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DETERMINANTS OF CASH HOLDING IN PAKISTAN: A 
CASE OF OIL AND GAS SECTOR OF PAKISTAN STOCK 

EXCHANGE
1 2

Muhammad Sohail Khalil  and Kashmala Mukhtiar

ABSTRACT

This study investigates the identification of the determinants of Cash holding in 
Pakistan of the Oil and Gas sector of Karachi Stock Exchange. Initially Multi 
Regression Model is used to calculate determinants of Cash Holding. Afterwards 
Hausman test and Breusch-Pagan test were carried out for Regression analysis and 
pool effect model was selected for regression analysis. Regression analysis results were 
that variables like Cash flow, Net Working Capital were insignificant in relation to cash 
holding decision by firms, and other variables like Market to Book value; Leverage 
shows a positive result which is significant in relationship to cash holding.

Keywords: Cashholding, cashflow leverage, 

INTRODUCTION

Cash and cash equivalents is considered an important component in corporate financial 
management. So considering the importance of companies that holds cash certain 
amount of their assets in liquid form for further investment in physical assets, or to pay 
dividends or interest and also to meet uncertain situations (Almedia, 2002).Following 
are the three theories which describe the structure of cash holding by firms, trade-off 
model, free cash flow model, and pecking order theory. 

Companies usually hold cash for monetary benefits and the minimum cost for holding 
that cash. Firms always keep extra amount of cash, whenever there will be financial 
crises in the economy or when there is an opportunity for investment because it cost less 
for the company than to borrow from outside for investment or selling company assets 
or cash. Ferreira (2004) says that there is always a minimum cost for cash holding 
because of the lower return on liquid assets. Myers (1984) says that the first choice of the 
firms for the investment is retained earnings, then safe debt, riskier debt and equity at the 
end. Companies repay their debts and hold cash when the financial condition is 
optimum for them and they have enough cash for new investment.

Companies issue debts when their retained earnings is less for investment and their 
accumulated cash holding is not enough to finance new investment. Jensen M (1986) 
states that manager's uses free cash flow theory to obtain the decision power in the 
company, so they keep cash which helps them to maximize assets value in the coming 
period. So managers do not take debts from external creditors due to the above reason, 
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and use their internal funds, which causes negative impact on shareholder wealth.

Opler (1999) said that it is always necessary for firms to have certain amount of liquid 
assets to operate smoothly and also to maintained the actual dominant form of its 
procedures, similar to doing the working capital investment, prerequisites, investment 
capital structure, controlling earnings, dividend obligations, and expense along with 
asset operations. Many researches has been conducted to find out the determinants of 
holding cash in the developed countries, but a very small area has been touch on this in 
developing countries.

To examine the factors that can give us a perception concerning about cash holding 
determinants of oil and gas industry listed in the Karachi Stock Exchange of Pakistan. 

Objectives of the study  

 To investigate the different factors which in turn affects the cash holdings of oil 
and gas sector of Pakistan?

 To investigate determinants associated with cash possessing outcomes from 
the corporations within Pakistan.

REVIEW OF LITERATURE

According to Opler, T Pinkowitz, Stulz & R. Williamson (1999) said that the basic 
factors of keeping cash are dealing expenses, irregular statements, and the agency cost 
for having assets and debts. Firms usually hold cash after analyzing the cost and benefit 
analysis. Companies hold excess amount of cash, whenever they have to pay in interest 
and debt. These types of strategy are used to support the theory of Keynesian. The study 
conducted by Harford, Mansi, & Maxwell (2012) said that the companies should set the 
predetermine rate of interest for further helps in decreasing the cash or the chance of 
reinvesting the cash.

Meckling (1976) investigated that small firms had a difficulty in generating funds in 
order to support their business, they cannot generate funds for cash flow in the business, 
and that's the reason they usually issues riskier debts. According to Harford, Mansi, & 
Maxwell (2012) that such firms had more importance on debt and its issuance. They also 
didn't have cash for further investments, and the cost of capital for their firm is usually 
higher than the larger firms because of higher risk. These studies are supported by Opler, 
T Pinkowitz, stuzl & R. Williamson (1999), but they usually do not have sufficient cash, 
that's why they don't have optimal capital structure.

Capital structure is considered as an important indicator for the companies having cash. 
The objective of this study has been showed by different theories. Following theories 
are discussed in detailed with the selected variables in this study.

Trade off theory said that the firms which have more debts in their capital has a 
maximum tax advantage, because of the interest rate on debt, when the company pay it 
back then they get a tax shield. Debt holding can cause the bankruptcy and financial 
distress of the firm. The company should have an optimal capital structure in order to 
have balance among Marginal taxes defend benefit and expense associated with the 
default of the company. Cash and loans can create benefit and cost. Trade-off theory 
suggested that firm can get leverage from three factors that are agency cost, bankruptcy 
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cost and taxes. Two of the above factors, tax base model and agency cost belong to stable 
framework and it is backed by many researchers like Haris (1990), Jensen M (1986), 
Myers & Majluf (1984) but agency problem and financial distress are the problems with 
this model.

According to Jensen M (1986), that problem of free cash flow is associated with agency 
cost, so the firm should increase the debt ratio in their capital in order to reduce this 
problem and it will also lead to the managing of fund efficiently by the managers 
because of less amount of free cash flow, and so it can be solve the problem. Myers & 
Majluf (1984) investigated in there research that firms increase the debt ratio, which is 
also optimal level, as the financial distress increases. The costs associated with financial 
distress are very large, which can lead to the inaccessibility of providers in such a 
difficulty. Opler, T Pinkowitz, Stulz & R. Williamson (1999) examined the data 
collected from (1971- 1994) from listed firms of USA they found out that cash holding 
determinants through regression analysis for independent variable, and those firms 
which holds more cash in order to access the capital market as suggested by trade-off 
theory, and pay interest and dividend on time.

The firms should not follow the trade-off theory, as it conclude that the use of more debt 
can put the firm into danger, and also the reason for many firms to lose its probability for 
the cost of capital. But using debt can hide other beneficial source of financing, and 
that's why holding cash is important for both small and large firms. And consequently 
having cash is not just taken care of through more compact businesses however it was 
taken care of through much larger businesses as well; size doesn't matter for bankruptcy 
as it may have an effect on the two small as well as big companies. Shyam-Sunder 
(1999) investigated and statistically shows us that the trade-off theory should not be 
pushed aside, but study have shown that cash holding is more prominent for large firms, 
and hence pecking order theory for large firms matter more than prominent theory.

(Myer & Majluf, 1984) According to these researchers they introduced the pecking 
order theory said that manager's first choice is to finance capital is using internal funds. 
This theory also said that whenever the company is short of cash, then the managers 
prefer to issue debt than equity, and issue equity in case if they are issuing junk bonds, 
which is also suggested in financial distress.

Opler, T Pinkowitz, Stulz & R.Williasome (1999) these researchers also have following 
findings in their studies (1) Company prefers to finance the company by the internal 
source of fund. (2) Dividend payout ratio has separate determinants. (3) Company 
prefers to issue debt rather than equity. (4) Firms can identify the need for external 
source of financing by the firm's debt ratio.

Past studies always supported pecking order theory as a deciding factor for cash and said 
that it is influential over trade-off theory. Gryglewicz (2011) investigated for the Dutch 
firms that the solvency and liquidity of firms and hence its final impact on financial 
decision. This study suggested that the default and fluidity occur through hedging, data 
as well as the various channels associated with leveraging at the corporate level. Firms 
increase its value by two variables, which are hedging and information. It also helps 
company in reducing volatility and Help Company in paying dividends.

According to Hofmann (2006) researcher done its research on the New Zealand firm 
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which are registered on stock exchange have tested multi firms, who keeps cash as a 
effecting factor. Additionally his conclusions ended up that will, solvency in addition to 
liquidity at company stage communicate together as a result of hedging, information, 
and finally the particular channels connected with leverage. The importance of equity in 
the corporations is enhanced because of the two factors that may be hedging routes in 
additional to information, which often can very best help out with decreasing the 
particular volatility and to distribute normal returns. Study of New Zealand stock 
exchange which was carried out by Hofmann (2006) to find different determinants of 
cash holding, growth holding by firm, its finding suggested that the factor which effect 
the cash holding, growth prospect, cash flow volatility, paying returns, leverage and 
alternative liquid assets. This specific outcomes signified that cash flow variability and 
growth prospects are generally positively relevant to keeping cash, and also other 
varying such as dividend repayments and alternatives involving liquid resources was 
generally showed less important indicators, involving cash keeping selection by means 
of corporation. This result showed that cash flow variability and growth opportunities 
are positively related to cash holding and other variables like dividend payments and 
substitutes of liquid assets are less important indicators of cash holding decision by firm.

Similar another author GAO (2013) has worked on the cash policies associated with 
both private and also open public US businesses, and its finding suggested that public 
businesses will often have a larger income sources as compared to individual 
businesses, plus it claims that individual businesses will often have far more volatility 
inside income compared to public businesses. Studies carried out by Frank (2003) on 
American companies showed that big corporations follow pecking order theory and its 
decisions is based on it, while smaller firms follow trade-off theory.

According to Byoun (2011) investigated on American companies for the year (1971-
2006) it tested safety measures concern design and they find out that larger companies 
usually used company internal resources and loans, they do not go for equity option for 
finances. On the other financial flexibility hypothesis says that expected future cash 
flow is the reason for firm cash holding. They use it to invest it in future investment 
opportunities and to keep their self away from financial constraints. This idea is also 
supported by scholars like (Koshio & Cia, J. N, 2003),(Tsuji,C, 2011).

Further this study was conducted by Lee (2012) which is tested on Asian firms from 
(1997-1998) and it showed that company keeps the extra cash for sudden events, and it 
also suggested that long term macroeconomics and shock can also change firms cash 
holding policies. They also found a negative relationship between cash holding and 
investment policy. Firms usually hold cash to meet future uncertainty in crisis and after 
crisis time and it is a conservative approach from them.

According to Subramaniam (2011) found that organizational structure can also affect 
the cash holding decision of a firm. They had taken US dependent corporations in 
addition to identified that there is not any certain factors between that may mention the 
income having connected with corporations, however they identified that diversified 
corporations carry minimal funds as compared to fewer diversified corporations. The 
study of Daher, M (2010) said that the effect of keeping cash and agency problem, they 
took around 60,000 UK corporations, and they found out that the greater the 
involvement of shareholders, the lesser will be the agency conflicts in the firm, because
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in this case the firm holds the lesser cash.

Investment capital in addition to trade-off theory and pecking order theory were studied 
in Bangladesh by Sayeed (2011) and his result showed that tax have a significant effect 
on capital structure, while bankruptcy and growth are irrelevant to determine 
profitability ratio. The research of Lima (2010) was based on chemical companies and 
they find the elements which have impact on investment capital structure are: agency 
cost, tangibility, operating leverage as well as debt potential. But in manufacturing firms 
it is difficult to find which variables affect cash holding decision and more research to 
find variables for this sector.

Further the study was conducted by Alvarez, Roberto, Sagner, Andres, & Valdivia, 
Carla (2010) on chili firms to search the crisis of liquidity, and its impact on cash holding 
firms. They found that leverage; bank debt, size and liquidity assets are the major causes 
of reduction of cash holding by firms. They says that as cash holding is a precautionary 
measure by firms also some firms have a volatility in sales due to which they keep extra 
cash.

Nguyen (2005) conducted further studies to find out why cash holding are used as a 
precautionary measure to avoid volatility of revenues. So they conduct a research on 
Tokyo Stock Exchange from (1992-2003) for 9168 firms. They find a positive relation 
between firm cash holding and risk level of a firm, and a negative relation with risk of 
the industry. They also found that cash holding decreases profitability, growth 
opportunities and dividend payouts.

Different scholars have conducted a study to find those variables that can affect cash 
holding decision is not the case, while in other countries the result is same. And so these 
types of results of diverse places had been merged because the scenarios were different 
in both the countries. The actual factors thought to be within books ended up being 
modifying routine in the occasion along with firm dimension in various places, 
therefore a single variable can't make use of a certain factors intended for keeping cash. 
This study can provide us a denture type concerning diverse determination simply by 
corporations within Pakistan.

Figure 1: Hypothesized Research Model

CASH 
HOLDING

CASH FLOW

NET WORKING 
CAPITAL

  

LEVERAGE 

MARKET TO 
BOOK VALUE
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METHODOLOGY 

Variables studied 

The study is based on the relationship between cash holding and Cash Flow, Net 
Working Capital, Leverage, Market to Book value. As the variables are quantitative in 
nature the effects of all other corresponding variables are ignored.

Independent Variable;

The independent variable for this study is the cash holding. CASH which corresponds 
cash holding can be found through cash ratio.

Dependent Variable;

There are four dependent variables for this study which are as follows

a. Market to Book Value.

b. Cash Flow.

c. Net Working capital (NWC)

d. Leverage.

a. Market to book value

Market to book value (MTB) is obtained as a proxy for company investment 
opportunity and is assessed by 

b. Cash Flow

The cash flow is measured by cash flow to net asset ratio.

c. Net working capital

Net working capital (NWC) is another dependent variable which is obtained as a proxy 
for liquid assets as it is for the replacement for cash holdings.

d. Leverage

Another dependent variable the Leverage (LVRG) is determined by dividing total debts 
on total assets and subtracted cash and cash equivalents.

CASH = Cash and cash equivalent ÷ (book value of asset - cash and cash equivalent).

Market To Book value  = Book value of assets – (book value of equity + Market
value of equity) ÷ Book value of assets.

   Cash Flow = Operating income ÷ (Total assets – Cash and cash equivalent).

NWC = (Net current assets – cash and cash equivalents) ÷ (Total assets – cash and
cash Equivalents)                  

Muhammad Sohail Khalil et al.
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Population: 

There are 21 companies in the oil and gas sector of Pakistan. So the population for the 
study comprises of 21 companies of oil and Gas sector.

Sample: 

A total of 13 companies are selected for the study on the basis of simple random 
sampling   

Data set:

This study is investigating the different financial sectors listed in Karachi Stock 
Exchange to check the particular characteristics that affect the cash holdings. Data is 
collected from the company is offered website for this study, and from annual reports for 
eight years ranges from 2008-2015 were obtained from the company's site.

Proposed Hypothesis:

The following hypotheses are developed on the basis of above discussion and are tested 
in this study:

H1:  There is significant negative relation between cash flow and cash holding.

H2:  There is significant negative relation between net working capital (NWC) with 
 cash holding. 

H3:  There is significant positive relation between leverage and cash holding.

H4: There is significant positive relation between market-to-book value and cash 
 holding.

Data collection method and procedure:

Secondary data is required for the research and is taken from the official website of 
Pakistan stock exchange (PSX) data storage sites including opendoors.pk and business 
recorder.

Statistical Test 

This study is using multiple regression models to investigate the determinants or the 
different factors which have the effect upon the cash holdings. As different variables are 
studied by different researchers of different countries, so to confirm those researchers 
that study has brought some factors such as Market to book value, Cash flow, Net 
working capital, and Leverage ratio to check the determinants regarding cash holdings 
within Pakistan. The frame work chosen for this study is as below:

Whereas:

 Leverage =  Total debt ÷ (Total assets – Cash and cash equivalents)

Determinants of Cash Holding In Pakistan: 
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i: correspond cross sectional units.

t: correspond time frame.

Analysis and findings 

The statistical summary of different variables such as: Cash, Market to book value, Cash 
flow, Net Working Capital, and Leverage are given in the table 4.1 after getting the result 
from the regression test. Each variable mean and median, standard deviation, 
covariance, skewness and ex kurtosis has been given in the table.

Table:1 Descriptive Statistics

In the given table the results obtained by the researcher from Pool-effect Model using 
the weighted least square (WLS) regression method.

Table: 2 Results of Pool-effect Model (WLS)

β1MTBit : is the coefficient of Market to book value. 

β2CFit : it represent the coefficient of Cash flow.  

β3NWCit : it represent the coefficient of Net working capital.  

β4LEVit : it represent the coefficient of Leverage ra�o.  

εt : it represents the Error term. 

Variable  Mean  Median  Minimum Maximum

Cash

 
-0.210280

 
0.0203109

 
-6.87137

 
3.61814

MTB

 
-1.18643

 
0.637987

 
-20.5319

 
1.44576

CF

 

0.111268

 

0.110635

 

-2.41129

 

0.470067

NWC

 

0.469543

 

0.453208

 

-2.01978

 

0.948631

LVG

 

0.259507

 

0.221662

 

-0.966236 1.23567

Variable

 

Std.Dev.

 

C.V

 

Skewness Ex. Kurtosis

Cash

 

1.48495

 

7.06179

 

-1.66249

 

5.68663

MTB 3.81166 3.21270 -2.56442 7.43201

CF 0.301856 2.71287 -6.10024 49.0876

NWC 0.353939 0.753794 -3.46793 23.5041

LVG 0.234962 0.905415 -0.469178 8.79345

    

 Coefficient  Std. Error  t-  ra�o  p-value
Const

 
-0.22335

 
0.225435

 
-0.9908

 
0.32443

MTB
 

0.172887
 

0.023314
 

7.4156
 

<0.00001 ***
Cash Flow

 

0.40782

 

0.441836

 

0.9230

 

0.35844
NWC -0.426326 0.326556 -1.3055 0.19501
Leverage 0.10169 0.33969 3.2994 0.00035 ***

R-squared value  0.667128

Cashit = α + 0.172887  MTBit + 0.40782CFit  + (-0.426326)  NWCit  + 0.10169LEVit + εt
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The value of cash holding will increase by 0.172887 percent points by one unit increase 
in MTB that represent a little impact on market to book value on cash holdings, as shown 
by the value of t is less than 0.05. This indicates that the result is significant. So the 
alternative hypothesis is accepted and the null hypothesis is rejected that states that 
MTB is a significant determinant of cash holding.

Another independent variable for this study is cash flow. Positive relation was found 
between cash holding and cash flow when applied to the model. By 1 percent increase in 
cash flow, the cash holding was increased by 0.40782, which is a less effect. P-value of 
the result shows that the relationship is not a significant, because the value is greater 
than 0.05, so the null hypothesis is accepted which means that it cannot effect the cash 
holding.

Net working capital and cash holding are negatively related according to this study. 
Cash holding was decreased by -0.4263226 percent by 1 percent increase in net working 
capital. This result is also significant as represented by the p-value, which is more than 
0.05. So the null hypothesis is accepted and the alternative hypothesis is rejected. 

From the given table it shows that results of another variable which the leverage which 
tells us that when it increases by 1 percent the leverage ratio increases the cash holding 
by slightly 0.10169 percent points. So the p-value 0.00035 shows that it is less than 0.05. 
The change in leverage ratio is linked with change in cash holding as the null hypothesis 
is rejected and alternative is accepted in this case.

The results give us that the R – Square value is 66 percent, and that's the reason that 
independent variable causes this much of variation in dependent variable. The error 
term of the regression model is 34 percent, which is unsolved variation.  

CONCLUSIONS

Many studies have been done in the past on this topic, various determinants on cash 
holding decision. But very less work has been done in developing countries as compared 
to developed countries to find the cash holding determinants of companies. This current 
study also shows to find the factors of cash holding by modern era companies chosen 
arbitrarily from oil and gas sector of Karachi Stock Exchange for a time frame of eight 
years 2008-2015. Independent variable for this study are market to book value, cash 
flow, net working capital and leverage ratio, whereas cash holding, which is dependent 
variable in this study the determinants were examined in the study.

This study shows that there is positive relation between leverage ratio and cash holding 
decision by the firms in this specific sector. High leverage ratio creates more risk for the 
firm and that's the reason that this result is highly significant. So managers hold more 
cash to reduce the risk of repayment of debts. The risk level of the firm's increases with 
the increase in the level of debts by the firm, so manager holds more cash as a 
precautionary measure. In the past negative relation was found between these two 
variables, but this research shows that there is a positive relation in this specific industry.

The result also suggests significant positive relationship between market to book value 
and cash holdings. The reason behind this is that high market to book value show that 
companies market value is higher than its book value which usually occurs as a result of 
good company's image or high profits. If company is making high profits than 
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automatically need more cash to meet the increasing demands of customers?

The result of this research shows the effect of numerous factors on cash holding. Cash 
flow and cash holding of the firms are positively related to each other in the selected 
companies of this study, but it is insignificant and it doesn't mean that greater cash flow 
in companies supplies more cash to agents to keep it for liquid assets. Firms keep extra 
money for future investments and to avoid outside loans and to invest in more profitable 
business in future, which is also confirmed in Pecking order theory. In past previous 
researches shows that the relationship between cash flow and cash holding are 
significant but in this research the result show insignificant because the data analyzed 
for this research is taken from Pakistani market. It has different characteristic as 
compared to other market that's why relationship between them is insignificant.

Net working capital (NWC) was found insignificant in this study and shows negative 
relation with cash holding decision of firms. It includes receivables, liquid assets and 
inventory.

The overall results of this study concludes that among the different variables cash flow 
and net working capital, they are insignificant while the other two, market to value and 
leverage ratio is highly significant determinants of cash holding by firms. Positive 
relations were found to cash holding by cash flow, market to book value and leverage, 
whereas there was a negative relation to cash holding by net working capital. Cash flow 
and leverage ratio are positively related to cash holding. At the end scholar conclude that 
in the above variables market to book value and leverage have great influences on cash 
holding firms while the other two have no influence on cash holding decision by the 
firms of oil and gas sector.

FUTURE DIRECTIONS

The current study is aimed at oil and gas sector of Pakistan. Further studies can be 
carried out on Manufacturing Sector other industries like cement sector or textile sector 
where regular investments on long term assets are necessary on routine basis.
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AN EMPIRICAL STUDY OF CAREER PLATEAU, 
ORGANIZATIONAL COMMITMENT AND JOB 

PERFORMANCE; A CASE OF PRIVATE SECTOR 
UNIVERSITIES IN PESHAWAR CITY

 1 2
Naveed Farooq  and Muhammad Tufail

ABSTRACT

This research has conducted to investigate the effect of career plateau on organizational 
commitment and on job performance in the private sector Universities, located in 
Peshawar city. Data was collected from 115 employees, serving in ten universities with 
the help of questionnaires. It has found that career plateau has inverse relation with job 
performance and Organization commitment, however organizational commitment 
plays a significant role in improving job performance. The result further indicates that 
organizational commitment partially mediates the relation of career plateau and job 
performance. This is a unique research of its kind and meaningfully contributed to the 
existing literature on career plateau and job performance relationship. The study 
suggests that in order to improve the performance of faculty in time promotion, 
appraisal and reward is essential.

INTRODUCTION 

American psychologist introduced the phenomenon of career plateau. Since that the 
phenomenon of career plateau remained a central issue for scholars and for business 
endeavors. Career plateau is a period in a profession where the chance of further upward 
movement / endorsement is considerably low  .Career plateau is defined as permanent 
and impermanent discontinuation in the career success which causes irritation and 
psychological   anxiety (Rotondo and Perrewe,2000).

Various scholarsRotondo and Perrewe (2000) &Yamamoto(2006) have concluded that 
the crest of a career is plateau. It occurs when the upward movement, individual's duties, 
responsibilities and challenges of job comes to an end. It is a “stagnation” of an 
individual's career growth. The conventional careers which used to offer subsequent rise 
have reduced to minimum and recent flat organizational structure has given rise to 
career plateau. The chances of employees to become plateau are constantly increasing 
which ultimately affect occupational sickness and the expansion of organization.

Plateau has remained a burning issue for several years, therefore researchers have given 
serious attention to dig out the association between occupation stagnation and 
employees' performance. Suzanne K Stout (1988) plateaued workforce had minimum 
marketable value and had low level of commitment and performance as compare non-
plateau. Similarly Yu Chen (2006) has founded that career plateau has negative impact 
on the performance of knowledge workers. This Study has generally analyzed the 
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relationship of plateau with workers performance. It has not studied in-depth the inner 
mechanism and the potential intermediate variables. The focus of the paper is to carry 
out empirical study to bring out intermediate variable such as organizational 
commitment and to explore the consequences of plateau on organizational commitment 
and job performance in developing society of Pakistan. This is a unique study of its kind 
in the private sector Universities and will add to the existing literature of career plateau 
and Job performance relationship.

LITERATURE REVIEW 

Career Plateau

The concept of career plateau has not acknowledged a consistent view as it is multi-
faceted phenomenon and researchers have defined it from different angles. Western 
intellectuals have linked it with promotion, upward mobility and with accountability 
and responsibility. The first scholar who defined it from promotion perspective was 
Ference. In the initial stage, he thought that the probability of employee's promotion was 
low. Veiga (1981) has stretched the perception of plateau and explained it from lateral 
movement in career. Plateau occurs when workers stay on the same position for a long 
period of time and their chances of job mobility include vertical and horizontal comes to 
an end.Feldman.D.C, Weitz.B.A, (1988) have offered a new approach of career plateau 
in his article, Career plateau in the sale force: Understanding and Removing Blockages 
to Employees' Growth.  This definition of plateau is concerned with responsibilities 
which employees are receiving from time to time. Employees who are not receiving 
additional responsibilities face the phenomenon of plateau.

Types of Plateau.

Researchers have identified different forms of career plateau with the passage of time.

Structural plateau happens when advancement opportunity within hierarchical structure 
institution comes to an end (Joseph, 1996).  Content plateau occurs when employees 
know their job well and they face no more challenges. As a result further learning of the 
employees diminishes. Consequently employees become bored and plateau 
happens(Bardwick, 1986). Joseph (1996) suggested that voluntary plateau occurs due 
to the reason that employees do not want to take higher responsibilities to pass up stress. 
Mostly they do so due to family reasons. Professional plateau means to master new 
skills to enhance the chance of employability and marketability. Professional plateau is 
not related only with job contents but also related with whether job empowers 
employees to master new skills to enhance their employability and marketability (Lee 
Patric Chang Boon, 2002).Professionally well qualified employees are not outdated. 
Job plateau referred that point when the employee didn't get interest in his job, get bored 
and don't want to learn new skills and experiences (Lee and Boon, 2009).

Determinants of Plateau.

Different sources of plateau have identified by scholars in different era as Theresa 
Smith-Ruig (2008) proved that career plateau is a multi-faceted phenomenon i.e. 
objective career and subjective career. Actually objective career is related to flexible
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achievements e.g. pay promotion and work-related positions etc. while subjective 
career is related with reaction of the employee about career experience and career 
satisfaction.Scholars of career plateau have forwarded various dimensions of plateau in 
various times. Some of these dimensions are related with organization and some are 
related with individuals. Near (1980) contended that the pyramids structure of 
organization become the source of plateau. The year's stage of the institution and the 
business model which is adopted becomes the source of plateau. Slocum et al., (1985) 
compared 'defender' organization with the 'aggressor' organization. Aggressor 
organization is in search of new segmentation and promptly reactstorenew the market. It 
also expands the market tender advancement opportunities to the employees and 
reduces the obstacles of progress. Lin Mayasari (2001) founded that if an organization 
does not give proper attention to the career growth of employees then they stuck on the 
same position and plateau occurs. Mayasari (2001) further suggested that the distance 
between boss and subordinate, and the internal policies and structure of an organization 
also support career plateau. Bardwick (1986) has presented the rule of 99% which stated 
that plateau is due to hierarchical arrangement of organizations. Bardwick (1986) stated 
that only 1% of supervisors reach to the top of an institution. This confirmed the Role of 
99%, as plateau is almost expected. structural plateau is a critical form of  plateau 
personnel. Feldman, Daniel.C,Weitz.Barton.A, (1988) stated that Stress ,Tension and 
Lack of extrinsic reward are the major organizational determinants of plateau. The 
prevalence of stress for a longer period of time and the intensity of stress cause 
inefficiency of the workers. As a result performance is suffered and job attitude becomes 
more negative which cause plateau. Similarly when a manager findshis pay minimum 
and the distribution system of pay unequal and unfair, it then causes plateau. In such 
cases their attitude and performance remain at the lowest level.

