiuieiicieeieetecteete ettt ettt ettt s te e et e s aeensesbeebaensesbaesnennans 46
RETEIEICES ...ttt b et b et bbbt b et bbbt h ettt b 48