Feldman et al., (1988) further identified that individual skills, abilities and lack of 
intrinsic motivation are the barriers of upward movements in the organization. It is due 
to poor selection system, no emphasis on training, inaccurate perception of knowledge, 
past performance, insufficient skill and values. Poor job performance and poor job 
attitude is the result of insufficient skills and abilities of employees. Employees who 
find that their job is meaningless, having no challenge, no skill variety is required, 
similar tasks had to perform or work has no meaning for him leads to career plateau. 
Employees who face these phenomena remain low performers and declining job 
attitudes. Similarly Lin Mayasari (2001) has identified that personal experience, 
education, age, gender, family background and personal issues become barriers in 
career plateau. Tremblay and Roger (1993) documenteddemographic variables as age 
and credential as reasons of plateau. Stroh  (1992) suggested that gender discrimination 
which causes plateau as 'glass ceiling' concept, which means a female cannot reach to 
the top in organization. Environmental factors and bad economiccondition of a country 
impact the development of organizations and leaves no opportunity for further 
promotion. Drivers of career plateau in the organization are the restructuring of the 
business, slow economic growth and technology. Theresa Smith-Ruig (2008) proved 
that career plateau is a multi-faceted phenomenon i.e. objective career and subjective 
career. Actually objective career is related to flexible achievements e.g. pay promotion 
and work-related position etc. while subjective career is related with reaction of the
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the employee about career experience and career satisfaction. Career plateau affects 
staff positively and negatively alike. However the career plateau is a major contributor 
to the intention of the employee to leave in many organizations, and have a negative 
impact on the organization performance (Henry Ongori, and Joseph E.Agolla, 2009).

ORGANIZATIONAL COMMITMENT

In 1990s organizational commitment was an important subject in the field of business 
administration and a need was arousedto develop a theory for it.Becker (1960) was the 
first to initiate the idea of commitment. He stated that employees left various incentives 
while shifting from one institution to another. Employees enjoyed benefits while 
staying in the same institutions. Grusky (1966) further elaborated that “option of the 
employees to stay in the organization is commitment”

Kanter (1968) affirmed commitment as the faithfulness of staff with organization. 
According to Mowday, et al., (1982, p. 27) organizational commitment is there 
cognition and contribution of workers in organization. Lee, et al., (2000) depictedOC 
asconstant learning of the staff in organization. Reyes (2001, p. 38) told that 
commitment is the acceptance of institutional objectives not for the personal benefits 
but for the payback of organization.

The following are the different types of commitment:

Affective Commitment

Kantner (1968) referred affective commitment as “consistency commitment”.Porter, et 
al., (1979) explained Affective Commitment as to consider the organizational 
objectives as one's own goals and values and to struggle hard to accomplish them. 
Mowday, et al., (1982) told that honest sentiments and profound involvement in 
institutions is Affective commitment. Reily and Chantman (1986) elaborated that 
affective commitment is the “the poignant attachment, detection and participation of 
the workforce in organization”

Continuance Commitment

Becker's (1960) stated that continuance obligation is “steady lines of action” (p.13). In 
Meyer and Allen (1984) stated continuance commitment is the desire to be the part of the 
organization because of 'nontransferable' investment there”. Reichers (1985) supposed 
that continuance commitment is due to certain factors i.e. number of years which 
employee has spent in the organization and the benefits and incentives which employee 
has availed. Butiendach and Dewitte (2005) stress the tendency of employee's 
adherence and continuous commitment to an organization keeping in view the cost 
which they keep in mind and would have to bear in case they leave it. 

Normative Commitment:

Meyer (1991) explained that normative commitment is a sense of responsibility. Weiner 
(1982) defined normative commitments “computation of internalized strain to proceed 
in a way which obtained organizational effectiveness”. Weiner explained that it is
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because of folk background, spiritual feelings and marriage in the institution bound the 
employees to show commitment in the work place. 

CAREER PLATEAU, JOB PERFORMANCE AND ORGANIZATIONAL 
COMMITMENT

The arguments on career plateaus is clear by a variety of operationalization's (Andreas 
G.M. Nachbagauer, Gabriela Riedl, 2002). Different hypothetical arguments and 
empirical investigations found a direct association between a career plateau, job 
performance and organizational commitment (Samuel O. SALAMI ,2010),Job plateau 
significantly minimize job performance (Lentz,2004), reduce job satisfaction (Jung 
&Tak,2008;  Lentz & Allen,2009) and decrease level of commitment ( Jung &Tak, 
2008; McCleese & Eby,2006). Samuel (2010) found that career plateau was negatively 
connected with job pleasure, performance and with organizational commitment. job 
performance rating showed a significant role in inducing an employee's chances for 
promotion (MagidIgbaria,. Baroudi, 1995). Marie-Eve, Tremblay & Simard, (2009) 
investigated the data of 557 hospital personnel and found significant association of two 
kind of plateau, supervisory support and with the level of OC.  However Samuel (2010) 
found the negative linked with organizational commitment. Despite of the 
dysfunctional belongings of career plateauing, there are indications that such 
negativities may clue to optimism from view of employees. For instance some studies 
have concluded that plateaued workforce sustain the same level of job performance, 
productivity and are highly satisfied  because of getting new skills place them in better 
position for other career opportunities elsewhere (Ongori &Agolla, 2009). The above 
mention literature proved that plateau has positive and negative connectivity with job 
performance and with organizational commitment.

The mediating role of OC 

The employees who suffer from plateau in the organization, have low Millian (1992) 
founded that content plateau was inversely related with employees performance. Lentz 
(2004) reported that content plateau had negative impact on work performance and on 
organizational commitment. Kims., Jinyoun., Kyungro, (2013) found that plateau has 
negative crash on professional and on organizational loyalty. However, Van concluded 
the positive correlation of commitment and performance Ji-Hyun and Jinkook (2008) 
stated that career plateau is opposite to job satisfaction and organizational commitment. 

level of Organizational commitment, such staff members have pessimistic feeling and 
well prefer to quit the organization.Examining the association between plateau and 
performance it was concluded that career plateau has negative impact on job 
performance (Chen and Li,2011).

As discussed that career plateau is indirectly linked with job performance and 
organizational commitment. Further, organizational commitment is directly associated 
with job performance. Here the question arises that by knowing the said relationships it 
is possible to undertake a psychological mechanics (organizational commitment) as 
mediator. As the predictor is indirectly related with the dependent variable and 
mediating variable is directly related with dependent variable. It is assumed that by 
adding the organizational commitment the indirect relationship of career plateau and 
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job performance will remain indirect and would be mediated. By keeping in view the 
above mention discussion the following hypothesis are developed to be tested:

H1: Job performance is correlated withhierarchical, content and centralizing 
 plateau in private sector universities of Peshawar city.

H2: There is significant relationship between organizational commitment and 
 different forms of career plateau in private sector universities.

H3: Organizational commitment has significantimpact on performance.

H4: Organizational commitment affects the relationship between career plateau 
 and Performance.

H5: organizational commitment mediates the relationship between career plateau 
 and job performance

RESEARCH METHODOLOGY

Sample and Data Collection

The targeted population for the study was the ten private sector universities in the 
vicinity of Peshawar, the capital of Khyber Pukhtoonkhwa. Data was collected from all 
universities and atleast ten percent faculty of each university was touched in the data 
collection process. The total faculty members in these ten universities are 
approximately 673. Because of wide spread geographical location of these universities 
from each other, non-probability convenient sampling technique was used to select the 
respondents and get data for this study. Questionnaires were distributed by personal 
visits and the respondents were requested to fill the questionnaire. Total 150 
questionnaires were randomly circulated among the faculty and were received after a 
break of 10 days. Among the distributed questionnaire 115 were get back that was usable 
for further analysis, showed response rate of 76%. Majority of the respondents in the 
research was male (77.2%), female were (22.8%), Master degree holders were (79%), 
MS/M.Phil. degree holders were (15%) and only (6%) were Doctors. Majority of the 
respondents were young at the age of 30 years or less.

Measures 

Measures for this study were selected from previous studies and were in original 
English Language. English is widely used as mean of instruction and communication in 
the Universities; hence, there were no need to translate it into negative language. Three 
different types of questionnaires were used to collect the data regarding career plateau, 
organizational commitment and job performance. Data regarding plateau was collected 
by using the questionnaire designed by David and Rong (2008). Likewise data in 
relation tojob performance was collected through the questionnaire developed by 
Combell, Scotter, and Stephen (1994). The questionnaires employed in this research 
were developed by Allen and Meyer (1991) and were used in various studies to calculate 
the level of commitment. There were two parts in the questionnaire. The first part 
included the demographic while the second part included item regarding the variables of 
the study. All the tools were on 5 point Likert scale where 1 represented strongly 
disagree, 2 represented disagree, 3 was for neither, 4 represented agree while 5 
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presented strongly agree. 

Reliability

Nunnaly (1978) recommended the best level of co-efficient of reliability 0.70 for social 
sciences in psychometric theory. The reliability of the scales are mention below.Table 1 
Alpha Reliability Coefficients of Composite Scales of plateau (N=115)

Table 1:  Alpha Reliability Coefficients of Composite Scales career plateau (N=115)

The above table 1 is showing the reliability of the scale used for the plateau. The result 
indicates that reliability is inacceptable range. As the researches proved that reliability 
above 0.6 is quite acceptable insocial science study. The reliability showing0.751 alpha 
value, which indicates that the data used for the purpose of this variable is consistent and 
reliable.

Table 2:  Alpha Reliability Coefficients of Composite Scales job performance (N=115)

The above results indicates that reliability is in acceptable range as it is .767 and 
acceptable in social sciences.

Table 3:  Alpha Reliability Coefficients of Composite Scales OC (N=115) 

The above table 3 indicate that the reliability of the scale OC is .754 which is in 
acceptable range.

CORRELATION ANALYSIS

Spss13.0 software was used to study the correlation analysis among occupation plateau, 
organizational loyalty and job performance. The analysis results are as below in Table 4.

Table 4: The Correlation Analysis Among Career Plateau, Organizational Commitment 
 And Performance 
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Cronbach's Alpha

.751

Number of items

08

Cronbach's Alpha

.767

Number of items

8

Cronbach's Alpha

.754

Number of items

6

Means, Standard Deviations, Correlations and Reliabilities  

    Mean  SD  Gender  Age  Exp  CP OC JP

1
 

Gender
 

1.31
 

0.53
 

1
 

  2 Age 2.3 0.56 -.11** 1
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The Pearson correlation between career plateau and organizational commitment was 
negatively correlated (r= -0. 468, p<0.001). Similarly career plateau and job 
performance is also negatively correlated (r=-.381, < 0.001) with each other. However 
the relation between organizational commitment and job performance is positively 
correlated (r=.483, p<0.001) with each other. This provide the initial support to establish 
the hypothesis.

REGRESSION ANALYSIS

To compute the variation in independent variables caused by dependent variable 
regression analysis was applied. According to the model independent variables i.e. 
career plateau was causing changes in job performance and while organizational 
commitment was mediating the relationships between career plateau and job 
performance.

Regression results as shown in table II belowdemonstrations that three kind of career 
plateau has negative and significant impact on job performance where (B= -.201, -.133, 
-.300 respectively and p = 0.000), and the overall beta value was found -.212 where p< 
0.05. The value of beta is -.212 indicate that a 1 unit change in career plateau bring about 
-.212 changes in performance and  the value of R-square is .148 which means that 14% 
changes in job performance is because of plateau.Career plateau is also negatively 
related to organizational commitment whereas (B = -.241, -.131, -.424 and p = 0.000), 
however the overall value of beta is .262, where p< 0.05.The value of beta is -.262 
indicate that a 1 unit change in career plateau bring about -.262 changes in the level of 
OC and  the value of R-square is .223 which means that 22% changes in the level of OC 
is because of plateau.

The result further indicate that the value ofR-square is .234. it means that 23% changes 
in commitment is because of Career plateau.However the table explain that 
organizational commitment has positive and significant impact on Job Performance 
where (B=.241, p = 0.000) 

Table 5: Regression Analysis Among Career Plateau, Organizational Commitment, Job 
 Performance 
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2.43

 

0.2

 

-0.09

 

-0.43
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3.28
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0.34

 

0.34

 

0.19

 

-.468 0.754
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Job 
Performance

 

2.67

 

0.43

 

0.4

 

0.19

 

0.39

 

-.381 .483 0.767

N=155 Cronbach's Alpha presented in parenthesis
**. Correlation is signicant at the 0.01 level (2-tailed).
*. Correlation is signicant at the 0.05 level (2-tailed).
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Content plateau 

 
-.204

 
 

000 

 
 

.148

 
 

.129 18.752 .000

hierarchical plateau -.133 .023

Centralizing plateau -.300 .000    
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Verified Mediation Effects:

To check the mediating effect the Barron and Kenny (1986) technique was used. In the 
last step the predicting variable (career plateau) and mediating variable (organizational 
commitment) was regressed with dependent variables (job Performance). Barron and 
Kenny (1986) suggest that a variable is meditating if: 1. the impact of variable is 
significant for meditation relation; 2. Analysized weather meditation effect is vital for 
dependent variable; 3. Testing (Independent, meditating) variables jointly influence 
dependent variable; judge the collective effect of variables on dependent is minimize or 
not. The meditation analysis of the study are mention in below table.

Table 6: The Meditation Analysis Of Organizational Commitment between Career 
 Plateau And Job Performance.

The table 6 above shows that the effect of career plateau has been significantly changed 
(B = -0.41, P < .01). It shows that the effect of career plateau on Job Performance due to 
the addition of organizational commitment has been changed. The indirect relationship 
between career plateau and job performance has been meditated by the intervention of 
organizational commitment. To make it simple it can be said that before adding the 
organizational commitment as mediator the beta value was-0.212 and when the 
mediator was added the variation caused by Career plateau in the regression model has 
been significantly changed to -0.41, however the effect was found significant (P = .000. 
i.e. P is alsmler than .05). It is concluded that organizational commitment partially 
mediates the relationship between career plateau and Job performance.

DISCUSSION

Most importantly the study has found the dependency and signifiency of the three 
dimensions of career plateau with job performance and organizational commitment and 
has extended the previous work. The findings are important because it raise question on
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Β

 
t-value P-value
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     Career  Plateau
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11.56 .000
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Career  Plateau 0.41 -0.30 10.43 .000
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the idea of secret career plan for promotion where everyone knows when a promotion is 
due, and if promotion does not happen and plateau occurred then it obviously affects the 
level of job performance and organizational commitment. This interpretation highlights 
that private Universities in Peshawar do not have strict policy for promotion, which 
ultimately effects the performance and loyalty of faculty. 

The study found that career plateau and organizational commitment was negatively 
correlated with each other. Different kinds of plateaus significantly influence 
organizational commitment. The research proof that consequence of Centralizing 
Plateau is much higher than the others. Past research revealed the same results. Chen and 
Li, (2011) confirmed the same inverse relationship between career plateau and 
organizational commitment.Kims., Jinyoun., Kyungro, (2013) also found the same 
inverse relationship. This reveals that less chances of promotion and uncertainty of job 
in private sector universities will lead to low level of organizational commitment.

Career plateau and job performance is also negatively correlated with each other.All the 
three kinds of plateau have significant impact on employee's job performance. The 
effect of Centralizing Plateau is much higher than the content and hierarchical Plateau. 
Similar studies  in the past had shownsimilar connection in different cultures and in 
occupational setting. Lentz (2004) found the same inverse relationship. Millian (1997) 
also found that different kinds of plateaus are inversely related to job performance. This 
discloses that less chances of promotion and doubt of job in private sector universities 
will lead to low level of job performance. It is advisable that the Universities in private 
sectors must have a strict promotion policy to enhance the level of commitment and job 
performance among faculty members. The relation between organizational 
commitment and job performance is positively correlated.Samuel (2010) found the 
positive linked between plateau and organizational commitment.  The research further 
proof that OC partially mediates the relation between career plateau and job 
performance. It means when the loyalty is being observed toward their organization,it 
make a sense that while adding OC as meditating variable the performance of the 
employees will not be affected by plateau.For the first time this aspect has investigated 
among the faculty members of private sector Universities and meaningfully contributes 
to the existing literature on Career plateau and Job performance.

CONCLUSION

Empirical research technique is used in this study to develop a model to explain the 
association of career plateau, OC and job performance.

1. Career plateau has negative knock on OC and the faculty has pessimistic 
 approach towards their institutions and prefers to quit the organization.

2. Similarly plateau is inversely correlated with performance while the negativity 
 of centralized plateau on performance is much higher than content and  
 hierarchical plateau. It proposes that the universities should   
 redesign recruitment policy, evaluation system, reward performance and 
 training to update their knowledge. 

3. Results further in dicatethat organizational commitment mediates the relation
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 of plateau and job performance. Two parts of organizational commitment i.e. 
 affective commitment and normative commitment are significant for  
 performance as compare to continuance commitment. Excepted  
 hierarchicaland centralizing plateau are significantfor performance. The study 
 suggested that cooperative culture and in time promotionis important to 
 enhance the performance of faculty members.

4. Less chances of promotion and uncertainty of job in private sector universities 
 has led to low level of organizational commitment and job performance. It is 
 advisable that the Universities in private sectors must have a strike promotion 
 policy to enhance the level of commitment and job performance among faculty 
 members.
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THE IMPACT OF MARKET INSTABILITY OF FIRM 
VOLATILITY  

1 2  3
Shahid Iqbal  Sharif Ullah Jan & Muhammd Asif

ABSTRACT 

This paper analyzed volatility association of individual firm with the collective stock 
market for the period of January 2011 to December 2015. Using daily basis data, 
GARCH model was applied for volatility measurement of 121 listed companies in 
Pakistan Stock Exchange. The current study found significant evidence of volatility co-
movement between firms and market. The results show that return variation of 74 
companies out of 121 are positively correlated with aggregate market volatility. 
However, 24 firms come up with negative significant results. Considerable evidence for 
size-based effect was initiated through market capitalization. The results show that 
large size firm volatility was significantly correlated with aggregate market volatility 
i.e. up to (75%) in comparison with small size firms. Finally, the study concludes with a 
recommendation for all relevant stakeholders to consider the firm-market volatility in 
making strategic organizational decisions especially the ones relevant to risk 
management. 

INTRODUCTION 

The market return has seen a key variable by CAPM for return estimation. However, 
industry level shocks and idiosyncratic risk of the firm also contribute effectively in 
individual stock valuation. All three risk factors (Market, Industry & firm specific) are 
correlated with each other and market volatility tends to increase the rest two volatility 
series along with it. In economic downturns, the co-movement of all three volatility 
series leads to recessions. The stock return volatility varies over time along with market 
variation and industrial instability. Therefore, market volatility is considered a major 
factor for return measurement. Different studies have been conducted on market 
volatility and unsystematic risk of the firm (Damodaran and Lim, 1991; Campbell et al. 
2001; Xu et al., 2003) but interestingly no attention has been paid to the co-movement of 
firm volatility along with market volatility. 

Volatility represents a risk of an asset in financial literature. It's the degree of variation in 
share prices of a market measured by the standard deviation of return (Allen, L. et al. 
2004). A higher value of standard deviation shows enormous dispersion in expected 
return and indicates the higher risk associated with an investment. The volatility of a 
price return is not just like risk, as some abnormal increase in share price can be seen 
more volatile, yet the shareholders enjoy higher profit in that particular investment. 
However, return volatility of the firm can divert financial decisions of stockholders as 
the volatile nature of a firm can puzzle overall portfolio return.
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The financial risk management gained much importance after the establishment of 
Basle Accord in 1996. The worldwide financial institutions were structured for risk 
management and volatility forecasting to avoid future uncertainty. The VaR (value at 
risk) was implemented on the financial institution to keep reserve capital at the 
minimum level of three times their expected losses for being on the safe side in the worst 
future scenario. This VaR basically forecasts the volatility (expected total change in 
assets value). In fact, volatility plays the main role for return measurement and risk 
estimation. Volatility also contributes a major role in derivative valuation, one of the hot 
issues of current era for financial institutions. The volatility of a concerned option is 
computed for the complete time period before pricing an option. The price of an option 
may evaluate in term of volatility. In fact, volatility is considered an underline asset for 
derivative contracts.

Volatility Stylized facts 

The stock prices of several companies in the market come up with a dramatic decline in 
time of market crashed. The share price fluctuation is concerned with numerous 
reasons. The cause of this extreme decline can be speculative bubble arrived at its end or 
revised market expectation by investors and some other firm-specific factors like 
change in risk aversion police, new information arrival to market or reaction to 
economic policies changes. This economic uncertainty in association with financial 
crashes appears with high volatility of the stock market. Volatility basically reflects 
these fluctuations in term of share price changes. Higher volatility of a security indicates 
high price change but that change can be in either direction, negative or positive. 
Whereas, lower volatility show a small variation in expected future price.  Schwert 
(1989) worked on the relationship between market volatility and economic activities. 
Market volatility was observed higher in economic recessions to enlighten the 
economic recession as the main factor to explain market volatility. In short, the 
economy of an overall county can be upset by financial market volatility. 

Volatility is considered as a barometer by financial experts for estimation of return. The 
Federal Reserve also consider the volatility of different financial instruments like stock, 
bonds, currency and some other commodities for the establishment of their monetary 
policy (Nasar Sylvia, 1992). The Bank of England considered different market implied 
options and other market sentiments to develop its monetary policy. 

For this study, we consider daily price return of 121 non-financial firms listed in 
Pakistan Stock Exchange. The co-movement of firm volatility along with overall 
market variation is measured through GARCH model. The data period covers five 
calendar years from 2011 to 2015 having 1264 days of trading. This volatility relation 
explains only normal market condition covering no recession or market crash period.

 Motivation Factors

The motivation factor of this study to examine market volatility co-movement along 
with firm variation is borrowed from the idea of commonality in liquidity by Chordia et 
al. (2000) where firm's liquidity was measured on basis of market liquidity. Literature 
indicates that firm and market volatility are individually studied thoroughly, however,
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both issues are not seen together which leaves a space for exploring further possibilities. 
The average firms and market (KSE-100) volatilities were plotted over the period of 03 
January 2011 to 31 December 2015 (See figure 1). We found the same behavior of the 
market and firm volatilities both move together in the same fashion over the selected 
time period. This co-movement further boosts up our curiosity to analyze market 
volatility impact on individual firm return variation.

Fig.1: Market and firm average volatilities for 121 listed firms in PSX. The graph shows 
the average firm volatility with the aggregate market over the period 03 January 2011 to 
31 December 2015.

Firm-market volatility correlation is a major issue that confines investors' knowledge of 
uneven return and factors behind these varied returns. The objective of this study is to 
examine commonality in volatility between individual firms and aggregate stock 
market in Pakistan.   It is been noticed that market volatility (KSE-100) has a strong 
impact on firms' return variation over the time. Significant positive effect of market 
volatility on non-financial firms around 61 percent was studied. However, 24 firms out 
of 121 produce negative co-movement results. More precisely size of a firm has also 
influenced the relationship of firm-market volatility. It is noticed that large size 
companies are more effectively fluctuate with aggregate market variation in 
comparison with small firms.

Literature Review

A number of studies conducted to evaluate market volatility and firm's uneven return 
during recent decades. The return volatility of a firm is most likely affected by aggregate 
market variation. However, market volatility alone can't explain complete variation, 
firm's specific uncertainty, and industry level risk also plays a major role in individual 

The Impact of Market Instability of Firm Volatility  

C  2017 CURJ, CUSIT



194

stock variation. 

Several studied have been conducted for the idiosyncratic volatility of firm and its 
correlation with other volatility series. Xu et al. (2003) analyzed firm-specific 
uncertainty and its co-movement with other stocks. The study realized low co-relation 
among market volatility and firm-specific variations. The cross-sectional analysis 
defined the institutional ownership as a key factor for idiosyncratic volatility. Return 
variation of the firm with respect to market volatility was studied by Comin and Mulani 
(2006) using time series data for 1950 to 2002. An upward trend in firm volatility was 
observed in comparison with market return variations. Different macroeconomic 
variables were realized to affect market volatility which was found stable for the period, 
while at the micro these variable were more volatile which may cause increased in firm-
level volatility. Duarte et al. (2012) worked on a common component of idiosyncratic 
volatility. A new systematic risk factor (PIV) missing from Fama and French (1993) was 
suggested to explain almost 32 percent variation of idiosyncratic volatility.

Unlike prior studies market volatility was analyzed by (Bekaert & Harvey 1997). It was 
realized that capital market liberalization has increased cross relation of domestic 
market with international markets and the volatility of the fully integrated market is 
influenced by international factors. However, the volatility of the segmented market is 
more likely inclined by domestic factors. Wachter.J.A (2013) studied reason behind 
high equity premium and stock volatility. He explained time-varying risk as the main 
factor of aggregate stock market volatility. The risk aversion policy was analyzed as the 
second factor to explain market instability. Barinov (2015) argued that aggregate market 
is composite of various firms where individual firm volatility forms the aggregate 
market variation. Therefore individual firm volatility is the mean factor that can explain 
whole market return variation.

The following studies evaluate the correlation of volatility series and its impact on the 
overall economy. Schwert (1989) analyzed stock volatilities co-relation using monthly 
data of S&P (NYSE). He analyzed that beside leverages some other factors like 
industrial risk and unsystematic risk of the firm also contribute to market volatility. The 
growth of industrial production was analyzed by (Hamilton and Line, 1996) and found 
volatile results in a time of recessions. They argued that 60 percent of industrial return 
variation can be explained by aggregate market variation. Campbell et al. (2001) 
decomposed the stock volatility in all three levels and noticed an increase in firm-level 
volatility with respect to market-level variation for 1962 to 1997. They found a strong 
co-movement between all three volatility series and one can lead to boost others. This 
compound volatility increase lead to economic downturn and recessions.
Volatility spillover can be defined as “Volatility of dominated market leads to change in 
dominated firms”. The effect of volatility spillover occurs regardless of significant 
correlation between firm and market. Wongswan (2006) argued that volatility spillover 
effect can be seen because of advanced technology, financial reforms, and information 
processing. The strong link between firm and market assure the market shocks impact 
on the firm. . The interdependence of Asian equity market was examined by Yilmaz 
(2009). Emerge market economies were considered as the main reason behind the co-
movement of the financial crisis. Islam et al. (2013) analyzed volatility spillover of 
fifteen countries from Asia and Europe. The results confirmed inside market variation 
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“volatility spillover” and a cross-market variation known as a contagion for the long 
term as well as for short term. A study was conducted on developed and developing 
countries by Li & Giles (2015) showing strong volatility correlation across the markets 
and firm-market co-movement within the market. 

The size of a firm can also affect the relation of firm-market volatility. For example, one 
way or the other, large sized firm may largely be affected by market instability in 
comparison with small firms. Song et al. (2005) conduct study on volatility-volume and 
size of trade relation. The results showed that large-sized trades in Shanghai Stock 
Exchange effects market volatility more effectively in comparison with small firms. 
Francis et al. (2010) analyzed the performance of large and small sized firms'. They 
studied that large firms adjust faster to newly arrived information whereas small firm 
has most of the uninformed investors. Narayan et al. (2011) examined the size effect of 
the firm with a change in oil prices. They studied increasing significant positive size 
effect rises from small firms towards large.

DATA & METHODOLOGY

The market is composite of different firms and its logical structure normally bound 
variation of individual security with the aggregate market. The link between various 
sectors of Pakistan Stock Exchange with KSE-100 index may define its movement of 
direction with the overall market. Volatility spillover hypothesis can be defined as 
“Dominated market effect leads to change the return of dominated firm”. Regardless the 
statistical significance between firm and market this relation ties both with each other. 
The existence of this firm-market relation could be the effect of same information 
possessing, capital market liberalization, financial reforms, and advance technology. 
These factors restrict boundaries of firm isolation from the comprehensive market and 
toughen their association. The robust link between the firm and the market increases the 
probability of market shocks impact on the firm abnormality.

To measure the impact of market volatility on firm instability GARCH model is used. 
Market volatility is considered as the price variation of KSE-100 index. Literature 
shows that efficient financial markets use monthly base volatility to incorporate 
weekend effect and reflects market information (Pástor & Pietro. 2003; Mohamed, A. 
2012; and Beirne et al. 2013). However, PXS is recognized as the semi-strong market 
(Haque at al. 2011) and monthly base volatility results were observed insignificant to 
incorporate newly arrived information. Therefore, KSE-100 historical volatility was 
measured on a quarterly basis to determine significant results. 

DATA DESCRIPTION

To study firm-market volatility relationship secondary data of Pakistan Stock Exchange 
(PSX) was collected for the period of 3rd Jan 2011 to 31st December 2015. The 
historical data of 34 sectors of PSX have selected apart from the food sector, as literature 
shows that food sector has a low or inverse correlation with the aggregate market. Daily 
share prices of non-financial firms were sorted for five consecutive days of a week and 
surprisingly we have only 209 firms' complete data for 1264 days of market trading. To 
study the size based effect the Market Capitalization value of these firms for 03 Jan 2011 
(First day of the sample period) was extracted from “Thomson Financial”. Eighty-eight
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firms were found missing out of already sorted companies which further reduce our 
sample size and finally we have 121 firms representing the non-financial sector of PSX. 
The data collection sources are “Yahoo Finance”, “Business Recorder” and 
“Opendoor.com”

Model 

The volatility of the market is accumulated volatility of the firms that formed the 
market. To formalize firm volatility link with market instability can be seen with the 
following model: 

The above function essentially represents firm-market volatility relationship. If “k” 
represents total number of firms in the market, that is                  Where Vm represent 
market volatility  and Vf is volatility of the firm. In short, volatility of the market is a 
weighted sum of firms' volatility (Chordia et al. 2000; Sharma et al. 2014).

This implies that factors behind market volatility are the same as firm and time series 
volatility model can be described as:

Moreover, price variation of the market is the reason behind market volatility. 
Therefore, market return also contributes in this relation. Finally adding a market return 
in our model we have:

To examine potential volatility size effect, the total firms of our study are divided into 10 
different groups utilizing market capitalization value of starting date of the sample 
period. The smallest firms were represented by the group first whereas larger firm was 
assigned to group 10. Utilizing above model the results were organized based on size 
category and measured market volatility significant positive or negative effects on the 
volatility of the firm in each size group.

EMPIRICAL RESULTS

Descriptive summary of daily return is summarized in below table selected from the 
sample size. Mean represent the average return for the sample period whereas skewness 
(SKW), kurtosis (KU) and Jarque Bera (JB) are used for data normality test. Augmented 
Dickey-Fuller (ADF) and Phillip Perron check the stationarity of data so called unit root 
test. The serial correlation is reported by Q statistics. The non-normality returns series 
exposed by descriptive statistics suggest a non-linear model for the study.
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Table 1: Descriptive Statistics of individual firms

Table 1: Presents the estimation of average mean, standard deviation and skewness, 
kurtosis and Jarque-Berra for data normality check. Augmented Dickey-Fuller and 
Phillip-Perron for unit root and Least square for serial correlation. *, **, and *** 
represent 1%, 5%, and 10% significance level respectively.

Commonality in volatility

KSE-100 daily stock prices were utilized at first stage to measure market return. Quarter 
based market volatility was considered using each three months return separately. 
GARCH model was applied using time series data of 121 firms as mean equation 
whereas market volatility results of 20 quarters along with market return were used as 
variance equation to predict firm volatility.

The below table represent the results of only 25 firms' out of 121 are presented. The very 
first column shows symbols of the selected firms where the second column shows 
GARCH constant. The short-run volatility of lag one only, represents by 3rd column. 
The MR column shows market return and its co-movement with the firm. The last 
column shows market return volatility and its significant values indicate show positive 
volatility co-movement between firm and market on 99%, 95% and 90% confidence 
level with one, two and three strikes'.

    

Symbol	 	Mean 	SD 	SKW 	KU 	JB 	ADF 	PP LQ(12) LQ2(12)

ACPL
	

0.0007
	

0.044
	

-0.525
	

21.964
	

18923.850*
	

-1.723*
	

-1.477* 328.320* 490.480*

BERG

	
0.0011

	
0.085

	
0.421

	
35.985

	
56294.840*

	
-1.993*

	
-1.448* 316.110* 454.150*

CCM

	

0.0035

	

0.045

	

-0.014

	

7.123

	

386.720*

	

-1.229*

	

-1.229* 53.570* 122.950*

DOL

	

-0.0003

	

0.045

	

0.212

	

13.537

	

5842.560*

	

-1.488*

	

-1.132* 50.300* 128.650*

EXIDE

	

0.0013

	

0.205

	

-1.407

	

48.009

	

102109.30*

	

-7.355*

	

-1.252* 147.740* 194.030*

FFC

	

0.0000

	

0.022

	

-6.625

	

117.059

	

693859.10*

	

-1.076*

	

-1.076* 14.510 0.532

GLAXO

	

0.0007

	

0.056

	

-0.902

	

31.088

	

41688.230*

	

-1.942*

	

-1.385* 204.720* 279.290*

HINOON

	

0.0025

	

0.085

	

-0.618

	

31.543

	

40709.900*

	

-1.763*

	

-1.430* 260.770* 335.430*

ICI

	

0.0009

	

0.080

	

-1.277

	

35.934

	

56558.680*

	

-2.048*

	

-1.340* 156.300* 256.050*

JOPP

	

0.0009

	

0.083

	

0.495

	

20.788

	

11584.660*

	

-1.414*

	

-1.223* 81.630* 272.490*

KAPCO

	

0.0005

	

0.026

	

-0.827

	

34.338

	

51824.390*

	

-1.865*

	

-1.248* 116.830* 183.510*

LUCK

	

0.0015

	

0.046

	

-0.552

	

31.722

	

43477.260*

	

-1.972*

	

-1.338* 200.940* 200.940*

MARI

	

0.0013

	

0.127

	

-1.025

	

44.819

	

92254.290*

	

-1.891*

	

-1.340* 162.010* 273.540*

NESTLE

	

0.0012

	

0.046

	

-0.211

	

28.125

	

25178.960*

	

-1.434*

	

-1.303* 123.500* 290.120*

OGDC

	

-0.0002

	

0.032

	

0.051

	

34.664

	

52764.080*

	

-1.726*

	

-1.351* 187.680* 335.650*

PKGS 0.0012 0.109 -0.615 33.349 48051.190* -2.309* -1.449* 258.550* 402.710*

SEARL 0.0015 0.081 -0.645 34.027 49946.10* -2.208* -1.377* 217.710* 292.690*

TSPL 0.0004 0.096 0.304 8.479 1495.147* -1.693* -1.295* 122.920* 85.089*

WTL -0.0004 0.067 0.786 23.769 22828.870* -1.609* -1.207* -1.2070* 258.080*

YOUW 0.0005 0.112 0.029 14.297 5227.400* -1.906* -1.275* 97.930* 140.580*

ZIL 0.0004 0.078 0.783 25.246 18608.900* -1.513* -1.167* 116.220* 213.900*

Symbol	
	
GARCH	C

	
ARCH

	
GARCH

	
MR

	
MRV

AGIL
	

0.002529*
	

0.461982*
	

0.343955*
	

-0.047837*
	

0.001455*

AGTL 	 0.002195* 	0.510784* 	0.510022* 	-0.121247* 	-0.000086

BAPL 	 0.002374* 	0.474347* 	0.391302* 	0.022166* 	0.001470*

BGL 	 0.000443* 	0.387086* 	0.673889* 	0.010833* 	-0.000187*
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1 All 121 firms results can be obtain from the author on request. 

In the mean equation, Vft  is individual stock volatility at time t,    is the intercept and Vmt 

is market volatility. The Rmt denotes the market return and      is error term occurs in 
model. 

Size Evidences 

The motivation factor behind the size based study is the large firms' behavior to 
information adjustment by (Francis et al. 2010) and positive significant size based effect 
studied by (Narayan et al. 2011). The measured results of above section “commonality 
in volatility” were rearranged as per the size of the firm initiated through market 
capitalization. Our results for selected firms highlight strong evidence of size based 
volatility. 

Table 3: Size based commonality in volatility.

Shahid Iqbal et al.

CHBL 	 0.001340* 	0.381873* 	0.468553* 	-0.061939* 	0.000131

CSAP
	

0.000813*
	

0.375199*
	

0.370228*
	

0.042255*
	

0.000084**

DCL
	

0.000461*
	

0.315588*
	

0.604283*
	

-0.002365
	

0.000090*

DSFL

	
0.000693*

	
0.262843*

	
0.537121*

	
0.001275

	
0.000167*

EPCL

	

0.000273*

	

0.369729*

	

0.476952*

	

0.002116

	

0.000186*

FEROZ

	

0.000002*

	

2.246598*

	

0.582459*

	

-0.000377*

	

-0.000007*

GTYR

	

0.006821*

	

0.393438*

	

0.368861*

	

-0.269494*

	

0.001643*

HUBC

	

0.000006*

	

0.080395*

	

0.910010*

	

0.001017*

	

0.000004*

IBFL

	

0.000725*

	

0.415677*

	

0.581436*

	

-0.048031*

	

0.000059*

JPGL

	

0.000812*

	

0.352910*

	

0.534663*

	

0.006378

	

0.000036

KML

	

0.005503*

	

0.353526*

	

0.212284*

	

-0.109452*

	

-0.002086*

LINDE

	

0.000004*

	

0.204726*

	

0.784058*

	

0.000234*

	

-0.000002*

MTL

	

0.000065*

	

1.030837*

	

0.415873*

	

-0.00078**

	

0.000057*

NCPL

	

0.000005*

	

0.183155*

	

0.858633*

	

0.000143

	

0.000001

OTSU

	

0.001679*

	

0.515598*

	

0.349852*

	

0.062111*

	

0.001020*

POL

	

0.000379*

	

0.267787*

	

0.345968*

	

-0.018118*

	

0.000060*

SAPL

	

0.000719*

	

0.704909*

	

0.324864*

	

-0.026191*

	

0.000156*

THALL 0.000004* 0.180313* 0.873259* 0.000691** 0.000005

WTL 0.000827* 0.284921* 0.464841* 0.017120* 0.000325*

YOUW 0.000823* 0.297105* 0.685551* 0.044374* 0.000072***

ZIL 0.000439* 0.681936* 0.534130* -0.035667* 0.000226*

       Positive Sig.   Negative Sig.   Insignicant 
 

Size	1	 		 7	(54	%)	 	 2	(15	%)	 	 4	(31	%)	

Size	2	 		 5	(42	%)	 	 5	(42	%)	 	 2	(17	%)	

Size	3	 		 7	(58	%)	 	 4	(33	%)	 	 1	(08	%)	

Size	4	 		 6	(50	%)	 	 6	(50	%)	 	 0	(00	%)	

Size	5
	 		

9
	
(75

	
%)

	 	
2
	
(17

	
%)

	 	
1
	
(08	%)
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Table 4: The summary of commonality in volatility presents here for each size group. A 
total number of 121 listed firms in PSX for the period of January 2011 to December 2015 
are categorized into 10 equal groups. 

Considering the small firms from size group 1 to 2 we studied low commonality 
evidence from 42% to 50 % and same size based significance can be noticed in group 3 
and 4 up to 58% and so on. Although group 5 appears to upsets the sequence a little, 
however, the overall size based effect show in increasing pattern with an increase in the 
size of the firm. The below table consider the minimum to a maximum percentage of the 
positive significant relationship between market and firm volatility.  

Fig. 2: The graph plots the summary of firm-market volatility significance, on basis of 
firm size. 

CONCLUSION 

An analytical framework has been developed to examine volatility associations of 
individual firms with the aggregate market (KSE-100 index). The daily basis time series 
data (i.e. Jan 2011 through Dec 2015) of 121 listed firms in Pakistan Stock Exchange 
was considered. Strong evidences were noticed for co-movement in volatility of firms 
and market. Significant positive effect of market volatility i.e. around 61% was 
analyzed on firms' volatility. However, 20% of the firms show negative volatility co-
movement with KSE-100. 

Furthermore, this paper provides substantial evidence of size based effect of volatility 
co-movement for firms-market relationship. In other words, commonality in volatility 

    

Size	6	 		 7	(58	%)	 	 3	(25	%)	 	 2	(17	%)	

Size	7	 		 7	(58	%)	 	 1	(08	%)	 	 4	(33	%)	

Size	8	 		 9	(75	%)	 	 0	(00	%)	 	 3	(25	%)	

Size	9	 		 9	(75	%)	 	 0	(00	%)	 	 3	(25	%)	

Size	10	 		 8	(67	%)	 	 2	(17	%)	 	 2	(17	%)	
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increases with increase in the size of the firm. For current study, all the selected firms 
were divided into 10 equal sized groups based on market capitalization value (see 
empirical results for more details). The significance range starts from as low as 42% in 
case of small sized firm whereas large firms exhibits more significant co-movement e.g. 
up to 75%, thus, assuming high commonality with market volatility. Our findings 
appears be less aligned with the study of Francis et al. (2010), which argues that large 
sized firms absorb market shocks in an efficient manner and sustain its position in long 
run. However, our results support and is more aligned with the size-based analysis of 
Narayan & Sharma (2011), which suggests that those large size firm moves along with 
the cumulative market.

Finally, future research could explore further into the same area by focusing more on 
sectoral data of firms that will prove useful in finding sectoral implications of volatility 
of firm-market relationship. Similarly, the same grouping can be based on 
characteristics of the firm e.g. liquidity, momentum and/or growth rate of firms. 

RECOMMENDATIONS

Investors, arbitrageurs and hedgers who invest in these firms can utilize the knowledge 
of firm's return sensitivities to market volatility for risk management strategies and 
relevant strategic decisions. Moreover, firms, on the other hand, can secure its position 
through various future contracts especially when market volatility starts giving early 
warning signals. 
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DEVELOPING A CONCEPTUAL LINK BETWEEN TALENT 
MANAGEMENT PRACTICES AND EMPLOYEE'S 

SUBJECTIVE WELLBEING 
1 2

Nimra Ali Khokher  and Abdul Raziq

ABSTRACT 

In order to gain competitive advantage, the fundamental issue which an organization 
has to face, is how to attract, develop, motivate and retain people. While having a great 
interest of practitioners and academics, the concept of talent management lacks its 
complete, correct and concise definition. The objective of this study is to develop a 
conceptual model between “talent management practices” and subjective wellbeing of 
employees. Through an extensive analysis of prior research studies, this study 
concluded that effectively implemented talent management practices directly affect the 
subjective wellbeing of the employees. This study suggests that the top management 
should take care while implementing talent management practices in organization. In 
future, empirical research may be conducted in order to test the relationship between 
talent management practices and employees subjective wellbeing.

Key Words: Talent Management Practices, Competitive advantage, Employees 
  Subjective Wellbeing.

INTRODUCTION

With highly globalized and competitive markets, it is important for the organizations 
that they should adapt the change and give response to that change. A firm should make 
strategies in such a way that it becomes able to deliver excellent products and services to 
their customers in order to get competitive advantage (Deros, Rahman, Ismail, & Said, 
2008). 

For the purpose of attaining competitive advantage, the fundamental issue which an 
organization has to face, is how to attract, develop, motivate and retain people 
(Chikumbi, 2011). for a company to attain competitive advantage it has to employ right 
and competent people in the organization. For the purpose of attracting right candidates, 
their performance and capabilities should be known to the employer (Chikumbi, 2011).  
Mendez and Stander (2011) mentioned that talent management identifies the methods 
which can be used for recruiting, developing, managing and retaining competent 
employees. As people are the key factors by whom the success of an organization can be 
determined (Chikumbi, 2011). Thus, talent management practices are basically the 
methods, processes and practices which involve step by step findings of the “key 
positions” which are related to the competitive advantage of the organization. Moreover 
such practices may 
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help in  developing potential and high performer talented people in order to fill such 
positions and developing different “human resource architecture to facilitate filling 
these positions with competent incumbents” and then the surety of their forever 
commitment to the organization (Collings & Mellahi, 2009).

In this regard, the objective of this study is to review  literature concerning talent 
management and subjective wellbeing of the employees and to develop a conceptual 
model regarding the relationship between talent management practices and employee's 
subjective wellbeing.

LITERATURE REVIEW

Talent Management

Talent is considered as people having better “aptitude and intuition” for specific thing. 
Everyone can be said as talented however, it is essential that talent should be matched 
with the job or task in order to gain good outcomes (Lof, Virta, Westpahl, & Gustav, 
2011).

The term talent management emerged in the 1990 which is basically a development in 
HRM which focuses more towards managing the human resource or talent of the 
organization. Conceiçao (2008) mentioned that talent management is a process of 
forecasting human capital's need and then making a plan to meet them.

However, it is true that, there is “a lack of clarity regarding the definition, scope and 
overall goals of talent management” (Lewis & Heckman, 2006). Because while having 
a great interest of practitioners and academics, the talent management topic is still not 
fully developed and is in its infancy. Thus, the concept of talent management is lacking 
in its complete, correct and concise definition. The  lack of correct definition about the 
concept of talent management is due to the fact that  practitioners have different 
perceptions regarding its definition. So there is a need for  advancement in the 
theoretical perspective about the concept of talent management. 

According to Lockwood (2006), talent management is the implementation of integrated 
strategies or systems designed to increase workplace productivity by developing 
improved processes for attracting, developing, retaining and utilizing people with the 
required skills and aptitude to meet current and future business needs.

Lof et al., (2011) argue that in the process of talent management, organizations utilize 
different methods in order to acquire talented people in the organization, the purpose is 
to attain knowledge for the development of the organization and enhancing the 
development and motivation of  the talented people so this may result in giving a 
competitive edge to the organization.

Similarly,  according to Brewster, Carely, Grobler, Holland, and Warnich (2010) talent 
management is to search out talent, sort out talent which is qualified and which is not 
qualified, then selecting qualified talent, offering security, facilities etc. and then 
developing and retaining talented staff. Thus, this definition of Brewster et al. (2010) is a 
broad definition which starts from finding talent to their retention which gives a wider 
insight about talent management.

On the basis of some research studies, six dimensions may be identified for talent 
management (IBM, 2008). Table 1 is designed to explain such dimensions.

Nimra Ali Khokher  et al.

C  2017 CURJ, CUSIT



205

Table 1: Six Dimensions of Talent Management.

Source: (IBM, 2008)

Table 1 indicates six different talent management practices which when combined 
together make a complete talent management process.

Lof et al. (2011) mentioned that one importance of talent management is to attract and 
recruit skilled people in the organization is due to the reason to gain those people that 
help in contributing the financial growth of the organization. Talent management is not 
only important that it contribute in the financial growth of the organization but also 
because of the talent management the working environment and the satisfaction of the 
employees is enhanced.  Through talent management practices, when organization 
provide developments and promotional facilities to its employees, this will increase the 
self-esteem and satisfaction of its employees as well. When the employees are satisfied, 
this may reduce the turnover rate and result in good relationship of the organization with 
its employees as the result the overall performance and the success of the organization 
would enhanced.

Subjective Wellbeing

Definining wellbeing is not only a difficult task but its measurement is also very harder 
(Conceiçao & Bandura, n.d.). In general, Wellbeingconsist  of two categories such as  
“objective wellbeing” and “subjective wellbeing” .“Objective wellbeing” can be 
measured through “economic, social and environmental observable factors” .However, 
“subjective wellbeing” can be measured directly through the feelings, emotions or 
through real experiences of the people (Andre, 2007). This shows that wellbeing has a 
multidimensional concept which is having all the parts of the life of a human being

Developing a Conceptual Link Between Talent Management Practices.

Talent management
dimensions

 
 

Description 

Develop Strategy  Establishing the optimal long-term strategy for attracting,
developing, connecting and deploying the workforce.

Attract and Retain Sourcing, recruiting and holding onto the appropriate
skills and capabilities, according to business needs.

Motivate and Develop Verifying that people's capabilities are understood and
developed to match business requirements, while also
meeting people's needs for motivation, development
and job satisfaction.

Deploy and Manage Providing effective resource deployment, scheduling
and work management that matches skills and
experience with organizational needs.

Connect and Enable Identifying individuals with relevant skills, collaborating
and sharing knowledge, and working effectively in
virtual settings.

Transform and Sustain Achieving clear, measurable and sustainable change
within the organization, while maintaining the
day-to-day continuity of operations.

 

 

 

 

 

 

C  2017 CURJ, CUSIT



206

(McGillivray, 2007).

McGillivray and Clarke (2006) argue that “subjective wellbeing involves a 
multidimensional evaluation of life, including cognitive judgments of life satisfaction 
and affective evaluations of emotions and moods”. However, according to some 
economists the synonym for subjective wellbeing is happiness while according to some 
psychologist, subjective wellbeing is a broader concept as compare to happiness 
because happiness is a narrow concept (Conceiçao & Bandura, n.d.). 

Luigino and Porta (2007) made a difference  between happiness and subjective 
wellbeing as according to them happiness is a narrow term which is different from life 
satisfaction means not including life satisfaction however subjective wellbeing includes 
both life satisfaction and happiness.

In this way subjective wellbeing is the combination of positive and negative affection 
and life satisfaction (Shmotkin, 1998). Here positive affection means pleasant emotions 
or feeling like happiness or joy and negative affection means unpleasant emotions or 
feelings  such as  sadness or anger. This shows that subjective wellbeing is a kind of 
cognitive and affective evaluation of the people which is made to know how with their 
life, they are happy and satisfied (Page, 2005).

Similarly, according to Diener, Suh, Lucas, and Smith (1999) subjective wellbeing is “a 
broad category of phenomena that includes people's emotional responses, domain 
satisfactions, and global judgments of life satisfaction”. In the same way Diener (1994) 
argue that subjective wellbeing has two important components one is affective 
component which consist of the positive affection and second is cognitive component. 
So affective components measure the emotions and feelings of a person where cognitive 
components measure that to what extent one's life is satisfied and goes according to his 
expectations (Andre, 2007). 

In this way subjective wellbeing evaluate the lives of the people on the basis of emotions 
and cognitions (Diener, Oishi, & Lucas, 2003). Similarly a research shows that 
subjective wellbeing has basically three parts which are life satisfaction, positive 
affection and negative affection, where life satisfaction represent “cognitive, 
judgmental process” and positive and negative affection represent “affective, emotional 
conditions” (Westaway & Maritz, 2003).  

According to Watson, Clark, and Tellegen (1988), positive affect represent “the extent 
to which a person feels enthusiastic, active and alert” (p.1063). On the other hand 
negative effect represent “a general dimension of subjective distress and pleasurable 
engagement that subsumes a variety of aversive mood states, including anger, contempt, 
disgust, guilt, fear and nervousnes” (Watson et al., 1988, p.1063). Most of the studies 
upon subjective wellbeing mentioned that it has two parts one is cognitive component 
and other one is affective component (Westaway & Maluka, 2005). 

According to Ben-Zur (2003), cognitive components are the judgmental components 
which represent life satisfaction and effective components are the emotional 
components which represent positive or negative affect or emotions.  In this way 
positive affect represent positive emotions and negative affects represent dissatisfaction 
and distress. This shows that positive affect are positive emotions or positive feeling or 
one can say happiness, however negative affect are negative emotions or negative 
feelings or one can say sadness, anxiety or distress. Above all discussion represent 
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different literature regarding subjective wellbeing.

Talent Management Practices and Subjective Wellbeing

It has already been discussed that talent management practices does not have their 
complete, correct and concise definitions, because of their different perceptions among 
different practitioners. But from the literatures, the most common practices of talent 
management are acquiring talent strategy, managing talent strategy (performance 
management, reward and compensation, employee empowerment) and retaining talent 
strategy. Therefore, this conceptual paper reviewed different literatures in order to seek 
the relationships between these talent management practices and employees subjective 
wellbeing.

Acquiring Talent

Most of the acquiring talent definitions focused on the combined organizational efforts 
in identifying, attracting and influencing the competent candidates, thus for leaders, 
acquiring talent is one of the most critical problem and many organizations face greater 
acquiring talent challenges than the challenges of selection (Ployhart, 2006). In this way 
acquiring talent is a critical issue not only for the competitive advantage of the firm but 
also for the basic survival of the organization (Taylor & Collins, 2000). 

Gomez-Mejia, Balkin, & Cardy (2004) stated that acquiring talent is a process of 
creating qualified candidate's pool for specific job. Similarly, Gubman (1996) stated 
that acquiring right people in order to fill right positions of the organization is the main 
task of mangers. But it is also a fact that there is scarcity of talented people, so it become 
very difficult for the organization to acquire right talent for the positions of the 
organization. 

Pollitt (2004) added that from the scarcity of the pool talent, organizations can acquire 
talented people by presenting themselves “as attractive and welcoming as possible”.It is 
also a fact that for recruitment, many organizations  first look at the internal pool of 
talent and then recruit from externally, because organizations do not want to lose their 
talent to other organizations, that's why they give priority to their internal talent which 
give birth to a sense of positive feelings and satisfaction of the internal talent to their 
organization and thus organizations become able to retain the internal talented people 
expertise and capacities within their organization (Schweyer, 2004). 

Moreover, Von Seldeneck (2004) explained that for an organization to acquire right 
people for right positions, it must be able to match the profile of the people with the 
culture and requirements of the organization, in this way organization become able to 
match the experience, background and abilities of the people with the need of the 
organization and then become able to develop an “organizational fit”. Similarly Dalziel 
(2004) revealed that for the talent management, organization can make its recruitment 
practice successful by relying upon “Hiring for Competencies” logic. 

In his regards, it is mentioned that when a firm acquire individuals who possess right 
skills and competencies then this will become easier for the firm to educate such 
individual's specific tasks of the organization. So in this way recruitment practice of the 
organization become successful and organization become able to acquire talented 
people in the organization.

Developing a Conceptual Link Between Talent Management Practices.
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Similarly, Cunningham (2007) explained two strategies which an organization should 
consider while acquiring the talent, because such strategies can help the organization in 
the management of their talent people. These strategies according to Cunningham 
(2007) are “aligning people with roles or, aligning roles with people”.  Cunningham 
(2007) added that if an organization apply “aligning people with roles” strategy then 
organization focus on the already stated roles and recruit people whose characteristics 
and skills match wilt such stated roles, on the other hand, if an organization apply 
“aligning roles with people” strategy then organization recruit individual and then adapt 
the roles on the basis of the skills and characteristics of the people. So by such strategies, 
the recruitment processes of the organizations can be successful and help in the 
management of their talented people.  

In this way when right and competent people are selected for the right positions of the 
organization then this strategy will build satisfaction in the selected people and they 
become motivated to their work. In this regards, the following proposition is postulated:

Proposition 1: Acquiring talent strategy significantly affect employees' subjective 
wellbeing.

Performance Management

Performance management is an essential practice in talent management process as it 
provide a way for the reward, employee development and in succession planning along 
their performance management which help in the evaluation of the capabilities of the 
employees and also provide feedback to them (Chikumbi, 2011). Similarly, 
“Performance management is a continuous process of identifying, measuring and 
developing performance in organizations by linking each individual's performance and 
objectives to the organization's overall mission and goals” (Aguinis, 2005). 

Armstrong (2006) define performance management as a “systematic process for 
improving organizational performance by developing the performance of individuals 
and teams”. So when employees get proper feedback about their performance through 
performance management process then this will frame their attitudes and behaviors in 
accordance with the given feedback and prove helpful in improving their performance 
which ultimately improve the performance of the organization. 

In addition to this, control theory also revealed that through feedback, which comes 
from performance management system, the behaviors of the employees can be shaped 
(Buchner, 2007). Similarly, Mathias and Jackson (2006) stated that performance 
management “identify, measure, communicate, develop and reward” the performance 
of the employees. 

Moreover, Chikumbi (2011) revealed that organizations should practice performance 
management which must be in accordance to the goals and objectives of the 
organization. Chikumbi (2011) further added that the basic aim of conducting 
performance management in the organization should be in such a way that “nurture the 
talent of the employees” so employees become able to deliver their full skills and 
expertise toward toward their jobs because this will enhance the satisfaction and 
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commitment of the employees. 

Furthermore,  Chikumbi  (2011) explained that performance management is considered 
as one of the important practice in talent management concept, because in the process of 
performance management, organizations evaluate the capabilities, competences and 
skills of the workers and after that provide them a feedback which plays a vital role in 
their retention. 

In this regards, Dubrin (2005) argue that feedback which extract from the process of 
performance management may be positive or negative, which may give rewards to the 
employees or may give punishment to the employees. So this will shape the motivation, 
feelings, behaviors and satisfaction of the employees.  

This indicate that performance management system has a great influence upon shaping 
the affective components of employees (behaviors, feelings, and attitudes) and upon 
cognitive components of employees (satisfaction). On the basis of above literature, 
following proposition is postulated.

Proposition 2: Performance Management System Significantly influence Employees 
Subjective Wellbeing.

Compensation and Reward

An excellent package of compensation plays a very important role in talent management 
because when attractive and competitive compensation packages are given to 
employees (talent) then such talent becomes more committed to the organization 
(Lockwood & Walton, 2008). According to Kirkland (2009) manners of administering 
compensation and reward in an organization are highly concerned with either 
promoting the talent management process or discouraging talent management process. 
He further stated that nowadays originations are highly concerned in acquiring and 
selecting new talent and in retaining existing talent and focus more in the retention of 
competent talent. 

In this way an excellent compensation and reward packages in an organization plays a 
key role in talent management by retaining and managing the talented and valued staff 
(Chikumbi, 2011) because when organizations give excellent compensation and reward 
packages, for the management of their talented and valued staff, then such packages 
brings positivity in the feelings, behaviors and in the satisfaction of such talented staff, 
which in turn influence their long term retention in the organization.

Similarly, it is true that when in an organization, deserving and talented staff are given 
rewards resulting in appreciating them to continue their desired behaviors in the 
organization (Locke & Latham, 1990). That's why it is essential for an organization to 
ensure that the compensation and reward which are given to the talented staff should be 
valuable for the employees (talent) of the organization, so for the purpose of having an 
effective salary structure which can serve as a key for talent management, organization 
should continuously monitor the structure of salary in the industry and device such kind 
of salary structure which recognize the competent talent of the organization (Chikumbi, 
2011). 

Moreover, Coetsee (2004) revealed that management of the organization should make
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 struggle in order to search that by which ways, they can motivates and encourage their 
talented people of the organization and then provide such recognition to the employees, 
which can appreciate the employees in order to perform well for the success of the 
organization. 

He further explained the importance of the rewards and compensation, that when these 
are given to the deserving talent, then they are encouraged and satisfied and do 
hardworking and become motivated to their work. In this way, a proposition is 
postulated as:

Proposition 3: Compensation and reward significantly influence employees' subjective 
wellbeing.

Employee Empowerment

With increased globalization and competition in the markets, the role of employee's 
empowerment has great importance in the management of employees (Dizgah, Chegini, 
Farahbod, & Kordabadi, 2011). Because it is a fact that the commitment and motivation 
of the employees make them able to compete successfully and easily adapt the changes 
(Torani, Yazdi, & Gohari, 2008). In this way the need to have such staff which is 
developed, having managerial capabilities call for the empowerment of the employees 
(Seyedjavadin, Heydari, & Shahbaz, 2009).

So according to Honold (1997) employee's empowerment is considered as a new 
concept about the management of the talented employees. Similarly Karakoc and 
Yilmaz (2009) mentioned that employee empowerment is a tool which allow the talent 
of the organization to utilize their skills and abilities in order to improve the 
performance of their organization as well as improve their own performance and 
working life. 

However, Ongori (2009) stated that when organizations give empowerment to their 
employees then employees not only get freedom in their acts but along this freedom they 
also receive much more responsibilities as well as accountabilities, so in this way 
organizations should give the empowerment with due care and keep full supervision 
upon the employees who get empowerment by making them accountable for their each 
and every actions.  

Furthermore, Hanold (1997) mentioned in his research that employees get 
empowerment when organizations give certain positions to their employees where they 
are allowed to influence the results and events of the organization. In this regard, Juhl, 
Kristensen, Dahlgaard and Kanji (1997) argued that employee's empowerment is to 
increase the “authority, knowledge, motivation related to the work of employees”. He 
further added that the basic purpose of giving empowerment to the employees is to 
increase their commitment and engagement towards the organization, so this will prove 
beneficial for the success of the organization. 

Thus, employee empowerment is a useful technique of improving the productivity of 
the employees and optimal utilization of their abilities in the firm (Naderi, Jamshidiyan, 
& Salimi, 2008). Furthermore, Chikumbi (2011) ) added that when an organization 
empower its employees then such empowerment develop a realization of trust among 

Nimra Ali Khokher  et al.

C  2017 CURJ, CUSIT



211

the employees and this will develop their belongingness towards the organization.

Thus, empowerment give employees a sense of motivation, satisfaction, commitment, 
authority, responsibility and accountability and hence employees force the firms to 
achieve its goals in a better way (Ongori, 2009). In this regards, a proposition is 
postulated as:

Proposition 4: Employees' empowerment significantly affect employees subjective 
wellbeing.

Retaining Talent

Hausknect, Howard, and Rodda (2009) mentioned that retaining talent is the 
organizational practices to prevent competent workers to leave the job. The retention of 
the valuable employees is one of the greatest challenge. In this way retaining workers is 
a step by step struggle of the employers in order to generate a working environment that 
insists a culture of retention (Chikumbi, 2011). 

In such atmosphere, workers will perform their work with great enjoyment and then this 
will enhance their productivity and performance. Different researches show that the 
relationship between employers and employees has a great importance, it means that 
when employers have good relationships with employees then it will increase their 
satisfaction and their retention with the employer. So organizations should do 
investment in retaining their talent in order to have success (Gordon & Meredith, 2001). 

In this regard, Andersen and Andersen (2013) stated that engagement of employees in 
their organization can be considered as a retaining talent practice. The behaviors of the 
employees are connected with their organization resulting in the engagement of such 
employees in their organization (Chikumbi, 2011). In this way Schaufeli and Bakker 
(2002) define engagement “as a positive fulfilling, work-related state of mind that is 
characterized by vigor, dedication, and absorption”. 

Similarly, Gibbons (2006) define engagement as “a heightened emotional and 
intellectual connection that an employee has for his/her job, organization, manager, or 
co-workers that, in turn, influences him/her to apply additional discretionary effort to 
his/her work”. Schaufeli and Bakker (2002) also explained that “value creation” plays 
vital role in the function of the employees because it improve the engagement of the 
employees in their organization which help in the profitability of the organization.

Frank, Finnegan and Taylor (2004) argue that if the engagement of the employees is low 
in an organization, then this will lead to high turnover of such employees, but if 
employees' engagement is high then this will result in their low turnover, so their 
retention in the organization may improve. 

According to Richman, Civiana, Shannona, Hillb and Robert (2008) that if organization 
provide flexibilities in their working environment then this will increase the 
contribution of their employees and they become more committed to the organization 
because through such flexibilities employees can get opportunities and are able to 
progress their career, so such opportunities cause the retention of the employees. 

Andersen and Andersen (2013) further states that for the sake of engaging employees in 
the organization, many scholars believed “meaning of work” as a best drive for  
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engaging employees and this “meaning of work” can be achieved, when other elements 
in the organization motivate the employees more than the money and extrinsic rewards 
of the organization which In turn enhance the engagement of the employees.

Similarly, Chan (2010) revealed that manager can retain his employees when he create 
such an environment of work in the organization, where employees are appreciated, 
have a sense of commitment with the organization and belief that in the organization, 
they have a career path, so this will results in retaining the talent people in the 
organization. 

Thus, it is indicated that when organizations apply effective strategies for the retention 
of their talented staff then such effective strategies of retention bring positivity in the 
affective components of the employees (feelings, behaviors, attitudes, motivations) and 
in the cognitive components of employees (satisfaction). Thus, the above literature 
suggests the following proposition.

Proposition 5:

Retaining talent strategy significantly affect employees subjective wellbeing.

CONCEPTUAL FRAMEWORK

This study proposes a conceptual framework regarding the relationship between talent 
management practices and employee subjective well being which is as under: 

 Talent Management Practices  Subjective Wellbeing

Figure 1: Conceptual link between talent management practices and employee 
subjective well being

Talent management practices have a great influence upon the subjective wellbeing of 
the employees as Chikumbi (2011) illustrated in his research that for the management of 
talented employees, if organizations employ different practices effectively, then such 
practices will enhance the overall motivation and satisfaction of the employees which 
will mold the positive feelings and emotions of such employees towards their 
organization. 

There are different theories which also postulated a significant influence between talent 
management practices and employees subjective wellbeing. In this regard, “human 
capital theory” can be one of the most suitable theory for advancing the study of of talent 
management and its influence upon the subjective wellbeing of the employees, because 
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because in the field of human resource management, this theory has also been used in a 
wider context (Tarique & Schuler, 2012). 

As it is described by various research studies such as Kessler and Lulfesmann (2006); 
Lepak and Snell (1999); Nafukho, Jamshidiyan, and Salimi (2004); Strober (1990) that 
human capital theory considered the human capital or talent as the key resource of a 
firm, upon which firm do investments in order to manage such talent in the organization, 
it means that human capital theory emphasis upon the proper management of the 
talented employees in the organization because when organization do investments in 
managing its employees then such practices of the organization may increase the 
motivational level of the employees which result in increasing the positive behaviors of 
the talented employees towards their organization. Thus, human capital theory reflects 
the importance of the talent management and its influence upon the emotions, feeling, 
behaviors and satisfaction of the employees which is named as the subjective wellbeing 
of the employees.

DISCUSSION

The Literature regarding relationship between talent management practices and 
employees subjective wellbeing revealed that when organizations select right and 
competent people for the right positions of the organization then as the result of this 
strategy, employees will be satisfied with their organization and this will build  positive 
feelings, attitudes, behaviors of the employees towards their organization. In this way it 
is postulated that acquiring talent strategy has significant influence upon the subjective 
wellbeing of employees. 

Similarly, literature revealed that performance management is considered as one of the 
important practice of talent management concept, as during the process of performance 
management, organizations evaluate the capabilities, competences and skills of the 
workers and after that provide them a feedback. So when employees get proper 
feedback about their performance through performance management process then this 
will frame the affective component (behaviors, feelings, and attitudes)  of employees 
and also effect upon the cognitive component (satisfaction) of employees. So it is 
postulated that performance management system has a great influence upon the 
subjective wellbeing of employees.

Furthermore, it is also postulated from the study of different literatures that an excellent 
compensation and reward packages play a key role in the management of talented 
employees. Because when in an organization, deserving and talented staff are given 
rewards then such rewards will appreciate them to continue their desired behaviors in 
the organization and bring positivity in the feelings and attitudes of the employees and 
ultimately employees get satisfied with their organization and do hardworking and 
become motivated to their work. This shows that effective compensation and rewards 
positively influence upon the employees subjective wellbeing.

Moreover, when an organization empower its employees then such empowerment 
develop a realization of trust among the employees which bring positivity in their 
feelings and behaviors and this will develop their belongingness and satisfaction 
towards the organization. This seems that there is a positive relationship between 
employee's empowerment and subjective wellbeing of the employees. 
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In addition literature also postulated that when employer creates such an environment of 
work in the organization, where employees are given appreciation, then this will 
develop in the employees, a sense of commitment with their organization. It is also 
revealed that when organizations apply effective strategies for the retention of their 
talented staff then such strategies of retention bring positivity in the affective 
components of the employees (feelings, behaviors, attitudes, motivations) and also in 
the cognitive components of employees (satisfaction). This yield a significant influence 
of retaining talent strategies and employees subjective wellbeing.

CONCLUSION

After reviewing different research papers, this conceptual paper concluded that in the 
process of talent management, organizations utilize different methods in order to 
recruit, develop, manage and retain competent employees in the organization. As the 
concept of talent management lacks its complete, correct and concise definition,  the 
practitioners and academics have different perceptions regarding the practices of talent 
management.

However, among different practices of talent management, this study examined the 
relationship of major and important practices of talent management such as acquiring 
talent, performance management, reward and compensation, employee empowerment 
and retaining talent with employee's subjective wellbeing. 

This study has conceptualized that effective talent management practices play a vital 
role in shaping the subjective wellbeing of employees and hence this research 
concluded that acquiring talent, performance management, reward and compensation, 
employee empowerment and retaining talent all have a significant influence upon the 
affective components of the employees (feelings, behaviors, attitudes, motivations) and 
also upon the cognitive components of employees (satisfaction). 

Thus, it is the responsibility of the top management of an organization to take good care 
with diligence while implementing talent management practices in the organization as 
the success and failure of an organization is dependent upon the strategies of managing 
the talented employees who are the most important assets and whose satisfaction and 
engagement determine the effectiveness of the organization. 

It is also important that as the concept of talent management lacks in its complete, 
correct and concise definition due to the practitioner's different perceptions regarding 
the concept of talent management, so there is  a need of advancement in the theoretical 
perspective regarding the concept of talent management. Moreover, it is suggested that 
future research should focus on empirically testing the relationship between talent 
management practices and employees subjective wellbeing.
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MANAGEMENT PROCESS CAPABILITY AND 
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ABSTRACT

In current era, firms require innovation and competitive advantage for sustained 
performance.  Knowledge management is reported as most widely discussed 
mechanism for initiating innovation and developing competitive advantage in 
organizations. Therefore, this study empirically scrutinizes the effects of Knowledge 
Management Process Capability (KMPC) on organizational performance with 
interactive effect of Knowledge Intensive Culture (KIC). Multiple moderated regression 
analysis is applied on 271 valid responses and results clarify the positive impact of 
KMPC on organizational performance. Moreover, current study highlights the 
importance of KIC as strengthening element to enhance organizational performance 
through KMPC. In-depth investigation outlines that knowledge acquisition, sharing 
and application are more influencing processes to enhance organizational 
performance. Anyhow, knowledge conversion has less significant impact on developing 
organizational performance but helps other processes to perform better. To mature 
sustained performance, managers have to develop KMPC and flourish KIC in routine 
organizational life.

Keywords: Knowledge Management Process Capability, Knowledge Intensive 
  Culture, Organizational Performance, Multiple Moderated  
  Regression Analysis

INTRODUCTION

According to the Knowledge based View (KBV) knowledge is one of the most powerful 
strategic, socially complex and difficult to imitate resources that if managed properly, 
enable the success of organizations. Organizations in all settings nowadays have to deal 
with great amount of external and internal knowledge that must be managed in proper 
way to innovate and attain competitive advantage (Nickerson & Zenger, 2004; Soto-
Acosta et al., 2015, 2016). Banking industry is one of the most promising pillars of 
Pakistani service sector (Rehman et al., 2011). In present knowledge incentive 
environment, where globalization and competition are paramount banks must focus on 
having strong resources to remain competitive (Hanif et al., 2014). Additionally, Curado 
(2008) exclaimed that having effective management of knowledge and intellectual 
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capital is vital in baking sector success.  As the present economy is knowledge-driven, 
the performance of organizations relies heavily on the knowledge possessed by 
employees (Gold et al., 2001) and its right application and management (Nasser, 2012). 
Organizations operating in all sectors have the core aim to be successful by attaining 
competitive advantage (Lee & Sukoco, 2007). Cohen and Olsen (2015) highlighted the 
importance of knowledge management as a potential source of effective organizational 
performance.  This implies that, even though knowledge is an important resource held 
by organization yet it will only result in potential superior performance and competitive 
advantage if right knowledge management systems (KMS) are in place (Larsen & 
Salter, 2006). 

One of the prime tool for effective management of knowledge is the Knowledge 
Management Process Capabilities (KMPC) allowing the knowledge to be channeled 
effectively within an outside the bounds of organizations (Imran et al.,2016). Multiple 
knowledge process come under the paradigm of KMPC such as, creation, sorting, 
conversion, application, selection, dissemination and selling of knowledge (Beckman, 
1999). KMPC are found to be predictor of successful organizational performance 
(Nasser, 2012; Chen et al., 2002; Hossein et al., 2012; Gold et al., 2001, Nasser et al., 
2012). 

Although the direct link in KMPC and organizational performance is established yet the 
need for investigating underlying interactive mechanisms is still present (Cohen & 
Olsen, 2015). It is indicated by recent research studies, in order to reap superior 
organizational performance through KM and KMPC appropriate cultural mechanism 
should be created that facilitate the process. in presence of right culture the link of 
KMPC and organizational performance strengthens and vice-versa (Chang & Lin, 
2015; Chennamaneni & Teng, 2012; Lee, 2001; Ling et al., 2009; Quigley et al., 2007). 
Furthermore, in spite of the important role of knowledge management in banking sector 
success, in Pakistan this factor has still received limited research attention (Ahmed et 
al., 2015).

 Knowledge Intensive Culture (KIC) enables effective management of knowledge by 
sharing Lee (2001) socializing Nonaka et al. (2001) and in turn creates positive 
influence on organizational performance (Hossein et al., 2012). When KIC is present in 
organizations, they have fast modes of transferring knowledge by communities of 
practice (CoP), electronic repositories, expert systems and knowledge portals through 
which employees gain required knowledge form within and outside the organization 
and induce more creative and innovative behaviors, they make better decisions and  
develop problem solving capabilities that intern have positive impact on organizational 
performance (Nasser et al., 2012; Lee, 2001;Gold et al., 2001).

Thus, building on the identified research gaps we aim to examine the relationship in 
KMPC and organizational performance through moderating impact of KIC in banking 
sector of Pakistan. This study will add to the KM literature in theoretical terms by 
offering empirical evidence of moldering impact of KIC in fostering organizational 
performance by KMPC. Practically, it will shed light on the potential benefits of KMPC, 
and development of KIC in less focused banking sector of Pakistan.
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LITERATURE REVIEW

Knowledge and Knowledge Management:

Knowledge is a complex term and cannot be exactly defined yet. However, Nonaka, 
Byosiere, Borucki, and Konno (1994) and Alavi and Leidner (1999) believed that 
knowledge is a set of information that lead to an action. There are two types of 
knowledge in a larger spectrum, one is tacit knowledge and other is explicit 
knowledge(Beckman, 1999; Blackler, 1995; Nonaka, 1994). Tacit knowledge is all 
about individuals and is tough to imitate unless and until the owner has willingly share 
it. On the other side, explicit knowledge is available in electronic or published forms i.e. 
manuals, handouts, picture, video or audio etc. In first one, the ownership rights belong 
to individual and later on owns by the organizations(Choi & Lee, 2000; Gold et al., 
2001; Imran et al., 2017). Knowledge management is defined as the art and science of 
creating and managing knowledge (Chen et al., 2012). In earlier stage, Davenport and 
Prusak (1998) stated that knowledge management is an art of acquiring, converting, 
applying, managing, storing the desired knowledge for organizational wellbeing. Due 
to increase in organizational complexities and rapid changes in external environment, 
the importance of knowledge management is in increasing phase (Knippenberg et al., 
2015). The continuous production of effective knowledge helps the human capital to 
perform better in their domain (Hsu, 2008). 

Knowledge Management Process Capability and Organizational Performance:

The Knowledge Management Process Capability (KMPC) is one the basic prop of 
knowledge management charter and provides essential tools for effective channelizing 
of knowledge within and outside the boundaries of an organization (Imran et al., 2016). 
KMPC includes various knowledge processes i.e. creating, converting, storing, 
mapping, applying, selecting, sharing and selling of knowledge (Beckman, 1999). 
Extant literature has studied the linkage between KMPC and different organizational 
contextual outcomes i.e. leadership, learning, change, effectiveness, creativity, 
innovation, competitive advantage, intellectual capital and performance (Cardinal et 
al., 2001; Gold et al., 2001; Imran et al., 2017; Imran et al., 2016; Maimone & Sinclair, 
2014). The contemporary literature has bifurcated the application of knowledge and 
importance of different knowledge processes with respect to industry i.e. acquisition, 
conversion, sharing and application are essentially important in service industry (Bess 
et al., 2010; Imran et al., 2016) and acquisition, storing, selling, mapping and 
application in manufacturing industry (Meihami & Meihami, 2014; Mirkamali et al., 
2011). Based on the extant literature and context of the study as services sector 
organizations, researchers have emphasize on three types of processes; acquisition, 
conversion and storing.

Knowledge acquisition is defined as the methods by which individuals and 
organizations acquire new, already stored and updated knowledge that is used to 
performance specified tasks at different levels (Franco & Mariano, 2010; Zaied et al., 
2012). The knowledge management starts working from acquiring of knowledge and 
ends in applying or storing of knowledge (Lee et al., 2012). In organizations, employees 
are performing various tasks simultaneously and encounters with different natures
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of problems, to cope up these situations they need efficient, well directed and solution-
oriented knowledge (Akhavan & Pezeshkan, 2014). The continuous knowledge 
acquisition process guarantees the provision of such knowledge and updating of the 
same in a timely manner (Andrews & Delahaye, 2000). Moreover, the acquisition 
process sets the basis for rest of the processes to function effectively(Gold et al., 2001).  
Merely, the acquisition of knowledge is not important until and unless such knowledge 
has been converted into useable form. Knowledge conversion is a process in which 
acquired or created knowledge has been converted into usable form(Herschel et al., 
2001; Grinsven & Visser, 2011). The conversion of knowledge can be tacit to explicit, 
explicit to tacit, tacit to tacit and explicit (Nonaka et al., 2000). The ultimate objective of 
the conversion process is to simplify the acquired knowledge into actionable form 
(Carvalho, 2001).The actionable knowledge process is application of knowledge which 
uses the acquired and converted knowledge. Knowledge application is defined as the 
process where employees are actually using knowledge for performing routine tasks, 
problem solving and new ventures (Chang & Chuang, 2011; Chen et al., 2009).

In services sector organizations, organizational performance is based on service quality, 
response time, service justice, customer satisfaction and market oriented products 
(Delaney & Huselid, 1996; Ramarajan, Barsade et al., 2006). Extant literature has found 
out the relationship between knowledge management and organizational performance 
(Chen et al., 2012; Rasula et al., 2012; Sharma et al., 2010; Zaied, 2012). In capability 
perspective, KMPC is coupled with infrastructure capability results into 
performance(Emadzade et al., 2012). In contemporary literature, there are very rare 
studies that have investigated the impact of KMPC separately on performance. Based 
on the above discussion, the following hypotheses are drawn:

H1: KMPC has positive effect on organizational performance

H1A: Knowledge Acquisition has positive effect on organizational performance

H1B: Knowledge Conversion has positive effect on organizational performance

H1C: Knowledge Application has positive effect on organizational performance

KMPC, Knowledge Intensive Culture and Organizational Performance:

Knowledge culture is referred as the beliefs, shared norms, attitude and values that form 
knowledge acquiring and sharing environment (Hauschild et al., 2001). The knowledge 
culture is the integral part of the infrastructure capability of an organization (Gold et al., 
2001). The contemporary studies have proved the linkage between knowledge 
management process capability (KMPC) and knowledge intensive culture (KIC) with 
learning (Easterby‐Smith & Prieto, 2008; Imran et al., 2016). The cultural supportive 

can help the employees to acquire new knowledge, its conversion and application 
(Alsam et al., 2016). Moreover, Intezari et al. (2017) have investigated the positive 
effects of knowledge culture on performance. The above discussion ended up with 
following hypotheses:

H2: KIC strengthens the relationship between KMPC and organizational performance.

H2A: KIC strengthens the relationship between Knowledge Acquisition and OP.
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H2B: KIC strengthens the relationship between Knowledge Conversion and OP.

H2C: KIC strengthens the relationship between Knowledge Application and OP.

Research Model

Fig 1: Research Model: The Moderating Role KIC in between KM Processes and OP

RESEARCH METHODOLOGY

Research Design and assumptions:

Broadly speaking, the current study followed the quantitative research design with 
positivistic research paradigm. Likewise, the deductive reasoning approach is used to 
form the hypotheses based on contemporary literature and context of the study 
(Creswell, 2013). Within the quantitative research design, explanatory approach is used 
to measure the cause and effect relationship among knowledge management process 
capability (KMPC) and organizational performance (Kim, 2003). Zikmund, Babin, 
Carr, and Griffin (2012) has explained the importance of underlying assumptions within 
the research design that is adequately fulfilled and complied with through proper 
formation of hypotheses based on literature review and later on tested with acceptable 
tools.

Sample Selection:

Within the services sector organizations, banking sector is one of the rapidly growing 
sectors with appropriate regulatory authorities i.e. State Bank of Pakistan (SBP) and 
Securities and Exchange Commission of Pakistan (SECP). There is stiff competition 
prevails among various national and foreign banks. To meet the industry requirements, 
every bank is interested to improve its performance. Therefore, the banking sector of 
Pakistan is the context of the current study. Currently, more than 35 banks are operating 
and providing banking services in Pakistan (Ahmed & Ahsan, 2011). The first desk 
employees and managers are the crucial employees whose are providing services to 
general public. Hence, the employees of banking sector are the unit of analysis in this 
study. Moreover, two-way sampling procedure is adopted, at first stage, simple random 
sampling is used to select five banks from thirty-five banks population and at second 
stage convenience sampling is used to select employees within each selected bank.
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Instrument Development Data Analysis Techniques:

The structured questionnaire is prepared after completing the meaningful discussion 
from the banking experts on already developed scales. The experts have suggested 
exclusion and some modifications in the items of the scales. The most relevant scales are 
selected to form the questionnaire; i.e. Gold et al. (2001) for knowledge management 
process capability and knowledge intensive culture and Delaney and Huselid (1996) for 
organizational performance. All items in the questionnaire are evaluated at 7-point 
Likert scale from 1 to 7 (strongly disagree to strongly agree). To test the hypotheses and 
underlying assumptions, various statistical techniques have been applied and 
interpreted. Majorly, multiple regression analysis and Aguinis (2004)moderation 
technique have been used to test the main hypotheses.

DATA ANALYSIS

Main Study Sample Profile:

An effective procedure was adopted to collect data from employees of banking sector. In 
each selected banks, 80 questionnaires have been circulated. After circulating 
questionnaire, rigorous follow-up method has been used to get maximum response i.e. 
reminder call, emails and contacts through regional human resource departments. From 
400 circulated questionnaires 372 received returned (93% response rate), in which 9 
questionnaire were discarded based on more than 10% missing values (Kline, 2011).

DESCRIPTIVE ANALYSIS

Table 1: Descriptive Analysis Facts 
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Gender Male 281 77.4

Female 82 22.6
Age 26-30 116

 
32.0
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36-40
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56-60

Public Sector

Private Sector

1-5

6-10

11-15

16-20

21-25

25-30

31-35

Bank Type

Experience

80

66

44

27

22

8

189

174

111

100

56

41

23

23

9

22.0

18.2

12.1

7.4

6.1

2.2

52.1

47.9

30.9

27.5

15.4

11.3

6.3

6.3

2.5

Variable PercentageCategory Frequency                 
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In Table 1, basic information about sample is outlined. The majority of males have 
responded the questionnaire i.e. 281 (77.4%) majority has young banking life from 1-10 
years. On the other hand, 189 (52.1%) respondents belongs to public and 174 (47.9%) 
belongs private sector banks.

Reliability and Correlation Analysis:

Table 2: Reliability Coefficient Cronbach's Alpha

In Table 2, the results of internal consistency among constructs are given based on 
Cronbach's alpha values. The outcomes reveal that there is moderate to high reliability is 
prevailed among construct. The values are above the acceptable limits as defined 
biannually, Bernstein, and Berge (1967) that is above 0.6. Moreover, results are 
consistent with the existing studies conducted within same context (Gold et al., 2001; 
Rasula et al., 2012).

Table 3: Descriptive Statistics Results

Note: According to Nuechterlein et al. (2008) small relationship is range from 0.10 to 
0.29, medium 0.30 to 0.49 and strong 0.5 to 1, ** confidence level a = 0.01

Table 3 consists of mean, standard deviation and correlation analysis values. Mean 
values indicate that majority of respondents have given “neutral to agree” responses as 
values are above 3.50 with deviation of 0.80 to 1.40. Further, the constructs have strong 
strength of relationship with correlation coefficient values above 0.5 except between 
knowledge acquisition and knowledge intensive culture (r=0.388).

Hypothesis Testing:

To test the core hypotheses (H1A, H1B& H1C) multiple regression analysis and 
moderation effect (H2A, H2B& H2C) Aguinis (2004) technique with Aiken et al. 
(1991) has been executed. Before applying regression analysis, all the relevant 
assumptions are tested to check the suitability of the data i.e. normality, multi-
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Sr. No. Dimension  No. of Items
 

Cronbach’s Alpha
 

01 Knowledge Acquisition 5 0.844 
02 Knowledge Conversion 5 0.786 
03 Knowledge Application 5 0.868 
04 Knowledge Intensive Culture 6 0.720 
05 Organizational Performance 8 0.875 

Variables Descriptions   Mean Std. D 1 2 3 4 5
Knowledge Acquisition 4.71 0.89
Knowledge Application 4.93 0.93 .469**  
Knowledge Conversion 4.45 0.79 .599**

 .485**
 

Knowledge intensive Culture 4.87 1.39 .388**

 .659**

 .513**

 
Organizational  Performance 4.62 1.23 .580** .560** .511** .617** 1
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collinearity, auto-correlation and outliers.

Table 4: Multiple Regression Analysis

The values shown in table 4 are showing that KMPC has positive impact on 
organizational performance. The detailed analysis reveals that knowledge acquisition 
and application have moderate to strong impact on performance (acquisition β=0.32, 
t=4.87, ρ=0.001; application β=0.41, t=5.90, ρ=0.002). On the other hand, knowledge 
conversion has less responsive to generate organizational performance.

MODERATION ANALYSIS

Table 5: Moderation Test (Knowledge Acquisition, Knowledge Intensive Culture, 
Organizational Performance)
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Description KA-KAP-KC & OP

R2 0.430

 

Adjusted R2 0.421

 

Model Signicance
 

0.000
 

F-Value 108.21  
KA& OP

 
KAP & OP           KC&OP

 
Standardized Beta

 
0.32
 

0.41                       0.21
 T Value 4.87

 
5.902.90

 Signicance Value

                   

0.001

 

0.002                    0.005

 
KA1=Knowledge Acquisition, KA2= Knowledge Application, KC=Knowledge Conversion, 

OP=Organizational Performance, Signicance Level P<0.01

Model 1

KA, KIC & OP

R2 .502

Adjusted R2 .471

F-Value

 

60.71

 

KA

  

KIC

 

Beta Coefcient

 

.342

 

.370

 

Standard Error

 

.07

 

.03

 

T-Value

 
3.38

 
3.73

 

Signicant Value     .000   .000  
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Table 5 is showing the interaction effect of Knowledge Intensive Culture (KIC) on 
Knowledge Acquisition (KA) and Organizational Performance (OP). Model 1 is 
presenting the direct effect of KIC & KA on performance that presented significant 
positive results. Model 2 is showing the interaction results and revealed that KIC has 
strengthening effect in between KA and OP (∆R2=0.055).

Table 6: Moderation Test (Knowledge Application, Knowledge Intensive Culture, 
Organizational Performance)
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Model 2

                     KA, KIC, KA*KIC& OP  
R2

 
0.575

 
Adjusted R2

 
0.547

 F-Value

 

70.34

 KA

 

KIC

 

KA*KIC

Beta Coefcient

 

0.381

 

0.411

 

.437

Standard Error 0.29 0.35 033

Signicant Value .000 .000 .000

KA= Knowledge Acquisition, KIC=Knowledge Intensive Culture, OP= Organizational Performance 
Note*P < .05, **P< .01, ***P < .001, 95% condence level

 

Model 1
              

KAP, KIC & OP
 

R2 
.712

 

Adjusted R2 .691  

F-Value 80.71  

KAP  KIC  

Beta Coefcient .542 .450  
Standard Error .07  .03  

T-Value
 

9.38
 

7.48
 

Signicant Value
     

.000
   

.000
 

Model 2

 

                     KA, KIC, KA*KIC & OP  

R2 0.781 

Adjusted R2
 0.737 

F-Value 90.22 
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KIC
 

KA*KIC

Beta Coefcient
 

0.682
 

0.603
 

.717

Standard Error 0.12  0.14                .04

Signicant Value   .000  .000  .000

KAP= Knowledge Application, KIC=Knowledge Intensive Culture, OP= Organizational 
Performance Note*P < .05, **P< .01, ***P < .001, 95% condence level
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The H2B is about measuring the interactive effect of KIC in between Knowledge 
Application (KAP) and OP. The results revealed that model 1 is significant at ρ<0.001 
and interaction effect caused 6.9% positive variation in R2. Moreover, the AVONA 
statistics and t-values are also within acceptable range.

Table 7: Moderation Test (Knowledge Conversion, Knowledge Intensive Culture, 
Organizational Performance)

Table 7 is showing the moderating effect of KIC in between Knowledge Conversion 
(KC) and OP. The interaction results revealed that KIC has strengthening effect on KC 
and OP relationship (∆R2=0.063). The combine findings indicate that KIC supports 
KMPC to perform better to enhance organizational performance.

Muhammad Kashif Imran  et al.

Model 1 KC, KIC & OP

R2

 

.312

 

Adjusted R2
 

.281
 

F-Value
 

30.91
 

KC  KIC  

Beta Coefcient
 

.242
 

.290
 Standard Error

 
.02

  
.03

 T-Value

 

3.01

 

3.19

 
Signicant Value .000 .000

Model 2 KC, KIC, KC*KIC & OP

R2

 

0.375

 

Adjusted R2

 
0.331

 

F-Value
 

90.22
 

KC  KIC  KC*KIC

Beta Coefcient 0.361  0.411  .471

Standard Error
 

0.37
 

0.45
 

.041
 

Signicant Value

   

.000

 

.000

 

.001

KC= Knowledge Conversion, KIC=Knowledge Intensive Culture, OP= Organizational 
Performance Note*P < .05, **P< .01, ***P < .001, 95% condence level

C  2017 CURJ, CUSIT



229    

Fig 2: Revised Model

DISCUSSION
The results of research revealed that all KMPC i.e. KC, KA and KAP were positively linked to OP 
in banking sector of Pakistan. This confirms the notion that KMPC are a significant predictor of 
OP that is in line with the previous investigations (Akhavan & Pezeshkan, 2014; Nasser, 2012; 
Chen et al., 2002; Hossein et al., 2012; Gold et al., 2001, Nasser et al., 2012). However, it was 
found that KAP is most strong predictor of OP. The underlying reason for this result is that no 
matter the importance of acquiring knowledge (Franco & Mariano, 2010; Zaied et al., 2012) and 
conversion of knowledge into usable formats i.e. tacit to explicit, explicit to tacit, tacit to tacit and 
explicit (Nonaka, et al., 2000) is important in better organziational performamce to some exteent 
(Herschel, et al.,2001; Van Grinsven & Visser, 2011). Yet until the acquired and converted 
knowledge is effectively applied to take actions (de Carvalho, 2001) and performing routine tasks, 
problem solving and new venture creations (Chang & Chuang, 2011; Chen et al., 2009) it is not 
possible to effectively attain superior performance.
Additionally, the interactive impact of KIC in linking KMPC to OP was also supported strongly 
for KA and OP, while the moderating impact was weaker for KAP, KC and OP relationships in 
context of banking sector of Pakistan. It means that in presence of KIC employees have beliefs, 
shared norms, attitude and values facilitates knowledge acquiring and sharing environment 
(Hauschild et al., 2001) that creates positive organizational performance (Intezari et al., 2017). For 
KAP and KC some other kind of cultures i.e.   Control cultures, result, job and profession oriented 
cultures (Chang & Lin, 2015);knowledge sharing culture (Aslam et al., 2016) can possibly play 
more amplifying impact that opens new avenues for future research studies. The role of KAP and 
KC with OP can also be investigated by examining the moderating impact of KIC in other business 
sectors that might offer different results. 

Conclusion and Implications:
The study concludes that KMPCs, acquisition of knowledge, conversion of knowledge and 
specifically the application of knowledge are main predictors of organizational success in banking 
sector of Pakistan. The results also reveal that KIC strongly amplifies the link of KA and OP while 
increasing it to some extent for KAP and KC. 
Theoretically, the present research has added to KM literature by offering empirical evidence of 
moldering impact of KIC in fostering organizational performance by KMPC in addition to the 
direct link of KMPC and OP. Practically, it has shed light on the potential benefits of KMPC for 
banking sector, such as the management of banks should strongly focus on application of 
knowledge for  taking actions, performing routine tasks, problem solving and innovations along 
with taking actions of creating KIC for knowledge acquiring, sharing and application to reap 
benefits of KMPC.
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Limitations and Future Research:

The research results are bound by limitations of cross-sectional data collection and use 
of single instrument that can cause causality and common bias variance. Only one 
moderating mechanism was tested i.e. KIC. Additionally, only subjective performance 
was measured and the focus was on banking industry in Pakistan beyond which the 
findings cannot be generalized.  For future the researchers can collect data at multiple 
points and use multiple methods of data collection. Objective performance can be 
measured by ROE, ROI & ROA for more robust results. The study can be replicated in 
other sectors and geographical settings. Other forms of organizational cultures i.e. 
Control cultures, result, job and profession oriented cultures, knowledge sharing 
cultures etc can be tested as possible moderators. 
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INVESTIGATING THE PERFORMANCE OF ISLAMIC 
MUTUAL FUNDS: 

EVIDENCE FROM AN EMERGING ECONOMY
1 2 3

Abdul Rafay  Usman Javed Gilani  and Muhammad Adnan Izhar

ABSTRACT

The objective of the paper is to study the performance of Islamic mutual funds by 
comparing their volatility with KSE-30 index of Pakistan Stock Exchange. For 
empirical analysis and to study the volatility behavior of KMI-30 index and KSE-30 
indexed mutual funds ARCH/GARCH models are used. Factors that are considered for 
comparison of performance include Return, Volatility, Net Asset Value (NAV), KMI-30 
Index and KSE-30 Index. Our results show that returns and volatility of Islamic mutual 
funds are consistent with the performance of conventional mutual funds. Furthermore 
our investigation shows that the volatility of Islamic mutual funds plays a little role in 
determining their performance, however opposite is true for conventional mutual funds. 
This study is important for investors in Pakistan because it can help them to diversify 
their investment by selecting suitable portfolios.

Keywords: ARCH, GARCH, KSE, mutual funds, Shariah, NAV, KMI-30, KSE-30

INTRODUCTION

Individuals invest in mutual funds as these funds offer them alternative investment 
opportunities. Investment in mutual funds is similar to investing in stocks, bonds and 
other monetary securities; the only difference is the management. Unlike private 
investors, investment in mutual funds is managed by fund managers. These fund 
Managers have expertise in asset management and have better and timely access to 
market information. This helps them to take better investment decision compared to 
individual investors. 

Islamic mutual funds strictly invest in accordance to Shariah principles. An Islamic 
mutual fund does not invest in stocks of companies engaged in alcohol, tobacco, 
gambling, pornography, pork processing, entertainment and all other such activities that 
violates Muslim ethical values in terms of usury or component of leverage in the equity 
structure (Ghoul and Karam, 2007; Hassan and Girard, 2011). The main reason is that 
investors choose to place their funds according to religious or ethical objectives.

The objective of the paper is to study the performance of Islamic mutual funds by 
comparing their volatility with KSE-30 index. For data normalization we selected only 
those funds which are listed in KMI-30 index. For empirical analysis and to study the 
volatility behavior of KMI-30 and KSE-30 index mutual funds ARCH/GARCH models 
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were used. Factors that are considered for comparison of performance include Return, 
Volatility, Net Asset Value (NAV), KMI-30 Index and KSE-30 Index. Data have been 
collected from Annual Reports of Islamic mutual funds and websites of mutual fund 
Association of Pakistan (MFAP) and Pakistan Stock Exchange. The data was 
statistically analyzed by STATA.

Following research questions are formulated for this study:

 Do Islamic mutual funds provide better return to its investors as compared to 
market?

 What is effect of NAV on Islamic mutual funds performance?

 What is effect of Volatility on Islamic mutual funds performance?

Hypotheses are formulated as below:

 H1: Islamic mutual funds provide better return to its investors as compared to 
market

 H2: NAV has an effect on the performance of Islamic mutual funds 

 H3: Volatility has an effect on the performance of Islamic mutual funds

 H4: Equity mutual funds are more volatile than market index

LITERATURE REVIEW

Islamic mutual funds got recognition when the world was knocked out by recession in 
2008. Now, Islamic mutual funds is considered as one of the rapidly growing sector in 
Islamic Finance. Around the globe, almost one third of the Islamic mutual funds are 
operated in Malaysia. Other destinations where Islamic mutual funds are gaining 
popularity include Middle Eastern countries, Pakistan, Indonesia and UK to name a few. 
During last many years performance of Islamic mutual funds is gaining immense 
attention of academicians and practitioners alike. Many of these funds perform well 
with progressive revenues, much greater than the standard benchmarks.

A large number of studies are conducted regarding the comparative performance of 
Islamic mutual funds and conventional mutual funds. Abderrezak (2008) found that 
Islamic mutual funds performed badly against their benchmarks. The researcher used 
monthly data for the period 1997-2002. He also found inefficient portfolio selection was 
the major reason of negligible difference in the performance of conventional mutual 
funds and Islamic mutual funds.

Hoepner, Rammal and Razec (2011) in their study of performance of Islamic mutual 
funds in 20 countries found that Islamic mutual funds working in Muslim countries 
population were not underperformed their equity market benchmarks. BinMahfouz and 
Hassan (2013) compared the performance of Dow Jones Islamic Market World Index 
and Dow Jones Islamic Market Sustainability Index and suggested that Shariah 
screening process does not lead to inferior performance. In another study by similar 
authors suggested that in Saudi Arabia the Islamic mutual funds performed at par with 
conventional funds (BinMahfouz and Hassan, 2012).

Abdullah, Hassan and Mohamad (2007) conducted the performance study of 
conventional mutual funds and Islamic mutual funds in Malaysia for the period 1992-
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2001. He found that during slow economic growth period, the Islamic mutual funds 
performed better than conventional mutual funds probably due to low risk profile. 
However opposite trend was witnessed in period of fast economic growth. Rubio, 
Hassan and Merdad (2012) used non-parametric analysis and found similar evidence 
while comparing the performance of Islamic mutual funds and conventional mutual 
funds. 

Alam and Rajjaque (2010) conducted the performance study of Islamic portfolios and 
conventional portfolios of S&P Europe 350 for the period 2007-2009. He found that due 
to lower leverage, Islamic portfolios underperformed when the equity market is upward. 
However Hayat and Kraeussl (2011) find that Islamic mutual funds performed poorly in 
either economic scenario. Merdad, Hassan and Alhenawi (2010) found positive returns 
of Islamic mutual funds during slow economic growth period.

The results of all of the above studies are not conclusive as to whether IMFs perform 
better or worse than conventional funds. Performance of Islamic mutual funds is heavily 
dependent on the benchmarks used for performance evaluation (Elfakhani, Hassan and 
Sidani (2007). Commonly used measures to judge the performance of Islamic mutual 
funds are security selection/timing abilities of fund managers and risk-return 
performance.

RESEARCH METHODOLOGY

This study emphasizes on equity-based mutual funds and the section consists of Islamic 
mutual funds. Five Islamic mutual funds are selected to check their performance as well 
as volatility. The volatility is compared with KMI-30 Index and KSE-30 Index using 
ARCH/GARCH. Returns distributed to mutual fund holders are calculated for the 
period 2008-2013. As a market benchmark, the returns on the KMI-30 Index and KSE-
30 Index are used as proxy for the returns on the market portfolio.

Returns of mutual funds are calculated as follows:

or

Where

Rp = return of a portfolio;

NAVt = Net Asset Value;

NAVt_1 = Net Asset Value one period before; 

ARCH MODEL

Curve model was created by Robert Engle in 1982 (Engle, 1982). Curve remains for 
Autoregressive Conditional Hetroskedasticity. Curve model is a standard to model the 
unpredictability of a given arrangement. Curve model is mix of two parts one segment is 
AR terms known as auto-backward terms and the other segment is contingent 
hetroskedasticity terms. Through ARCH model, fluctuation of a given time 
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arrangement is demonstrated regarding past data with different exogenous variables. 
The ARCH mathematical statement has zero mean, with non-consistent fluctuations 
that are serially uncorrelated and it is restrictive on the past information. 

GARCH MODEL

Conditional heteroskedasticity identifies non-constant volatility when future periods of 
high and low volatility cannot be identified. In finance, conditional heteroskedasticity 
often is found in the prices of stocks and bonds. The level of volatility of these equities 
cannot be predicted over any period of time. Generalized Autoregressive Conditional 
Hetroskedasticity model is the altered manifestation of ARCH model. Curve and 
GARCH are utilized to test homoscedasticity that states that the fluctuation of 
aggravation term is consistent. Time arrangement information shows instability 
bunching, accordingly, ARCH and GARCH model are utilized to test such claims. As 
we realize that if changes of blunder terms change or are not equivalent at distinctive 
focuses then such failures are said to be experiencing the issue known as 
heteroskedasticity. In the event of Hetroskedasticity, certainty interim and standard 
lapse are decided through ordinary methodology that give false feeling of exactness on 
the grounds that the standard slip and trust interim would be excessively limited. Instead 
of treating such trademark as issue to even out, the ARCH and GARCH models utilized 
heteroskedasticity issue to model the difference. Because of this, forecast might be set 
aside a few minutes arrangement information and inadequacies of slightest square are 
additionally revised (Bollerslev, 1986).

In this comparison σ2t is known as restrictive difference. This restrictive variety is 
particularly consolidation of three parts. ω is consistent term in the comparison, ε2t-
1identifying with unpredictability measured as slack of leftover when squared from the 
mean mathematical statement. It is otherwise called ARCH term and the third is σ2t-1 is 
difference of last period.

In this equation σ2t is known as conditional variance. This conditional variation is 
specifically combination of three components. ω represent to constant term in the 
equation, ε2t-1 relating to volatility measured as lag of residual when squared from the 
mean equation. It is also known as ARCH term and the third is σ2t-1 is variance of last 
period which is in the form of geometrically distributed lag model.

RESULTS

As far as this study is concerned we tried to explain the performance of Islamic mutual 
funds. To calculate the market returns KMI-30 Index and KSE-30 index closing values 
are used. For volatility analysis data of daily annual returns through NAVs is used.  First 
we calculated returns of funds by using NAV and then by using these returns 
ARCH/GARCH is applied to check the volatility of each Islamic mutual fund.
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Table 1: Results of Islamic mutual funds

Table 2: Results of Indexes

Graph 1 - KMI-30 Index

Graph 2 - KSE-30 Index

Abdul Rafay et al.

Mutual funds

 
Const.

 
ARCH L1

 
GARCH L1

 
P-value

Al Ameen Shariah
 

stock fund
 

-.0075667
 

.1195628
 

.7697256
 

0.000

Al Meezan mutual fund -.0135038 .2954488  -.6056567  0.000

Atlas Islamic stock fund -.001738 .2754322  -.4279061  0.001

JS Islamic fund
 

-.0217137
 

.4560046
 

-.426906
 

0.000

Meezan Islamic fund -.0190569 .4009105 -.5318396 0.000

Index Const.
 

ARCH L1
 

GARCH L1
 

P-value
KMI-30 -.0478062 .1187104  -.678603  0.000

KSE-30 -.037366 .5444924  -.0247152  0.000
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Graph 3 - Al Ameen Shariah stock fund         Graph 4 - Al Meezan mutual fund

Graph 5 - Atlas Islamic stock fund                  Graph 6 - JS Islamic fund

Graph 7 - Meezan Islamic fund

Graph 1 and Graph 2 represent the market index which is taken as a benchmark. KMI-30 
Index is taken as a market benchmark for the Islamic mutual fund while the KSE-30 
Index is taken as a cross benchmark for Islamic mutual funds. Graph 3-7 show the 
volatility of equity mutual funds.

2Al Ameen Shariah stock fund  σ t = -.0075667 + 0.7697256 = 0.7621589
2Al Meezan mutual fund  σ t = -.0135038 + -0.6056567 = -0.6191647
2Atlas Islamic stock fund  σ t = -.001738 + -0.4279061 = -0.4296441

2JS Islamic fund  σ t = -.0217137 + -0.426906 = -0.4486197
2Meezan Islamic fund  σ t = -.0190569 + -0.5318396 = -0.5508965

2KMI-30 Index σ t = -.0478062 + -.678603 = -0.7264092
2KSE-30 Index σ t =  -.037366 + -.0247152 = -0.0620812
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The instability is resolved from fluctuation mathematical statement coefficient. The P 
worth is short of what 5% huge level and it implies that ARCH impact exists in the 
information. As we realize that ARCH impact exists in the information thus GARCH 
(1,1) test has been used. The result in GARCH mathematical statement is additionally 
inferred from mean comparison. Change comparison has P-value 0.000 that shows the 
vicinity of unpredictability bunching. In this manner unpredictability of one period is 
not the same as the other period. Along these lines, contingent on results, the invalid 
theory could be rejected. Despite the fact that it is clear from the P- esteem that GARCH 
impact additionally exist in the information yet level of unpredictability is resolved 
from coefficients of fluctuation mathematical statement that are (w + α). The ARCH 
impact exists in the information in light of the fact that as per results P quality is at 
critical level that is 0.000. The GARCH impact additionally exists in the information at 
5% level of P estimation of centrality. It implies that there is unstable grouping. 

CONCLUDING REMARKS

During last many years performance of Islamic mutual funds is gaining immense 
attention of academicians and practitioners alike. Many of them perform well with 
progressive revenues, much greater than the standard benchmarks. In this study, 
instability and execution is measured amongst KMI-30 Index and KSE-30 Index. Our 
results show that returns and volatility of Islamic mutual funds are consistent with the 
performance of conventional mutual funds. Furthermore our investigation shows that 
the volatility of Islamic mutual funds plays a little role in determining their 
performance, however opposite is true for traditional funds.
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MACRO ECONOMY AND CAPITAL STRUCTURE DECISION 
IN PAKISTANI INSURANCE SECTOR

1
Dr. Shams-Ur-Rahman  

ABSTRACT

An optimal Capital Structure is the fundamental decision for any business management 
for wealth maximization of the shareholders and economic development.  This study is 
designed to analyze important determinants of Capital Structure in insurance industry 
of Pakistan. The firm related characteristics (liquidity, profitability, tangibility and 
business risk,) and macroeconomic variables (Inflation rate and GDP rate ) have been 
studied. The secondary data for 41 insurance companies life-insurance, non-life 
insurance and takaful (Islamic) sector have used for the period 2001-2015. The 
Hausman's specification and Breusch, and Pagan Lagrange Multiplier Test have select 
fixed effect and pooled regression models for the study. The findings of the study has 
revealed that profitability, liquidity and business risk are significant but inversely 
associated to debt ratio in both estimation technique i.e. fixed effect and random effect 
model. The negative relationship of debt ratio and profitability and liquidity support 
pecking order predication, while the inverse association of  financing policy and 
earning volatility support both trade off and pecking order theory. However, tangibility 
is positive and significantly associated to capital structure in both models. Inflation rate 
is significant and positive in pooled model but insignificant in fixed effect model, while 
GDP are insignificant factor of Leverage. The financial manager  should be more 
careful to make Capital structure decision in insurance sector of Pakistan by focusing 
firm level factors like liquidity, profitability, tangibility, business risk and country level 
factor i.e., inflation rate. The management of insurance sector might not incline the debt 
ratio because the profitability will decease and volatility in earnings would also be 
diminished. Moreover, the management of insurance sector can incline the debt portion 
as the tangibility of the firm enhanced.. The results and relationship support the 
predication of pecking order and trade off theory of Capital Structure. According to the 
best knowledge of the author this is the first study in the insurance sector that has 
consider both firm specific and exogenous factors that affect capital structure decision 
and also used most appropriate models of panel data fixed effect and random effect.

Key words: Capital Structure, Determinants, Insurance Sector, Pecking Order 
  Theory, Trade Off Theory.

INTRODUCTION

The financing policy of a firm is a fundamental decision for the management and it has a 
diverse impact on the other various core decisions. In addition, the subject of Capital 
Structure is become a highly debatable topic in the field of finance after the pioneer 
study of Modigliani and Miller in 1958. The mix of debt and equity is irrelevant to the 
value of the firm with the presence of few key assumptions. After the relaxation of the 
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aforementioned assumption, Modigliani Miller (1963), offer another theory that the 
portion of debt and equity affect the value of the firm. Thus, the Capital Structure 
reflects the idea that how a firm could establish its composition of capital or total assets 
with the assistance of issuing equity, debt and hybrid instrument. Such firms used 
different sources to raise funds for the continuation of overall process by purchasing 
plant assets as well as liquid assets. The Capital Structure concept has been discussed in 
a large number of theories, which provide clear evidence in support of such theories 
(Casser and Holmes, 2003). The Capital Structure Decision is of prime importance for 
any business venture that aims to meet the needs of primary and secondary stake 
holders. It is obvious that any country, business is considered as a parameter for its 
economic growth and stability, because business venture creates employment and 
prosperity. So, it is important to investigate the required return of financial decision. In 
this way, the diverse policies are developed to raise fund from different sources; for this 
purpose. Hear question arises, whether these firms follow, which type of Capital 
Structure Theory. The Capital Structure Decision may vary in different industries, 
according to their size. The smaller firms would require such type of Capital Structure 
for perceiving uncertainties that are caused by agency cost. The empirical research 
studies advocate a mounting concern in financial management practices among 
business ventures in emerging market in less developed countries. Wald (1999) 
elaborates the developed economies such as U.S., German and U.K and their value of 
different parameters of Capital Structure. Therefore, Capital Structure Management is 
prerequisite, if cost of capital has an impact on financing decision (Keown et al., 2005).  
In this way, rich literature is available in the field of corporate finance and particularly in 
the area of capital structure in developed and developing nation such as  Titman and 
Wessels (1988); Frank & Goyal (2009)  for US; Rajan and Zingales, (1995) for G-7, 
Vivani (2008) for France and Kozak (2011), Boot et al. (2001), De Jong, Kabir, and 
Nguyen, (2008), Ali (2011), and Memon et al. (2015), in  various sector of financial and 
non financial sector around the world. However, Ahmed et al. (2010) Naveed et al. 
(2010) and Rahman et al. (2014), particularly focus insurance sector in Pakistan by 
considering micro level factors, while Rahman and kakakhel (2016) have taken internal 
factor along with inflation rate as macroeconomic factor by leaving the other exogenous 
factors( GDP, tax rate etc) for further studies. Thus, the current study is aimed to satisfy 
the literature gap to some extent by evaluating the influence of capital structure decision 
on firm specific and macroeconomic factors in Insurance sector of Pakistan.

Statement of the Problem 

Financing decision plays a crucial role in the making of other core decisions in the 
interest of firms and shareholders. Moreover, many firm level and systematic factors 
that affect the management decision in the way of creating optimal structure that incline 
the wealth of shareholders and decrease the overall cost of the firm. The current study 
investigates Capital structure decision affects on firm specific and macroeconomic 
factors in Insurance Sector of Pakistan.

Objective of the study

1. To evaluate the relationship of capital structure with firm specific factors (e.g.; 
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 Profitability, Liquidity, Business Risk, and Tangibility) in Insurance Sector of 
 Pakistan.

2. To examine the association of capital structure decision on country level 
 variables (e.g.; Inflation rate and GDP) in Insurance industry of Pakistan.

3. To investigate the prevailing theory of capital structure in insurance sector of 
 Pakistan. 

LITERATURE REVIEW

Myers (1984), describes the Pecking Order Theory concerning to the firms first priority, 
which is to raise capital through internal financing, while balance between bankruptcy 
cost second rankings should be considered the tax shield. When firms depict strong 
financial position and best performance, then these firms opt retain earning for raising 
funds. Those firms predicate less profitable use less debts. Hence, performance of the 
firms and debt is inversely related. On the other side, Antoniou et al. (2008) and Haron 
and Ibrahim (2012) find the negative relationship of debt and inflation rate.

Fischer et al. (1989), study give empirically outcomes about the financing mix and 
profitability. Thus, the inverse relationship is found between profitability of a firm and 
Capital Structure. However, the researcher calculates that the steady upshot of Pecking 
Order Theory in distinction to the Trade off Theory. Conversely, this relation shows the 
undemanding linkage between firm performance and Capitals Structure. Practically, all 
the firms adopt such a policy that high return earning firms might retire their debt and   
uphold leverage near to inferior verge. When firm find huge losses, companies have 
high debt and next to higher boundaries. Consequently, the profitability shows the 
growth phase of the company. Prior research studies are evidenced that profitable firms 
can reduce the percentage of leverage as compared to less profitable firms. Hence, the 
results become in contrast of Static Trade-off Theory and debt depends undirected to 
performance.

Myers (2001), identifies various assumptions to demonstrate three theories of Capital 
Structure. Eldomiaty and Ismail (2009) explore logic arguments that business situations 
are vibrant which caused change in the theories of Capital Structure, for instance, firm 
issue debt when taxes rate are high and get tax shield (TOT). On the other hand, Internal 
financing i.e. retained earnings are used when debts become less prominent (POT). If 
firm predicates low equity risk in market then firms finance their project with internal 
fund (Market timing). Hence, the Capital Structure influences many country factor 
(economic factor) such as Gross Domestic Product (GDP), Growth, Inflation Rate, 
Interest Rate, Capital Market Development, and situational factors.

Shah and khan (2007), analyze none-financial firms for the study period of 1994-2002, 
by using pooled regression and fixed effect model for number of industries. In addition, 
tangibility and profitability is significant and positively related to leverage. The size is 
insignificant determinants of Leverage however; growth is negative and significantly 
associated to Capital Structure. Hence, tangibility supports trade-off theory and growth 
rate is consistent with Agency cost theory. On the other hand, profitability confirms 
pecking order theory of Capital Structure.

Naveed et al. (2010), un-fold a study about life insurance sector of Pakistan, that 
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that liquidity and leverage have inverse relationship. It means that when liquidity 
enhances, then leverage decreases, and 'vice versa'. On the other hand, Ahmad et al. 
(2010), explore the idea about the determinants of Capital Structure of insurance 
industry in Pakistan. The study concludes that liquidity size, profitability and risk are 
decisive parameters for life insurance companies while determining Capital Structure. 
Thus, this industry adapts Pecking Order Trend in provision of liquidity, profitability 
and age, hence, age is inversely related with debt. The size displays, direct association 
with leveraged and result steady regarding Trade-Off Theory; further leverage has 
insignificant association with growth and tangibility of the asset.

Mbugua (2010), applies regression analysis in his study on Pecking Order theory and 
Static Trade Off theory; which reveals a positive relationship between debt and internal 
funds. Moreover, this study supports Pecking Order Theory with some extent; however, 
internal funds deficiency is significant in explaining debt variations in line with Static 
Trade off Theory.

Ali (2011), scrutinizes Capital Structure of nonfinancial Pakistani firms from 2003 to 
2008 by using fixed effect and pooled model. The estimation techniques show that 
profitability, tangibility, size, growth, dividend and inflation rate are significant 
coefficients for Capital Structure. Furthermore, tangibility, size, inflation rate, growth   
and dividend are positively related to debt. In contrast, inverse relationship is found 
between profitability and Capital Structure. Thus, the results are confirms pecking order 
theory, trade-off theory and market timing theory.

Rahman et al. (2014), show significant determinants of Capital Structure in life 
insurance sector for the study period of 2007 to 2013 by employing multiple regression 
model. The regression model concludes that profitability, risk, liquidity, size and age of 
the firm are the prominent determinants of Capital Structure in life insurance sector of 
Pakistan. Moreover, profitability, liquidity, and age of the firm are significant and 
inversely related to Leverage while, risk and size are positively related to Capital 
Structure.

Memon et al.(2015), investigates firm characteristic and external factors of debt level of 
non-financial firms in Pakistan  over the period 2001-2012 by using pooled OLS and 
Fixed effect regression technique with various proxies of debt. The estimators conclude 
that tangibility, size, and profitability of the firm are significant parameters of leverage 
across different proxies. In addition, fixed effect model measure that inflation rate and 
interest rate are significant variables of capital structure thus, the calculated results are 
consistent with Pecking order theory and Trade-off theory.

Rahman and kakakhel (2016), study  micro and country-level factors that affects the 
financing decision of insurance industry in Pakistan during the study period of 1999 to 
2013. The research uses two econometric models like fixed effect and pooled model on 
the bases of diagnostic test Housman specification and Breusch, and Pagan Lagrange 
Multiplier Test. The study shows that profitability (ROA) and volatility of income are 
negative but statically significantly associated to debt ration across both estimation 
techniques which support pecking order theory. Moreover, tangibility of assets and 
inflation rate are positive and significantly related to financing policy by supporting 
trade off theory. Additionally, inflation rate is significant on Pooled OLS while 
insignificant fixed effect model. However, growth is not significant factor of capital 
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structure decision in insurance sector.

Table 1: Variables, Expected Sign and Theory Support 

Sources: in the light of prior literature review

D=Dependent, E= Explanatory, P=Pecking Order theory, T=Trade off theory, 
N=Negative, P=Positive 

RESEARCH METHODOLOGY

Fifty life and non life insurance companies have been providing services in Pakistan. 
Therefore, forty one companies have been taken as a convenient sampling due to the 
availability of financial data. In addition, few firms have not fallen into the category to 
fulfill the total time period thus, 36 firms financial data has been extracted from 2001 to 
2015, while three companies data has taken from 2007 to 2015 and two firms data from 
2009 to 2015. The financial data has taken from the website of state bank of Pakistan 
however macroeconomic data has been taken from World Bank.

METHOD AND MODEL

Following Booth et al. (2001), Shah & Khan (2007),  Ali (2011), Rahman and Kakakhel 
(2016), the study is using panel data by considering both time series and cross section 
feature. Therefore, two tests have been used for the selection of most reliable models. 
Hausman specification model has used, which select fixed effect model between fixed 
effect and random effect. However, brush pagan langrage multiplier test has been 
executed, which choose pooled OLS model for the panel data.

Lvit = β0 + β1Liqit + β2 Probit + β3Tang + β4 B.rit + β5 Infit  ++ β6GDP+ εit.---------(1)

LVit = β0i + β1Liqit + β2 Probit + β3Tang + β4 B.rit + β5 Infit  ++ β6GDP+ εit.-------(2)

Table2: Diagnostic Testing and Models Specification

Dr. Shams-Ur-Rahman

Variables Type of variable Theory support Expected Relationship

Leverage D

   

Protability E

 
P

 
N

 

Volatility E P, T  N  

Liquidity E P  N  
Tangibility E

 
T

 
P

 
Ination rate E

 

T

 

N

 GDP rate E T P

Test normality Data Shapiro-Wilk test
(P-value is greater than 0.05) shows that the 

distribution is normal.

Heteroskedasticity 
Test

 

 
Breusch-Pagan / Cook-

Weisberg test

 
“The result is found P-value is 0.5516, which is 
greater than 0.05, therefore, this model does not 

face any heteroskedasticity problem”.

Testing for 
Multicollinearity
 

 

 Variance Ination 
Factor (VIF) and 
Tolerance (TOL)

 
“Value of VIF is less than 10 and tolerance 

(1/TOL) is less than 1 indicates that  the data is 
free of multicollinearity” 
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Sources: Output of STATA and SPSS software for various tests.

Table 3: Pearson correlation analysis

Stata output software, data collected from website of state bank of Pakistan and 
world bank

The Pearson correlation analysis shows the relationship of two variables wither positive 
or negative therefore, leverage is negative related to liquidity of the firm, profitability 
and business risk while the relationship of tangibility, inflation and GDP are positive. In 
the above table correlation coefficient are ranging from -1.00 to +1.00 shows perfect 
correlation however there is no perfect correlation which cause multicollineraty 
problem i.e., all the value are less than 0.09 which is suitable value, do not cause serious 
problem.

 Table 4: Result of Fixed Effect Model 
Regression Model 1(Leverage)

Macro Economy And Capital Structure Decision.

Model Specication 
between Fixed effects 
and Random effects

 

 
 
 

Hausman specication 
test

 

“The Hausman’s specication test presents 
signicant results  because the model has the value 
of p=0.0000 (P<0.05), then it is more suitable to 

employ xed effects model instead of the random 
effects model”

Model specication 
between Random

effects and
Pooled OLS

Breusch-Pagan 
LaGrange Multiplier 

(LM) test

“The insignicant result (Prob>chi2=0.1320) 

conforms pooled regression model for the study”

 

Lev Lqt prof Tang Br Inf.r GDP

Lev 1.0000

     

Lqt -0.3545
 

1.0000
    

Prof -0.5453
 

-0.223
 

1.0000
   

Tang 0.3843 0.46535 -0.5637  1.0000   
Br -0.3845 -0.3535 0.4343  0.4485  1.0000  
Inf.r 0.1745

 
0.0645

 
-0.07483

 
0.2473

 
0.0543

 
1.0000

GDP 0.1897 0.3483 -0.36438 0.0543 -0.4343 -0.3243 1.0000

Variables Coefficient Std. Err. T P. Value

Liquidity -0.121120 0. .0060627 -3.186 0.004**

Profitability

 

0.148783

 

0.049864

 

-4.141

 

0.000*

Tangibility 0.174853

 

0.089752

 

2.786

 

0.000*

Business Risk

 

-0.11694

 

0.0794922

 

-2.435

 

0.000*

Infla�on 0.004592
 

0.0385245
 
0.095

 
0.009

GDP 0.045830
 

0.0473485
 
0.006

 
0.542

Constant 0.11235 0.823456  2.137  0.012

Total Number of Groups 41  
Number of Observa�on 540  
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Sources: Stata software outputs of Financial and Economic data from  Financial 
Statements of  insurance companies , State Bank of Pakistan and World Bank during the 
year (2001-2015)

RESULTS

The value of R-square is called coefficient of determination, which shows that how 
dependent variables like capital structure is explained by the explanatory variables. The 
results of table 4.2 shows that profitability, liquidity and business risk are negative but 
significantly associated to Leverage of insurance sector, however tangibility are 
positive and significantly related to debt ratio while inflation and GDP are non 
significant factor of leverage in Pakistani insurance sector.

Table 5: Pooled Regression Model
Regression Mode 2 (Leverage)

Sources: Stata software output of financial and Economic data from insurance companies of 
financial statement, State Bank of Pakistan  and  World Bank during the  period of  (2001-2015).

Table 4.3 shows that internal variables like liquidity, profitability, tangibility and business risk and 
macroeconomic factor eg.; inflation are significantly associated to debt ratio, however liquidity, 
profitability and business risk are negative but significantly linkage to financing behavior while 
tangibility and inflation rate are positively and significantly related to debt ratio.

DISCUSSION

Liquidity 

 Fixed Effect Model

There is significant and indirect association of liquidity and Leverage found in the study (see table 
4.2).
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Variables Coefficient Std.Err. T P. Value

Liquidity -0.1865

 

0.031212

 

-6.04

 

0.000*

Profitability 0.13585

 

0.038494

 

5.75

 

0.000*

Tangibility 0.28485

 
0.039755

 
5.24

 
0.002**

Business Risk

 
-0.21546

 
0.054866

 
-4.77

 
0.000*

Infla�on 0.08576
 

0.04875
 
2.546

 
0.000*

GDP 0.00558 0.05637  0.012  0.102

Constant -0.18342 0.16574  -3.67  0.002

Number of Observa�on

 
540

 Number of variables

                                              

9

 
R-Squared 0.431

Adjusted R 0.412

  Observa�on per Group:                    Min.   = 6
 

Max.  = 15
 
Avg.   = 13.2

 
R-Squared 0.72

 Adjusted R 0.69

 F-Sta�s�c 15.637
Prob>F 0.000
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 Pooled Regression Model

There is a significant and negative relationship of liquidity and Leverage in insurance 
industry of Pakistan (see table 4.3).

The researcher concludes from the above tables 4 and 5 that liquidity of the firm has 
statistically significant effect on the insurance industry of Pakistan. The top 
management could consider the liquidity while making decision about the Capital 
Structure. The inverse and significant relationship of liquidity and debt ratio also 
support the Pecking order theory of Myers (1984). The insurance industry of Pakistan 
prefers internal financing as compared to external financing. If the internal funds are not 
sufficient to meet the needs of the firm, then firms go for external source, which is also 
suggested by Myers (1977). In developing countries external financing is very 
expensive as compared to internal funds generation. Therefore, Naveed et al.  (2010), 
Rahman et al. (2014); Ahmad and Shabir (2014), also support the same relationship of 
liquidity and Leverage in the context of Pakistani insurance industry. The negative 
relationship of liquidity and leverage supports Pecking Order Theory. This theory is also 
prevailing in the firms belongs from developed and developing economies mentioned 
by Myers (1984).

Profitability

 Pooled Regression Model

There is inverse and significant relationship between   Profitability and leverage of the 
insurance industry of Pakistan.

 Fixed Effect Model

There is a negative and significant relationship between Return on Assets and Capital 
Structure in the insurance industry of Pakistan.

The tables such as 4 and 5 displays that profitability and Capital Structure are significant 
and inversely related, because both of the models fixed effect and pooled regression 
model give statistical significant and inverse relationship of leverage and performance 
of the insurance industry.  The results clarify that top management will take optimal 
decision about debt portion because high percentage of loans can decline the 
profitability of the firm which further diminish the market share. The policy holders are 
interested to get high rewards therefore this decision is very crucial for insurance sector 
particularly.  These research studies support the negative relationship of profitability 
and capital structure Myers (1984), Naveed et al. (2010),Ali (2011), Rahman et al. 
(2014),Rahman and kakakhel(2016). Moreover, the aforementioned studies are 
supporting Pecking order theory.

Tangibility

 Fixed effect Model

There is positive and statistically significant relationship between tangibility and capital 
structure of insurance industry of Pakistan.

 Pooled Model 

There is negative and significant relationship between tangibility and leverage 
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The result of Fixed Effect and Pooled OLS show the relationship of tangibility and 
Capital Structure positive and significant. When tangibility of assets is increased it also 
inclined the leverage level of the insurance industry. Moreover, the tangible of assets 
enhance the debt percentage of the firm because management required huge fund for 
capital budgeting decision and it cannot be meet without borrowing. The top 
management is very careful while selecting such project, which requires huge 
financing. The weighted average cost of capital is also evaluated because rate of return 
should be fulfilled both fixed and variable cost. The consistent positive cash flow can 
give better results for the management because the top-management pays to all 
stakeholders and creates revenue for the firm. The prior studies provide empirical result, 
which has positive in association between debt and asset level. Therefore, firms having 
strong position in tangible assets would tend to raise greater portion of debt (Myers, 
1984 ). Shah and Khan (2007),Rahman and kakakhel (2016). These studies support 
positive and significant relationship of debt ratio and tangibility of assets which is in line 
with Trade off theory. On the other hand, Naveed et al. (2010)  finds insignificant 
association between debt ratio and tangibility of the insurance sector in Pakistan.

Business risk

 Fixed effect Model

There is negative and statistically significant relationship between debt and business 
risk. 

 Pooled Model

There is inversely and significant association between business risk and leverage.

The researcher concludes from the above table of 4 and 5 that Business risk has 
significantly and inversely effect on Capital Structure Decision. This is earning 
volatility in the operation of business or inefficiency of the management practices. It is  
the proxy for the  financial distress and firm have to pay the risk premium to 
stakeholders Moreover, to minimize the cost of capital, the insurance companies use 
internal fund to fulfill overall cost of the firm. If the retain earnings are not too much to 
meet need of the firm then it goes for external source (Myer, 1977). This connection 
clarifies that earning volatility or business risks are negatively related. The greater 
bankruptcy and agency cost reflects less use of debt in the Book value of capital 
structure.  Inconsistent operating income enhances chance of default thus such firms are 
not heavily depending on external source. Both of the theories Pecking order theory and 
trade-off theory support this relationship support the negative association of debt ratio 
and business risk.  In Pakistani context, Naveed ahmad (2010),  Ahmad and Shabir 
(2014) and Rahman et al. (2014) find  significant and negative determinant of capital 
structure in Pakistani insurance sector.

Inflation rate

 Fixed Effect Model

There is a positive and statistically insignificant results between debt ratio and inflation 
rate (see table 4.2)

 Poled Model
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There is a positive and significant association between debt and inflation rate in  t h e  
study period of 2001-2015 (see table 4.3)

The researcher concludes from the table 4.2 and that there is positive and insignificant 
relationship of inflation and Leverage. On the other hand, table 4.3 depicts positive and 
significant association of inflation and Capital Structure. The high rate of inflation in 
Pakistan forces Insurance sector to raise more debt than equity finance for the operation. 
This finding is consistent with the Trade-Off Theory. Antoniou et al. (2008) and Haron 
and Ibrahim (2012) find the negative relationship of debt and inflation rate. Moreover, 
inclination of the inflation is positively relates to the leverage, therefore the high rate of 
inflation cause rise in cost and firms change the financing decision. Inflation has a 
strong relationship with leverage because in developing countries mostly debt is taken 
as short term (Booth et al. 2001). Hence, any variation in inflation may cause cost of the 
debt in countries such as Pakistan and other developing countries. However, the relation 
has found significantly positive between inflation rate and Capital Structure by Rahman 
and kakakhel(2016) in Pooled regression and insignificant result has been found in 
fixed effect model in insurance sector of Pakistan.

GDP rate

 Fixed Effect Model

There is also insignificant association between GDP rate and Leverage in the study (see 
table 4.2 )

 Pooled Model

Insignificant but positive relationship is found between GDP rate and debt ratio in the 
insurance industry of Pakistan (see table 4.3)

The researcher concludes from the result of Fixed Effect model, there is insignificant 
but positive association is found between debt ratio and GDP growth rate. However, 
Constant Coefficient Model that there is insignificant but negative relationship between 
GDP and debt ratio. The relationship of Fixed Effect is prominent because the Fixed 
Effect Model is best model to explain the Panel Data in this study. Memon (2015) in 
Pakistan also supports the same insignificant result of GDP and Capital structure. 

CONCLUSION

 The Capital Structure Decision is of prime importance for any business venture that 
aims to maximize the wealth of diverse shareholders. Capital Structure Decision is one 
among three core theories like Pecking order and Trade off and agency cost theory in 
strategic financial Management.  In this way, independent variables of this study are 
selected on the bases of aforementioned theories as well as the findings of other 
empirical studies. For this purpose, empirical data has been extracted from a number of 
website notably, Audited Financial Statements, State Bank of Pakistan and World Bank.  
The study is designed to evaluate the determinants of firm-level factors (liquidity, 
profitability, tangibility, business risk) and macroeconomic factors (Inflation rate and 
GDP growth rate) of Capital Structure Decision in Pakistani Insurance Industry. The 
researcher uses stata software 12, for the empirical analysis. Therefore, Hausman test 
and Breusch, and Pagan Lagrange Multiplier test select Fixed Effect and Pooled
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Regression Model for the study. The findings of the study have revealed that liquidity, 
profitability and business risk, are negative but significantly related to debt ratio, while   
tangibility are positively and significantly associated to capital structure across both 
models. Moreover, Inflation rate is significant factors of Capital Structure Decision in 
pooled regression model but insignificant determinants in fixed effect model. GDP is 
not significant factor of financing behavior in insurance sector. Use of firms fixed effect 
model also increases the illustrative power of the model signifying that individual firms' 
heterogeneity issues influential to the leverage. Hence, the relationship of the variables 
supports Pecking-Order theory and Trade-Off theory of Capital structure. Future studies 
should be considers other macroeconomic factors like Tax rate, interest rate, Corruption 
index, while for capital structure short term debt formula could be used. Generalized 
Method of Moments (GMM) estimation technique could be used for the optimal capital 
structure in insurance sector. 
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ABSTRACT

The varieties in the financial services sector have provided the individual investor with 
a lot of opportunities to invest. Savings are the words that any investment advisor will 
use. Savings are the difference between the amount investor earns and the amount 
investor spends. One reason could be that there are certain materials aims that they 
want to save for. Pakistani investor's behavior has been changing strategy in the post- 
economic reforms era in investment activity, preferences in selecting various financial 
instruments, evaluating and in analyzing the investment avenues. The objective of the 
study was to understand investment pattern among the investors of Peshawar 
(Pakistan). The data was collected through structured questionnaire distributed to 770 
peoples from different Socio Economic Classes in Peshawar. A significance difference 
was found in safer investment and riskier investment ways. Analysis has been done 
through One Way ANOVA. It was calculated that the most preferred investment options 
are Insurance and bank deposits as more customers' basis their investment decision on 
safety of investment. Most of the factors influencing investment decisions were high 
returns, tax benefit and safety. These results indicate that majority of investors in 
Peshawar are risk averse. Further studies should investigate the risk tolerance and 
investment avenues with moderating role of financial literacy.

Keywords: Investment Pattern, Investment Objectives, Guiding Factors,  
  Sources of Information

INTRODUCTION

Individual savings and investment pattern plays important role in any economy because 
it is a major part of resource market. In the recent past change has been observed in the 
strategies of service sector in Pakistan. Increase in purchasing power and the demand for 
a large variety of products by the consumer. The financing markets offer new and greater 
chances to investors. To exploit expanding market, companies are developing effective 
marketing and advertising strategies based on their study and knowing of the behavior 
of investors (Chandra, 2008). There are surely significant differences in the behavior of 
the rural consumers from the stand point of product development, pricing policies, 
distribution, and after-sales service, which create differences in requirements for 
marketing strategies in rural Pakistan.  In recent times, there has been a preoccupation 
among financial institutions with customer retention and relationship marketing 
compulsorily understanding the behavior of consumers after the first purchase made
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(Doumpos, Zopounidis, & Pardalos, 2012). F or financial institutions to retain their 
customers it is very necessary to satisfy their customers demand of investment returns, 
investment safety, inflation recovery and all those factors that which for individual 
makes investment specifically the financial institutions should focus the investment 
objectives of individual if these objectives are fulfilled the customers will become 
satisfied and representative of the concern financial institutions (Abor, 2017). It is very 
important to understand the risk taking behavior of individual investors in both general 
and financial matter as there a general notion that risk averse investors do not take risk at 
all while the risk taking investors takes risk at all (Dreman & Berry, 1995). But this is not 
true on some ground because in studying the investment and risk taking behavior of 
investors we found the investors who were high risk taker in general life but when came 
to investment and financial matters they became too concern of the risk involve while 
investors who were not risk taker in general life became more risk taker in financial and 
investment matters (Li, Wang, & Dong, 2016). On the basis of these arguments it is can 
be argue that risk averse and risk taker investors are not two separate persons, but the 
same persons in different situations. The current research investigates the risk tolerance 
of individual investor on the basis of their investment objectives. 

Objectives 

Recent study is based on Empirical Research. This research work is set to study 
following objectives.

1. To study present and Future investment pattern of respondents.

2. To know Objectives behind investment decision making.

3. To draw conclusion about the risk profile of investors

Research questions

1. What is the investment pattern of individual investor?

2. Why individual investors make investment decision?

3. What are the risk profiles of investors?

Research problem

Financial institutions, money and capital markets are continuously struggling for 
increasing individual investor's investment in these avenues, motivating investors for 
investment through various workshops, investment awareness sessions but they are not 
getting their objectives to the extent they are trying. The main problem is not investment 
awareness but the objectives of investment. Some individual invest for having capital 
gains, inflation cover, future security and periodic returns for periodic expenses. If the 
financial institutions can fulfill maximum of the objective investors will increase their 
investment leads to high profitability by banks, financial system, increase GDP, higher 
per capita income and prosperity in state. All these can be happened if we understand the 
risk level and investment objectives of investors.

Significance of Students

The Pakistan economy is growing significantly and has different investment options.

Risk Tolerance and Investment Paradigm of Individual Investor
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Even in other developing countries like Pakistan the importance and role of service 
sector has been swiftly increasing in recent years. Understanding the individual 
behavior of investor could be of great help in  order  to  explain  the  stock  market 
anomalies and to help the policy makers, the investment agencies, the researchers as 
well as managers  of  firms  to  prepare themselves  to respond to the varying behavior 
of an investor.

REVIEW OF LITERATURE

Every economy offers a set of investment instruments/avenues ranging from safe to 
risky for investment. Pakistan economy is also characterized by range of safe to risky 
investment avenues. Few investment instruments floated by Government fetch tax 
concessions. Choice of investment avenues is a subjective matter of individual investor.  
Few researchers have attempted to find out the preferred investment avenues in 
Pakistan. Samples have responded to the range of avenues offered to mark.

 found   that   the   more investors  in  the  city  prefer  to  deposit  their surplus in banks, 
post offices, fixed deposits, saving accounts and different UTI schemes, etc. The 
attitude of the investors towards the securities in general was bleak, though service and   
professional   class   is   going   in   for investment in shares, debentures and in different 
mutual fund schemes. Similarly   found that around 96% of samples have savings 
account in the banks, but the mere acquaintance with banks is not adequate, as only 
around 30% had knowledge about National Savings Certificate and Public Provident 
Fund. While 98 % of the investors knew about Life Insurance, only about 45% preferred 
Life Insurance as the most effective financial instrument, which would be helpful at the 
time of contingencies. Around 92% of the investors knew about Mutual Funds but only 
24 % preferred them. Also, found highly preferred investment avenues by sample 
respondents are Gold, NSC schemes, PO schemes with mean value 3.70, 3.45 and 3.42 
respectively. And less preferred investment avenues are Real Estate, Fixed Deposit and 
Shares/Debentures with mean value 3.32, 2.92 and 2.63 respectively. Similarly,   found 
that 91.10% of respondents are aware about LIC, 70.40% about Bank Deposits, 54% 
about NSC, 50.90% about PO Schemes and 23.6% of respondents are aware about 
Shares. While studying future inclination for investment of respondents, results  reveals 
that 72.3% or respondents prefer  to invest in Insurance, 49.60% in Bank   Deposits, 
34.50% in PO schemes, 27.20% in PPF.

Londhe A. (2008) studied saving and Investment pattern of rural landless BPL (Below 
Poverty Line) families.  He found that 77.03% investments are done in the form of 
financial assets and remaining i.e. 22.97% of investments found in physical assets. In 
addition, the tri- annual average of financial investments by sample   landless   BPL   
families   reveals   that 54.54%  of  investments  are  in  the  form  of Deposits with 
banks, PO schemes, , Co-operative Banks  and  Patasanstha,  5.02%  of  investments are 
in the form of Windfall Investments. And the tri-annual averages of physical 
investments are 28.87% in the form of investments in house construction and 23.28% in 
the form of purchasing entertainment goods. 400 landless BPL families were considered 
for the study. Similarly,  Kengatharan and Kengatharan (2014) classified investment of 
sample investors in two types Physical assets and financial assets. Among the physical
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assets, house property 19.31%, 16.09% in Land and land development, 8.46% in farm 
assets and financial assets such as deposits 8.96%, Lending 7.11% and 6.27% in 
Insurance were most preferred investments.

While studying saving pattern of dry land farmers,  found that farmers are having saving 
in the form of Commercial Banks, Co-operative Banks and NBFCs. In commercial 
banks, 103 farmers had savings less than 1000. In Co-operative Banks, 89 farmers had 
savings less than 1000 and very few i.e. 2 farmers had savings between 25001-50000. 
And in NBFCs, 105 farmers had saving range less than 1000. From above review, it has 
been revealed that investment avenues like commodity market, precious stones, 
company deposits, NBFC schemes and livestock are not considered by investors. 
Investors prefer traditional investment avenues such as national savings certificate and 
public provident fund, insurance, etc. 

investigated the investment behavior and objectives of investment among land farmer in 
sub-Saharan Africa he argue that investors usually prefers bank current deposit with 
their saving which has been in intension to be used for forming in upcoming season 
while they prefer to invest in insurance schemes the financial resources they do not need 
for forming in long run, he further elaborated that investors invest their saving in various 
investment alternative. Some time it is the objectives of maximizing value to invest and 
thus invest in specific avenues while some time it is risk avoiding circumstances to 
invest and hence leads toward specific investment avenue.

  asserted that investment decision of institutional investors mostly are informed and 
well diversified on the risk basis while the investment decision of individual investors 
are based on many factors i.e. mental status, degree of risk taking, objective of 
investment, economic condition of state and current economic condition of individual 
investors. The scholar further proclaimed that most of the salaried individual prefers 
risk free investments in bank deposits and insurance schemes while the business men 
are mostly investing in pure equity and high risk bearing securities. 

investigating the investment avenues preferred by various investors found that the 
investment decision and investment avenue selection are mostly guided by various 
factors but the most influential one's are lucrative returns, security risk return trade off, 
risk taking behavior if investors himself, investment duration, bank deposit, insurance, 
mutual funds share preferences, periodic returns of the investment and long term 
investment futuristic returns. The researcher further elaborated the bank deposit, 
insurance as having popularity are using more for investment by the investor while the 
other avenues specially the mutual funds are very attractive but the individual are 
unaware of the mutual fund.  

Muthumeenakshi (2017) conducted an empirical study on the topic under study in 
Indian context the scholar studied a sample of 495 respondents. He argue that there are 
various investment avenues for investment in India 

but the investors are aware of few only and thus restricting the investment in these 
avenues only. According to the scholar the more attractive and preferred investment 
avenue by majority of Indian investors are motivated toward bank deposit, insurance 
schemes, mutual funds specifically open end mutual fund and real estate. 

Risk Tolerance and Investment Paradigm of Individual Investor
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Hypotheses

H1:  investors make investment in various investment avenues on the basis of their 
 risk taking behavior.

H2:  investment objectives are the guiding principles of investment in various 
 investment avenues.

RESEARCH METHODOLOGY

Structured schedule was used to collect primary data which was adopted from Abor 
(2017) and Ngoc (2014). The validity of scale has not been check as the scale was 
validated in previous studies. It was divided into five instruments. Which are finding 
factors, Sources of information utilized and demographic profile of sample 
respondents? Research was conducted on the metropolitan city of Peshawar. Stratified 
convenient sampling technique was used to select sample of 770 from the population, on 
the basis of number of house hold items owned and educational qualification. Samples 
from all groups were approached conveniently. Statistical tools like frequency, 
percentages, mean, standard deviation, rank, spearman rank correlation ,paired sample 
't' test, ANOVA, are used to analyze the data.

INVESTMENT PATTERN OF INVESTORS

Table 1: Demographic Profile of Samples

Mr. Zain Ullah et al.

S.N Prole particulars Variables Frequency Percentage

01 Gender
Male 566 74
Female 204 26
Total 770 100

02 Income

 

Below Rs 7500 219 28
7500-17000

 

238

 

31
17000-41000

 

220

 

29
41000-83000

 

81

 

11
Above 83000

 

12

 

2
Total

 

770

 

100

03 Age

 

18-23

 

57

 

7
23-29

 

133

 

17
29-35

 

127

 

16
35-41

 

132

 

17
41-47

 

128

 

17

 47-53

 

84

 

11
53-59

 

71

 

9
59-65

 

34

 

4
Above 65

 
4

 
1

Total
 

770
 

100
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04 Occupation

 

Unskilled 
Workers 140

 
18

Skilled Workers  104  14
Petty Traders  63  8
Shop Owners

 
45

 
6

Business/ 
Industrialist

 

with 
number of

 
employees

 

 
0

None

 

40

 

5
1 To 9

 

41

 

5
10+

 

40

 

5
Self

 

employed 
professional

 

41

 

5

Clerical/Salesma
n

 

43

 

6

Supervisory

 

level
43 6

Officer/Executiv
e- Junior

96 12

Officer/Executiv
e-Middle/Semi

74 10

Total 770 100
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05
Educational 
qualication

 

Illiterate 155 20
School: up to 4
years

86 11

School 5-9 years 108 14
SSC/HSC 111 14
Some college 
but not Graduate

 

85

 

11

Graduate/PG

 

general

 

128

 

17

Graduate/PG

 

professional

 

97

 

13

Total

 

770

 

100

06
Decision maker about 

investment
 

Self

 

320

 

42
Discuss

 

with 
spouse

 
53

 

7

Discuss

 
with 

friends

 
112

 
15

Discuss
 
with 

 

consultant  198
 

26

Discuss with 
family 

242  31

Not disclosed
 

9
 

1
Total 770 100
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Descriptive Statistics of all Samples

Following table depicts profile of entire samples Taken for study. The tabulation is given 
with an objective to have overview of samples profile. Demographic Profile of samples 
includes Gender, Age, Educational Qualification, Occupation, Income, Decision maker 
about investment, Household Expenditure, family type and saving and investment 
percentage. Frequency and percentages are given in table. Source: (Compiled by 
Researcher) Table 1 depicts profile of samples taken for this study. In all 770 samples 
were finally taken for study. Majority of respondents i.e. 74% to the schedule were male. 
Entire ranges of age groups.

Since samples were based on Socio-economic Classes, due consideration was given to 
be given representation in research. The age groups between 23 – 47 were found to 
participate in research in more numbers. Educational qualification of respondents. They 
were taken in decided proportion. Entire range of income groups were taken for study 
and it was found that   samples   were   spread   over   all   income groups.  Individual 
income and household income are considered. Also the portion of amount   from the   
income   is   saved   by   the investors has been sought in the form of saving percentage 
from their income.   Almost all samples save some amount from their income ranging 
from 1% to 30%. Family type is also considered i.e.  Nuclear family or joint family. 70% 
of samples staying in nuclear family.

It can be said from the table that while selecting samples due consideration is given to 
the set demographic factors. Following table depicts investment preferred by entire 
samples taken for study investment instrument wise. The frequency, percentage of 
frequency, mean, rank and S.D. is calculated. Mean investment is an average of 
percentage of investment done by samples in particular Investment Avenue.
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07 Family type

 

Nuclear

 
536

 
70

Joint

 

210

 

27
Not Disclosed

 

24

 

3
Total

 

770

 

100

08
Saving and 

investment %

 

0-10

 

359

 

47
11-20

 

228

 

30
21-30

 

86

 

11
Not Disclosed

 

97

 

13
Total

 

770

 

100

09 House hold income

Below

 

Rs 7500

 

171

 

22
7500-17000

 

223

 

29
17000-41000 226 29
41000-83000 57 7
Above 83000 69 9
Not Disclosed 24 3
Total 770 100
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Table: 2: Investment Made in Instrument by Entire Samples (N=770)    

Source: (Field Data)

*percentages are calculated considering total sample size.

Table 2 reveals that 87% samples prefer bank fixed deposits followed by 69% sample 
preferring Insurance for investment. PPF is preferred by 36.62% samples whereas Gold/ 
Silver is preferred by 32.21% samples and 21.43% samples prefer Post Office Schemes. 
Least preferred investments avenues are the investment in NBFC Schemes 0.26% 
samples, private equity investments and Forex market 0.78% samples and Company 
Deposit is preferred by 1.95% of samples. Amount wise majority samples preferred 
Bank Deposits since average 35.30% amount is invested by samples in Bank Deposits 
followed by 15% of amount is invested in Insurance and 6.87% of amount is invested in 
Gold. In PPF, the investment is found about 6.43% and on rank 5th Gold holds 4.63% of 
investment. Minimum amount of investment   is   found   in   NBFC Schemes i.e. 
0.03% followed by Private Equity Investments 0.07%, Forex Market 0.15%, Company 
Deposits and ELSS 0.27%. Following table depicts investment preferred by entire 
samples taken for   study   investment instrument wise. The mean, rank S.D. and 
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S.N Investment F %* Mean S.D Rank

1 NSC 78 10.13 1.29 4.19 16
2 PPF 282 36.62 6.43 10.99 4
3 Bank

 

Fixed Deposits

 

669

 

86.88

 

35.30

 

28.04 1
4 PO

 

Schemes

 

165

 

21.43

 

4.63

 

10.84 5
5 Government

 

Securities

 

86

 

11.17

 

1.57

 

4.96

 

14
6 Insurance

 

533

 

69.22

 

14.99

 

17.29 2
7 Mutual

 

Funds

 

150

 

19.48

 

2.93

 

6.71

 

10
8 Cash in

 
Hand

 
0

 
0.00

 
0.00

 
0.00

 
25

9 ELSS
 

17
 

2.21
 
0.27

 
1.97

 
20

10 Debentures
 

23
 

2.99
 
0.43

 
2.87

 
19

11 Bonds
 

97
 

12.60
 
1.38

 
3.87

 
15

12 Gold/ Silver 248  32.21  6.86  11.70 3
13 Company Deposits 15  1.95  0.27  2.54  20
14 SIP 139  18.05  2.66  7.61  11
15 ULIP

 
42

 
5.45

 
0.66

 
2.94

 
17

16 Commodity
 

Market
 

31
 

4.03
 
0.53

 
2.76

 
18

17 NBFC

 
Schemes

 
2

 
0.26

 
0.03

 
0.53

 
24

18 Live Stock

 

130

 

16.88

 

3.44

 

8.65

 

7
19 Real

 

Estate

 

105

 

13.64

 

2.61

 

7.86

 

13
20 Chit

 

Funds

 

87

 

11.30

 

4.25

 

16.55 6
21 Shares

 

162

 

21.04

 

3.40

 

7.48

 

8
22 Forex

 

Market

 

6

 

0.78

 

0.15

 

1.81

 

22
23 Private Equity 6 0.78 0.07 0.89 23
24 Credit Society 55 7.14 3.21 14.91 9
25 Any Other 83 10.78 2.65 11.60 12
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variance is calculated.

Table 3: Investment Preferred in Future by Entire

Source: (SPSS)

Table 3 reveals that almost all investment instruments are preferred reasonably by 
samples. Entire range of small savings avenues with safety and assured returns are 
preferred by majority of samples. On  the  scale  of  importance,  Bank  Deposits, 
Insurance  and  PPF  are  highly  preferred  with Mean score of 4.08, 3.98 and 3.11 
respectively. The least preferred investment instrument on Importance scale are 
Precious Stones, Art & Passion, Hedge Funds with 1.37 score followed by NBFC 
scheme with 1.52 mean importance. The comparison of actual investment done by 
entire samples is made with future investment inclination to find out deviations.

Comparison of Actual Investment and Future Investment of entire Samples

The comparison is made by using spearman rank correlation as follows.
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S.N Investment Mean S.D Rank
1. NSC 2.91 1.62 6
2.

  

PPF

 

3.11

 

1.75

 

3

 

3.

  

Bank Fixed Deposits

 

4.08

 

1.39

 

1

 

4.

  

PO

 

Schemes

 

2.91

 

1.66

 

5

 

5.

  

Government Securities

 

3.11

 

1.53

 

4

 

6.

  
Insurance

 
3.98

 
1.47

 
2

 

7.
  

Mutual
 

Funds
 

2.57
 

1.64
 
9

 

8.
  

ELSS
 

1.98
 

1.32
 
17

 

9.
  

Debentures
 

2.03
 

1.37
 
14

 

10.  Bonds 2.26  1.57  12  

11.  Gold/ Silver 2.72  1.59  7  
12.  Company Deposits 1.94  1.43  19  
13.  Systematic Investment Plan  2.41  1.65  10  
14.  ULIP 2.02  1.44  15  
15.

  
Commodity

 
Market

 
1.78

 
1.37

 
21

 16.
  

NBFC
 

Schemes
 

1.52
 

1.13
 
23

 17.

  
Live Stock

 
1.96

 
1.34

 
18

 18.

  

Real

 

Estate

 

2.36

 

1.47

 

11

 19.

  

Chit

 

Funds

 

2.16

 

1.49

 

13

 
20.

  

Shares

 

2.58

 

1.61

 

8

 
21.

  

Forex

 

Market

 

1.81

 

1.19

 

20

 
22.

  

Private Equity Investments

 

1.75

 

1.23

 

22

 
23. Credit Society 2.02 1.49 16
24. Any Other 1.37 1.09 24
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Correlation of Actual Investment and Future Investment of entire Samples

Following is the spearman rank correlation between Actual Investment and future 
Investment of all Samples Table 4 reveals that existing investment and preferred 
investment of all samples is correlated. The test results are also cross checked with the 
help of paired sample 't' test. Following table shows paired sample 't' test between Actual 
Investment and Future Investment of all Samples

Table 4.4: Paired Sample 't' Test between Actual Investment and Future Investment

Source: (SPSS)

Table 5 shows that there is no significant Difference between existing investment and 
preferred investment of all samples.

Table 6: C 
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S.N Objectives behind Investment Mean S.D. Rank
1 Dependent

 

Obligation

 

4.15

 

1.31

 

2.00
2 Personal

 

Obligation

 

4.43

 

0.76

 

1.00
3 Retirement

 
Planning

 
4.01

 
1.24

 
3.00

4 Tax
 

Saving
 

3.33
 
1.52

 
9.00

5 Purchasing
 

House
 

property
 

3.16
 
1.32

 
12.00

6 For Emergency Funds/crises  3.67  1.18  5.00
7 Purchasing of an Asset (Car, Machinery)  3.53  1.28  7.00
8 Financial Independence 3.59  1.22  6.00
9 Working

 
capital

 
Formation

 
2.86

 
1.18

 
13.00

10 Provision of
 

future
 

Expenses
 

3.49
 
1.16

 
8.00

11 Wealth Creation

 
3.29

 
1.19

 
10.00

12 Source

 

of

 

income

 

3.81

 

1.13

 

4.00
13 Life & Health Insurance 3.21 1.32 11.00
14 Any Other 2.69 1.09 14.00

Particulars Mean N Std. Deviation  Std. Error Mean
Preferred 2.3552 25 .70050  .14010  
Existing 4.0004 25 7.27128  1.45426  

Particulars N Correlation  Sig.
Preferred and Existing 25  .749  .000

Particulars

Paired Differences  

T
 

df

Sig. 
(2-
tailed)

 
 

Mean
 Std. 

Deviation
 

 

Std.

 
Error

 
 

Mean
 

 

95%

 
Confidence

 
Interval

 

of
 

the Difference
 

Lower  Upper  
Preferred 

and 
Existing

-1.64520 6.76242 1.35248 -4.43659 1.14619 -1.216 24 .236
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Objectives behind Investment

Every individual is having different needs and wants. Accordingly investment decisions 
are taken. Following table shows objectives behind investment of all samples.

Table: 6 Objectives behind Investment of Entire Samples   (n=770)

Table 6 shows that on the scale of importance Personal Obligation has been at 4.43 mean 
score on rank 1 with S.D. is 0.76 stands on second rank of importance Dependent 
Obligation with 4.15 mean with S.D.  1.31. Third important objective is retirement 
planning with Mean score 4.o1 with SD 1.24 the least important objectives are 
Investment Life & Health Insurance with 3.21 mean score and S.D. 1.32 followed by 
with Purchasing House property with  mean  score  is  3.16 and S.D. 1.32 and working 
capital  formation  with mean  score  is  2.86  and S.D. 1.18.

Guiding Factors considered by investors

There are various guiding factors which influence investment decision making. 
Following table shows the guiding factors which influence investment decision making 
to entire samples. Fifteen Guiding factors were offered to mark on the five scale of 
importance. The mean, rank and S.D. are calculated.

Table 7: Guiding Factors Considered by Entire Samples (n=770)

Source: (SPSS)
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S.N
 

Guiding
 

Factors
 

Mean
 

S.D.
 

Rank
 

1
 

Return
 

4.72
 

0.55
 

2
 

2
 

Safety
 

4.81
 

0.51
 

1
 

3 Time bound 4.47  0.74  3  

4 Risk 4.03  1.18  4  

5 Tax Concession 3.33  1.45  10  
6 Liquidity 3.74  1.04  5  
7 Portfolio 2.87  1.26  12  
8 Lucrative Schemes 2.61  1.23  14  
9 Insurance Cover 2.86  1.40  13  
10 Past Performance 3.44  1.28  9  
11 Past Experience 3.68  1.27  6  
12 Freebies 2.58  1.28  15  
13
 

Brand Name
 3.65

 
1.20

 
7

 14
 

Recommendation
 3.56

 
1.17

 
8

 15
 

Any
 

Other
 

2.91 0.86 11
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Table 7 reveals that the most important guiding factors considered by entire sample 
investors is safety having mean importance sore of 4.81 with S.D. 0.51 followed by 
Return with mean score 4.72 and S.D. 0.55. On third rank is the guiding factor Time 
bound with mean score of 4.47 and S.D. 0.74. The least important guiding factors are 
Freebies with   mean 2.58 and S.D 1.28, Lucrative Schemes with mean 2.61 and S.D 
1.23, and followed by Coverage of Insurance with mean 2.86.and S.D. 1.40.

Sources of Information

There are different sources through which information regarding investment is 
received. Following table narrates sources of information for investment availed by the 
Entire samples. Seventeen sources were offered for evaluation to mark on the five scale 
of importance. The mean, rank and S.D. are calculated.

Table 8: Sources of Information Availed by Entire

Samples (n=770)

Source: (SPSS)

Table 8 reveals that the most reliable source of information is Bank Officials. Since they 
have received 4.14 mean score followed by Financial Advisors with mean score 4.05. 
On rank 3rd Reliable source of information is Friends and relatives with mean score 
4.01 and on   4th rank it is Consultants (CA/Tax consultants) with mean score 3.78. 
Standard Deviation of all these four sources is 1.09, 1.13, 1.07 and 1.35 respectively. 
The  least reliable sources of information is Cold Calls the mean score is 2.20, 
Television Ads with mea 2.66, Websites with mean is 2.68 and Newspapers with mean is 
2.72.

Following tables describe ANOVA testing of investment instruments on the basis of risk 
involved in particular investment avenues. After discussing with Finance experts, 
researcher has classified investment avenues in three categories.They are Safe, 
Moderate and Risky. Safe investment avenues are NSC, PPF, Bank Deposits, 
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S.N Sources of information Mean S.D. Rank
1 Govt. officials 3.50 1.37 5
2 Bank officials

 

4.14

 

1.09

 

1
3 Financial

 

Advisors

 

4.05

 

1.13

 

2
4 Postman

 

2.53

 

1.27

 

9
5 Teachers

 
2.53

 
1.29

 
11

6 Consultants(CA/Tax consultants)

 
3.78

 
1.35

 
4

7 Television Ads, TV Programs
 

3.04
 

1.14
 

6
8 Brokering Firms 2.53  1.31  10
9 Friends/ relatives 4.01  1.07  3

10 Newspaper Ads, 2.75  1.25  7
11 Websites

 
2.42

 
1.35

 
12

12 Hand Outs,

 
Hoardings

 
1.87

 
1.08

 
17

13 Newsletters,

 

Bulk

 

Mailing

 

1.88

 

1.16

 

16
14 Seminar/

 

Lecture

 

2.05

 

1.18

 

14
15 Cold calls by financial advisors

 

1.88

 

1.13

 

15
16 Journals 2.25 1.30 13
17 Any Other 2.61 0.99 8
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Insurance, Government Schemes and PO Schemes. Moderate investment avenues are 
SIP, ULIP, Mutual Funds, ELSS, Debentures, Bonds, Company Deposits and 
Gold/Silver. And Risky  investment  avenues  are  Shares,  Real Estate,   Forex   
Market,   Commodity   Market, Credit Society, Live Stock, NBFC Schemes, Private 
Equity Investments, Chit Funds and Others (Precious Stones, Art & Passion, Hedge 
Funds).

The   mean   of   actual   investments   done   in respective investment instruments by 
the samples is tested with the help of ANOVA. Following table shows the investment in 
instruments as per risk level by sample investors Table: 9 Investment in Instruments as 
per Risk Level by Sample Investors.

Table 9: ANOVA   

Source: (SPSS)

Table 9 shows that the mean investment is lowest in the Moderate investment 
instruments and highest safe investment instruments. The investment is found done by 
samples of all investment avenues i.e. Safe, Moderate and Risky. To test the relation of 
investment instruments on the basis of risk level, the test ANOVA is done as follows:

ANOVA model is significant at 95% confidence level. The detailed analysis is as 
follows: Following table details ANOVA testing on investment avenues on the basis of 
risk level of entire samples taken for the study.

Table: 10: Investment in Instruments as Per Risk Level by Sample Investors ANOVA.

From the table 10, it can be said that there is significant difference in investment made in 
safer and riskier investment avenues by sample investors. Insignificant difference is 
observed between moderate and risky investment avenues.
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S.N Investment 
avenues 

Sum of 
Squares 

d.f
 

Mea 
Square  

F
 
Sig.

1 Between Groups 341.652 2  170.826  3.940  .035
2 Within Groups 910.594 21  43.362   

Total 1252.246 23

S.N Particulars N Mean Std. 
Deviation

 Std. 
Error

 95% Confidence Interval for Mean

Lower bound
 

Upper bound
1 Safe 6 10.70 13.042 5.32  -2.986  
2 Mode rate 8 1.93 2.252 .79  .049  
3 Risky

 
10

 
2.03

 
1.651

 
.52

 
.853

 Total 24 4.17 7.378 1.51 1.051

Multiple Comparisons

Tukey

 

HSD

 

S.N Particulars

 

Mean Difference 
(I-J)

 
Std. Error

 

Sig.

 

95% Condence Interval
Lower bound

 

Upper bound

1 Safe Moderate
 

8.769
 

3.55
 
.056

 
-.1947 17.733

Risky 8 667*
 

3.40  .047  .096 17.238.  
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The table of comparison by't' test reveals that there is significant difference into safer 
investment and riskier investment by samples. The't' is significant at 95% confidence 
level.

Findings Existing Investment Pattern

The samples are investing in entire range of investment instruments offered. 87% of 
samples are inclined to prefer conventional investment avenues  Bank Fixed deposits, 
insurance is preferred by 69% whereas PPF is preferred by 36.62% samples. NBFC 
Schemes, Private Equity Investments and Forex Market are least preferred investment 
instruments by samples. Bank Deposits since average 35.30% amount is invested by 
samples in Bank Deposits followed by 15% of amount is invested in Insurance and 
6.87% of amount is invested in Gold. (Table 2).

Investment Inclination for Future 

Researcher has made an attempt to gauge preferred investment pattern of Sample for 
future. Entire range of small saving investment avenues offering assured returns and 
safety are preferred by majority of investors. Bank deposits, insurance and PPF are 
highly preferred on importance rating scale with Mean score of 4.08 and 3.11 
respectively. The least preferred investment instrument on importance scale is precious 
stone, art & passion, and Hedge Funds with1.37 score followed by NBFC schemes with 
1.52 mean importances. 

Table 11: Independent sample 't' test for riskier investment avenues (n=770) 

Risk Tolerance and Investment Paradigm of Individual Investor

 
2 Moderate Safe

 
-8.769

 
3.55

 
.056

 
-17.733 .194

Risky

 
-.101

 
3.12

 
.999

 
-7.974 7.771

3 Risky Safe

 

-8.667*

 

3.40

 

.047

 

-17.238 -.096

Moderate .10150 3.12 .999 -7.771 7.974
The mean difference is signicant at the 0.05 level 

Particulars N
 

Mean
 

Std. Dev
 

Std. Err

Safe Invest 6 10.70  13.04  5.324

Risky Invest 18 1.988 1.88 .443

  

S.N Particulars

 

Levene's
Test for

Equality of
Variances

 
 

t-test

 

for

 

Equality

 

of

 

Means

 

F
 

S ig
 

T
 

df
 Sig.

 

(2-
 

tailed)
 Mean 
Difference

 Std. Error 
Difference

 
95%

Confidence Interval
of

 
the Difference

Lower Upper

1

Equal
Variances

 assumed

 

20.7
45

 

.00

 
2.873

 
22

 
.009

 
8.712

 
3.03

 
2.422 15.002

2

Equal
variances

not
assumed

1.631 5.069 .163 8.712 5.34 -4.965 22.391
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Comparison of Existing Investment and Future Investment

Spearman rank correlation and paired 't' test shows that there is no significant difference 
into investment pattern of existing investment and future investment of sample 
respondents. (Table 4 & Table 5)

Objectives behind Investment

Investors have certain objectives behind investing savings into Investment Avenue. On 
the scale of importance the most important objective is Personal Obligation since the 
mean importance   score   is   4.15 with S.D. 0.76, followed by Dependent Obligation 
with 4.15 mean and S.D. 1.31. Third important objective is Retirement Planning with 
mean score 4.01 with S.D. 1.24. The least preferred objectives are Life & Health 
Insurance, Purchasing House property and working capital formation. (Table6)

Guiding factors

There are some guiding factors which influence Investment decision making process if 
Investors. Safety is the most influencing factor to investor since the mean score is 4.81 
with S.D. 0.51 followed by Return with mean score 4.72 and S.D. 0.55. On third rank is 
the guiding factor Time bound with mean score of 4.47 and S.D. 0.74. The least 
important guiding factors are Freebies with mean 2.58 and S.D 1.28, Lucrative Schemes 
with mean 2.61 and S.D 1.23, and followed by Coverage of Insurance with mean 
2.86.and S.D. 1.40. (Table 7).

Sources of Information Availed

Careful analysis of investment needs and investment avenues is essential in investment 
decision making. Mostly investors prefer to seek information from available sources to 
decide on Investment Avenue. The most reliable sources of information for selecting a 
instrument for investment from the view point of entire samples are Bank Officials, 
Financial Advisors and Friends/ relatives with mean scores 4.14, 4.05, and 4.01 
respectively. The least reliable sources of information are Cold Calls, Television Ads 
and Websites with mean score is 2.20, 2.66, and 2.68. (Table 8).

5.5   Investment in instruments as per risk level

There is significant difference in investment made in safer and riskier investment 
avenues by sample investors. Insignificant difference is observed between Moderate     
and Risky investment avenues. (Table 9 and Table 10) As there is insignificant 
difference is observed between moderate and risky investment avenues, for further 
analysis, they are categorized under one head i.e. risky investment avenues. Results 
reveal that there is significant difference into safer investment and riskier investment 
avenues. (Table 11).

SUGGESTIONS

This section deals with the suggestions to different stakeholders arrived at on the basis 
of findings based on primary data collected for study and supportive secondary data 
collected from published reports by Government and Research agencies. Suggestions 
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are presented for different stakeholders separately.

Suggestions for Government Agencies

As the responses of samples investors reveal that there is very less awareness about 
some investment avenues such as ELSS, Commodity Market, Forex Market, etc. 
Therefore Government should take some measures to spread more awareness about all 
investment avenues available in Pakistan scenario which in turn would attract the flow 
of funds in main stream economy. Majority of sample investors prefer those investment 
avenues which are easily accessible to them therefore Government agencies should take 
measures to make all investment avenues easily available to all masses. The government 
should boost financial savings access through banks, the equity market, insurance and 
pension funds to improve capital flows to the productive sectors of the economy. 
Government Agencies should develop new financial products to attract more investors 
and retain existing investors. Tax exemption is seen as an important tool for individuals.    
Therefore government should increase tax benefits it offers to individuals to encourage 
household savings.

Suggestions for Marketers of Financial Instruments

Marketers of financial products should target all classes of the economy such as lower 
income group, Middle income group and higher income group. While targeting 
investors from lower income group, Service providers should focus on designing 
products for the specific needs of the poor. The products should be low cost in order to 
increase take-up, and, where trade-offs must be made, low fees are more important than 
high interest rates. Marketers have to offer a range of products specifically designed to 
help people save for multiple purposes and to cope with emergencies. Also financial 
service providers' can facilitate access to accounts by subsidizing fees and offering add-
on services like reminders to save. Investors from middle Income group have major 
objectives as tax planning, retirement planning and financing children's education.  
Therefore, by considering these objectives, marketers have to offer a range of products 
to encourage household savings. While offering investment products, company should 
make people aware about the various investment options available in the market. Every 
client should be given a personnel assistance to give him/her a regular & consistent 
service. While targeting investors from higher income groups, service providers should 
focus on diversified portfolio. Companies have to target their best customers, form 
close, personal relationships with them, and give them what they want i.e. called 
Customized product.

In addition, Regression analysis of the study has indicated that there exist some 
independent factors such as Age, Income, Educational Qualification, Household 
Expenditure, Dependent Members and Savings Percentages of sample investors which 
shape their investment decisions. Therefore, marketers have to understand these factors 
and accordingly target the customers.

Suggestions for Individual Investors

Every investor has his own investment aims, goals, risk bearing level, inflows and 
outflows of and other restrictions. Accordingly, investor should select investment 
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products in their portfolio. Recently, different companies are passing many financial 
products. A matching of financial products offered by these companies for investment 
decision making should be done.

CONCLUSION

Financial markets providing fragment opportunities for investors to invest. The 
individual investor plays an important role in the financial market because of their big 
share of gross savings in the country. This study is tried to understand the behavior of 
individual investor in financial market.  The individual investors buying behavior is 
influenced by various factors such as social, economic, psychological and 
demographic. Individual investor's investments are supported by benefits and money. 
Individual investor still prefers to invest in financial products which give risk free 
returns. The study also confirmed that Pakistan investors even if they are of high 
income, well educated, salaried, and independent are conservative investors who prefer 
to play safe in the market. Financial regulators have to organize seminars, programs and 
sessions for creating awareness in individual investors as well as to boost confidence 
level among them.
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ABSTRACT

Corporate world has felt the demise since the inception of corporate governance 
scandals which has subsequently questioned the performance of the corporate 
governance system. Afterwards, financial literature received greater paramount to 
analyze the corporate governance system in relation to different parameters of the 
firms. The study has attempted to extract good corporate practices which will provides 
useful information and intuition to equity investors, security analyst, policy maker and 
financial management consultant. This study uses regression and correlation 
techniques to investigate the impact of corporate governance on working capital 
management efficiency in manufacturing firms of Pakistan employing causal 
correlation research design and a sample of 62 manufacturing firms listed at Pakistan 
stock exchange for the period of 3 years from 2014-2016.  The results show that audit 
committee, board size and gender effect improve utilization of the working capital. 

Keywords: Cash Conversion Cycle, Corporate Governance, Corporate 
Governance Index

INTRODUCTION

Corporate governance (CG) has occupied explicit recognition in modern corporate 
world. The growth and stability of businesses is highly dependent upon corporate 
governance. Corporate governance has been defined as “Procedures and processes 
according to which an organization is directed and controlled. The corporate 
governance structure specifies the distribution of rights and responsibilities among the 
different participants in the organization such as the board, managers, shareholders and 
other stakeholders and lays down the rules and procedures for decision-making” 
(OECD, 2012).

In the last two decades, several corporate scandals such as those happened in case of 
Enron, WorldCom, Adelphia, Parmalat, Tyco etc. has materialized the role of corporate 
governance prominent. Due to such incidents, it has led to emerge various corporate 
governance laws like Sarbanes-Oxley act 2002 to block its way. Researchers and 
academia now check CG system with different parameters of the firms like profitability 
and growth etc. to make fair judgment about organizational resources. 
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In today hyper-competitive and complex business environment where businesses are 
growing and expanding at fast pace, CG system has become very important. Other 
corporate decisions like the internationalization of firms, the strategy of foreign direct 
investment (FDI), the commitment to quality, the involvement of employees belong to 
middle level and first-line supervisory level in the corporate strategic planning, the 
management of risk and return, and a persistent forecasting in the future has challenged 
the performance of corporate governors. As a matter of fact, good corporate governance 
creates chances of improvement for their organization like attracting investors, creating 
competitive edge and efficient companies. It also creates accountability and boost up 
performance of those within/outside the organization. Good corporate governance 
creates fast economies which produce wealth or employment opportunities. In contrast 
to fast economies, slow economies where the corporate decision are too slow and often 
full of blunders eventually impede economic growth and makes the corporation 
stagnant and collapse by blocking investment. Gomez (2005) stated that “if business 
enterprises do not prosper, they will stagnant and collapse”. 

Chief executive officer (CEO) and board of directors are the principals' decision maker 
within the corporation. Who takes most of the sensitive corporate decision including 
decision related to Accounts receivable (AR), Accounts payable (AP), purchasing stock 
(working capital) and others (capital budgeting). CEO and other top level management 
develop policies regarding working capital called working capital polices which 
influence the management of working capital (Gil & Bigger 2013). Thoroughly CG is 
comprised of a lot of mechanism's which includes board of directors, CEO duality, audit 
committee, board meeting and board size etc. which are central to the management of 
working capital (Gil & Bigger 2013). CEO duality and board size influence relative 
required level of cash balance Account receivable, Account payable and cash 
conversion cycle (Gil & Shah, 2012). CEO duality (CD) has a significant relationship 
with the maintaining of high cash level (Drobetz & Gruninger 2006). Small boards of 
directors are more prone to influence corporate decision as compared to large board of 
directors (Yermach 1996), (Lipton & Lorsch 1992). Cash conversion cycle (CCC) 
changes as changes in AR, AP, inventory (INV) and cash management occurs through 
working capital policy. Maintaining higher balance in cash through corporate polices 
would increase the opportunity cost, which implies non-utilization of Funds, creates 
agency problems and thus also creating difficulty in determining board perks (Gil & 
Shah 2012). CD is the prime factor in determining the efficiency of the working capital 
(WC) (Gill & Bigger 2013), however Gil and Matour (2011) findings suggested that 
both CD and Board size (BS) are prominent in ensuring overall firms profitability and 
shareholders' value. 

The management of working capital is indispensable because while making short 
objectives; working capital management (WCM) is at the front door. WC resource are 
routinely used in the operations of the business and is defined as that investment made 
by the firm in short-term assets classifying as cash, marketable securities, inventory and 
accounts receivable (Brigham & Houston 2004). Among others components of the 
working capital cash are the most important one (Isshaq et al. 2009). Companies keep 
enough cash for variety of purposes namely for financing day to day operations, cash 
balance for speculative, compensating and precautionary motives, which thus indicates 
that keeping appropriate level of cash is indispensable for the survival of the firms 
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(Gill & Bigger 2013). Due to its variety of purposes liquidity management is of utmost 
concern for corporate governors while devising working capital policy for the firm 
(Rasaeian et al. 2010). Further companies also use different approaches to finance 
working capital requirement namely conservative approach, aggressive approach and 
matching approaches based on the business conditions and have an impact on firms' 
profitability and liquidity (Faiza Asghar 2013).

CCC is the main concept of working capital. It is one of the prime tool for evaluating 
company risk and return and liquidity management (Raheem Anser 2013). CCC affects 
the overall market value of the firms (Gentry et al 1990). Brigham and Houston (2004) 
define that CCC represent the total length of time between when the company buy 
inputs and make payment subsequently sell out the stocks and receive cash from 
debtors. CCC is central to the management efficiency because a good management 
structure accelerate productivity which leads to the efficient management of economic 
resources. According to Amarjit Gill, Nahum Biger and John Obradovich (2014) putting 
Independent directors on the board sufficiently utilized the economic resources by 
shorting the length of the CCC. In conjunction with resources utilization CCC enhance 
the profitability of the firm Tharshiga Murugeso (2013).

LITERATURE REVIEW

Pioneer study conducted by Nadiri (1969) using a model to estimate for the firm real 
cash holding balance, for which data was collected from US manufacturing firms for the 
period of 16 years taking from 1948 to 1964. In results, it was found that the demand for 
cash or requirement of cash balance increases as output increases. In the study of Gill 
and Biger (2013) “the impact of corporate governance on working capital management 
efficiency of American manufacturing firms” conducted for the time frame of 2009-
2011 using a sample of 180 companies. the analysis was done through correlation and 
regression. The study used CEO tenure (CT), CD, Audit committee (AC), and BS to 
measure corporate governance and WCM was measured by AR, AP, INV, CCC, CH, and 
cash conversion efficiency. The study also used sales growth (SG), internationalization 
of firm (FI), firm size (FS) and sales growth as control variables. It was found that 
corporate governance does play important role in the management of working capital.

Dolatabadi, (2015), in their study “impact of corporate governance on the current assets 
management of the companies listed in Tehran stock exchange” the study used a sample 
size of 70 companies. CG mechanisms was CT, CD, BS and WCM was measured by 
AR, AP, INV, and CH. SG, FS and firm performance (FP) were used as control variables. 
In results, it was found that corporate governance does play important role in the 
management of working capital. Kajananthan, R. Achchuthan, S. in their study (2013), 
also studied the impact of CG on WCM using a sample size of 25 companies listed at 
Colombo stock exchange. The findings reveled that some of the mechanisms of the CG 
influence performance of the WCM.

Shamsaldin, J. Hossein, S. (2015), investigated “the relationship between the efficiency 
of WCM and corporate rule in Tehran stock exchange” using 115 companies as a sample 
size for the period of 2008 – 2013 and employing regression analysis technique. They 
found that small boards of directors are more effective as compared to large board of 
directors while making decision. Also, the findings of this research are in line with the
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findings of previous studies (Gill & Mathur 2011; Gill & Shah 2012). Analyzing the 
relationship between corporate governance and working capital management efficiency 
on the basis of a sample consists of 42 firms listed in Nairobi security exchange, Kamau 
and Basweti (2013) found that corporate governance and working capital are 
significantly related to each other. Mansour, A, Seid, M.  K. M. and Rahmatollah, M. 
(2015), conducted study on “The Effect of Corporate Governance Mechanisms on 
working capital management efficiency of corporations accepted in Tehran stock 
exchange” using a sample size pf 75 companies. the study used a time frame taking from 
2009 - 2014. Variables of the study were institutional ownership, CD and CT as 
independent variables and AR, AP, CCC, CR, and Cash Conversion Efficiency as 
dependent variables. The findings of the study revealed:

?That CD and Institutional ownership influence A/R, A/P, INV, CCC, CR.

? No influence on cash Conversion efficiency. 

? CT influence CCC while no influence on cash conversion efficiency

Conceptual Framework

Conceptual framework indicating flow of research activities is presented in

figure 1:

METHODOLOGY

Research design

This study has used casual correlation research design to study the behavior of firms 
displayed in panel data. Panel data is a suitable structure which enables the researchers 
to make statistical inferences about the population with greater accuracy. It enables the 
researchers to generalize their findings to the situation exist in practical business 
environment which subsequently increase the external validity of the research study. 
This type of research design is suitable to study CG influence on WCM efficiency of 
manufacturing firms in Pakistan.

Data collection

This study collected raw data from SBP, SECP and company annual reports. For further 
processing, data have been arranged in excel and then analyzed in EVEIWS and SPSS. 
Before running regression main assumptions of the regression has been satisfied namely 
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linear Relationship, Auto correlation, Multicollinearity, and Heteroscedasticity. 
Hypotheses of the study have been tested using T-test, F-test and P-value. 

Sampling Techniques

Under this study, probability sampling technique has been used followed by stratified 
random sampling technique.  The sample size includes 62 companies listed on PSX for 
the period of 3 years taking from 2014-2016. Sample size represent up to 16% of 
population (Calculations provided in appendix 2). Pakistan stock exchange (PSX 100-
Index) is a market capitalization based and Companies selected in the sample are most 
representative of the index having larger market capitalization. 

Research hypotheses

H1: There is a significant influence of CG on WCM efficiency.

H2: There is a significant influence of AC on WCM efficiency.

H3: There is a significant influence of BM on WCM efficiency.

H4: There is a significant influence of BS on WCM efficiency.

H5: There is a significant influence of CD on WCM efficiency.

H6: There is a significant influence of GE on WCM efficiency.

H7: There is a significant influence of CG on CH.

Econometric Models 

Measurements of Variables

Details of variables used in the study and their measurement are provided in table 1.

Table 1: Variables and their measurement

Regression Model (1) = á+â1CGI+FP+FI+µit

Regression Model (2) = á+â1ACit+â2BM+â3BS+â4CD+â5GE+FP+FI+µit

Regression Model (3) = á+â1CGI+FP+FI+µit

Notes:

Variables Measurements

Dependent Variables

Cash Conversion Cycle           Collection period  + Inventory period – Payment period

Cash Holding 
Log of Average Cash 

 
  

   

Independent Variables 

 
 

Audit Committee   
 

 

Value 5 if the members range is 5 and >, otherwise as 
mentioned by the scale

 

Board Meeting       
 

Value 5 for 9 and >meetings, otherwise as mentioned by the scale 

Board Size             
 

 
Value 5 for 8-11 board members, otherwise as mentioned by the 
scale  

CEO duality           Value 5 for CEO, otherwise 1 for CEO duality
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Gender Effect        

 

 
value 5 if the % of Gender is in between 41%-50%, otherwise as 
mentioned by the scale 

 
Control Variables

 

Firm Performance  Net income after tax / Revenue

Firm Internationalization 
Value 5 for interna
otherwise 1
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The Impact of Corporate Governance on Working  Capital Management Efficiency:

Construction of Corporate Governance Index (CGI)

For this study, CGI (Details provided in appendix 1) has been incorporated in which 
specific numeric numbers on a scale of 1-5 have been assigned to the five mechanisms 
of corporate governance which includes CD, AC, BM, GE, and BS. Value 1 is assigned 
to the variable if it has revealed lower effect, and value 5 is assigned to the variable if it 
has revealed higher effect. Similarly, this criterion has been used for all the variables. 
Consequently, the index has been calculated using the formula adopted from the study 
of Bhuiyan and Biswas (2007), as given in equation 1.

* Maximum score is 25

RESULTS AND DISCUSSION

Descriptive Analysis

Descriptive statistics are presented in table2.

Table 2: Descriptive statistics

NOTE: Total observation 62×3=186; AC- Accounts Receivable; AP- Accounts payable 
INV- Inventory; CCC - Cash Conversion Cycle; AC- Audit Committee; BM - Board 
Meeting;BS - Board Size; CD - CEO duality; GE - Gender Effect; CGI – Corporate 
governance index; FP -  Firm Performance; FI - Firm internationalization. The original 
values of corporate governance are transformed to corporate governance index. CCC is 
used as a proxy for working capital in this research.

Company Score  
Corporate Governance Index =                                    [Equation 1]

Maximum Score*   

Variables N Minimum Maximum Mean Std. Deviation

CCC

 
186

 
-345.5

 
551.9

 
35.302

 
105.5381

CH

 
186

 
7.7

 
17.9

 
12.247

 
2.1663

AC
 

186
 

20
 

80
 

42.043
 

7.061

BM 186 40 100  57.097  17.4654

BS 186 20 100  77.419  21.8547

CD 186 20 100  88.387  28.2571

G. E
 

186
 

20
 

100
 

29.892
 

18.7441

CGI

 
186

 
240

 
640

 
384.516

 
78.4239

FP

 

186

 

-668.5

 

763.4

 

2.29

 

80.4602

FI 186 1 5 1.946 1.7045

Valid N (list wise) 186 _____ _____ _____ _____
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Correlation Analysis

Positive Relationship Between:

?CCC and CGI is positively correlated.

?CH and FI is positively correlated.

Negative/No Relationship Between:

?FP and CCC are not correlated.

?CH and CGI is insignificantly negatively correlated.

?FI and CCC are not correlated.

Regression Analysis 

Regression and model results are presented in table 3 and 4 respectively.

Table 3: Regression results

Table 4: Model results

Hypotheses Testing 

Hypotheses testing involve testing underlying research theory. Table V given below 
show the results of the regression models. By looking at first hypothesis, the value of C 
is 0.236749 meaning that it causes almost 23% of variation in the dependent variable 
when all the independent variables effects are zero. The P-value of intercept is less than 
.05 meaning that this variation is statistically significant. There is a positive correlation 
between CCC and CGI. The coefficient of CGI is 4.654632 meaning that a change of 1% 
in CGI brings 4% variation in CCC. However, it is not statistically significant. Adjusted 
R2 of the model is .809 meaning that it causes almost 81% variations in the dependent 
variable. F-statistics shows model overall fitness; the value of F-statistics is 12.871

   

Assumptions Test Probability value for each Model

Model 1 Model 2 Model 3

Auto correlation

 

Pesaran

 

0.8351

 

0.6374

 

0.3456

Heteroscedasticity
 

Harvey
 

0.5638
 

0.2149
 
0.4996

Multicollinearity Tolerance(T)/VIF(V) T V  T  V  T V

  
0.928  1.087  0.899  1.112  0.92 1.112

CGI, FP, FI
 

0.919
 

1.088
 

0.946
 

1.057
 

0.919 1.057

AC, BM, BS, CD, 
GE

 

0.999

 
1.001

 
0.958

 
1.052

 
0.999 1.052

   

0.831

 

1.203

  

   

0.828

 

1.207

  

0.889 1.136

0.942 1.061

Model Test Chi- Sq. Statistics P-value Hypothesis Result

Model 1 Hausman
 

1.81367
 

0.6128
 

H0

 
Random Effect

Model 2 Hausman 3.72885 0.8104  H0  Random Effect

Model 3 Hausman 17.4319 0.0006 H1 Fixed Effect
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which shows that the model is suitable for estimating population parameters. second, 
third, fourth, fifth and sixth hypotheses have been tested using second regression model. 
in the second model the Value of C is -90.99784 meaning that it causes 90% negative 
variation in the dependent variable when all the independent variables effects are zero. 
The P-value of intercept is more than .05 meaning that this variation is statistically 
insignificant. Coefficient of AC is 2.406677 meaning that a 1% change in AC brings 
24% of variation in CCC and is statistically significant; Similarly, BM, BS, CD, and GE. 
The adjusted R-Squared of the model 2 causes 85% of variations in the dependent 
variable (CCC). The model is also statistically significant showing best fit and carrying 
a value of more than 4 (F-Statistic) which means that such model is appropriate for 
estimating population parameters. Adjusted R2 of the third model is .987 meaning that it 
causes 98% of variation in the dependent variable. 

Model 5: Regression model results

Hypotheses testing summary 

Table 6 summarizes the results of the null and alternate hypotheses 

Table 6: Null and alternate hypotheses results

Variables Std.Error T-Statistics Prob

CG impact on WCM (R2= .809; Adjusted R2=.783; F-statistics=12.871; Sig=0.035)

C 0.236749

 
 

0.10718

 
 

2.208859

 
 

0.0284

CGI 4.654632

 
 

6.50555

 
 

0.715487

 
 

0.4752

FP -0.095558

 
 

0.06451

 
 

-1.481246

 
 

0.1403

FI -64.56885

 
 

44.6648

 
 

-1.445631

 
 

0.1500

AC,BM,CD,BS, GE Impact on WCM (R2=.854; Adjusted R2=.717; F-statistics=44.465; Sig=0.000)

AC 2.398023 
 0.30123  

 7.960672  0.0000

BM 0.054248 
 

0.30783  
 

4.176244  0.0603

BS -0.170879 
 

0.39513  
 

-8.432464  0.0059

CD 0.282528
 

 

0.22853
 

 

1.236275
 

0.2187

GE 1.115436

 
 

0.45655

 
 

2.443198

 
0.0155

FP -0.109712

 
 

0.05884

 
 

-1.864543

 

0.0639

FI 3.766379

 
 

4.20683

 
 

0.895299

 

0.3718

C -120.7768

 
 

28.7064

 
 

-4.207321

 

0.0000

CH impact on WCM (R2=.991; Adjusted R2=.987; F-statistics=226.421; Sig= 0.000)

C 0.000562 0.00043 1.312413 0.1919

CGI 0.000557 0.00033 1.670945 0.0973

FP 0.144358 0.02788 5.178019 0.0000

FI 11.74567 0.17395 67.52283 0.0000

S.NO HYPOTHESIS RESULT TOOL
1 H1

 

CG 

 

Rejected

 

Regression

2 H1

  
Accepted

 
Regression

3 H1
  

Rejected
 

Regression

4 H1  Accepted  Regression

5 H1  Rejected  Regression

6 H1

  
Accepted

 
Regression

7 H1 Rejected Regression
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This study was aimed at to determine the impact of corporate governance on working 
capital management efficiency collectively using CGI and individually by AC, BM, BS, 
CD, and GE. Also, cash holding as a main ingredient of the working capital used as a 
criterion variable and have been regressed by CGI; the findings are:

?Corporate governance index and working capital management are positively 
correlated; meaning that corporate governance improves utilization of the 
working capital.

?Audit Committee Impact Cash Conversion Cycle which means that AC improves 
working capital.

?Board meeting does not improve utilization of the working capital.

?Board size negatively impact working capital.

?CEO duality does not improve working capital.

?Gender effect significantly improves utilization of the working capital.

The findings of this study are consistent with the findings of the previous authors. The 
details of key findings are enlisted in the table 7 below. 

Table 7: Key findings of the previous studies 

CONCLUSION

The purpose of the present study was to determine the impact of CG on WCM. In results, 
it is found that some corporate governance mechanisms improve utilization of the 
working capital. AC significantly impact CCC meaning that an increase in the number 
of AC's not only boost the efficiency of WC but also the efficiency and prominent role of 
accounting functions which thus ensure public confidence over the books of accounts of 
the firms. BS negatively impact WC, thus supporting past studies. Smaller board size 
should be encouraged to productively manage WC. GE which is the % quota of 
feminine gender on the board positively impact CCC meaning that more and more 
feminine gender should be encouraged to join the board for improvement in WC. such

   

Authors Findings Country

Gil and Biger (2013). CG improve WCM Canada 

Dolatabadi, (2015)

   

CEO tenure, Board Size, CEO duality jointly

   

Iran

  

improve A/R, A/P, INV and Cash Holding 

   

Sri Lanka 

Kajananthan,R. Achchuthans

           

(2013)

   

Sri Lanka  
the level of WCME and CG practices such as BC, BM,  

 

  
and proportion of non-executive directors except board 

 

  leadership structure       

Gil and shah (2012)   Board size and CEO duality positvely impact cash holding  Canada 

  
while negatively impact net working capital

   Kamaz and Basweti (2013)

 
CG does not improve WCM

     
Kenya 

Mansour,A. Seid Mirbakch,

           
K,M. and Rehmatollah, M 
(2015) Iran 

  

Stock,CCC, and Current Ratio

   

ence CCC while no on cash  
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action also implies and provides scientific justification to the concept “Equal 
Employment opportunities”. CD and BM does not impact CCC which means that CD 
and BM has nothing to do with the efficiency of WC. The resultant evidence on 
maximum points are consistent with the studies of (Gil & Shah 2012) and (Biger, 2013).

Future research should seek to investigate the comparative impact of corporate 
governance on WCM between financial and non-financial firms. Important control 
variables should be added to the equation.
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Appendix 1

Construction of Corporate Governance Index

   

Scale
Assignment of Score

1-5

 

5 5&>

4 4-5

3

 

3-4

2

 

2-3

1

 

1-2

 
 
 

Rating Criteria

 

literature showed that greater the number of audit committee members enhances keeping of the books of 

account and develop outsiders trust 

 
 

Scale

 
Assignment of Score

1-5

 

 5  (8-10)

4  (4-6)

3
 

(6-8)

2

 
(10-12)

1

 

(>12)
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Rating Criteria

 

literature showed that small board of directors should be encouraged because it brings rational decision 
making and effective communication. 

 

Some studies suggested that a board size of 8-10 represent balance board

 

Evidence

 

yermack (1996), Lipton and Lorch 1992), Kyereboah-coleman (2007)

 

Scale
Assignment of Score

1-5  

5

4 _____

3 _____

2 _____

1

 
 
 

Rating Criteria

 

Literature showed when the CEO and Chairperson are separate in terms of responsibilities they both 
allocate 

 

There is a lot of studies supporting this argument 

 
   

 

Scale

 

Assignment of Score

1-5

 

 

5

 
(41%-50%)

4
 

(31%-40%)

3  (21%-30%)

2  (11%-20%-51%-60%)

1  (<10%&>60%)

  

Rating Criteria

 
41%-50% represent balance on the board 

 

 

Scale

 

Assignment of Score

1-5

 

1

 

0-1

2

 

1-2

3

 

3-4

4 4-5

5 5&>
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Appendix 2

Calculations for Determining the Sample Size

   

No. of %age in %age in 
S.
n
o

Sector name
Companie

s
Total 

Population
Sampl

e
Total 

Sample

1 Auto Mobile Assembler 12 3.05% 5 42%

2 Auto Mobile Parts &Acc

 
 

9

 

2.28%

 

2

 

22%

3
Cable & Electrical 
Goods

 

8

 

2.03%

 

2

 

25%

4 Cement 

 
 

22

 

5.58%

 

4

 

18%

5 Chemicals

 

28

 

7.11%

 

3

 

11%

6 Engineering 

 
 

18

 

4.57%

 

3

 

17%

7 Fertilizer

 

7

 

1.78%

 

2

 

29%

8 Food & Personal Care 

 
 

21

 

5.33%

 

3

 

14%

9 Glass & Ceramics

 

11

 

2.79%

 

3

 

27%
1
0

Jute

 
3

 

0.76%

 

1

 

33%

1
1

Oil & Gas Exploration 
Co

4

 
1.02%

 
2

 
50%

1
2

Paper & Board
 

 9
 

2.28%
 

2
 
22%

1
3

Pharmaceuticals 9 2.28%  2  22%

1
4

Power Gen & 
Distribution

  
19 4.82%  3  16%

1
5

 
4

 
1.02%

 
2

 
50%

1
6

Sugar & Allied 
Industries

  

35

 

8.88%

 

4

 

11%

1
7

Textile Composite

 
 

56

 

14.21%

 

6

 

11%

1
8

Textile Spinning 

 

87

 

22.08%

 

6

 

7%

1
9

Textile Weaving

 
 

24

 

6.09%

 

4

 

17%

2
0

Tobacco 3 0.76% 2 67%

2
1

Vanaspati & Allied Ind. 5 1.27% 1 20%

394 100% 62 16%

Required Data
1.

 
95%

 

2. Standard Deviation

 
4

 

3. Standard Error 1  
4. Alpha Divide by 2 0.025  
5. Z-Score

 
1.96

 6. SAMPLE SIZE 62
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ENTREPRENEURIAL CAPACITY BUILDING AND 
STUDENTS ENTREPRENEURIAL INCLINATION

1 2 3
Dr. Qadar Baksh Baloch  Faryal Rahim  and Sheikh Raheel Manzoor

ABSTRACT

The research study focuses on measuring the effect of entrepreneurial capacity building 
i.e. entrepreneurial (education, Apprenticeship program, training and Coaching) on 
students entrepreneurial Inclination. The data was collected from the graduate and 
undergraduate students of University of Agriculture, Peshawar. The findings of the 
study reveal that there exists significant positive effect of entrepreneurial education, 
Apprenticeship program, university training and Coaching on university student's 
entrepreneurial Inclination and entrepreneurial education, Apprenticeship program, 
university training and Coaching increases the propensity of entrepreneurship among 
the university student's. The future research area and recommendation also 
incorporated in the study.

Keywords: Entrepreneurial Inclination, Capacity Building

INTRODUCTION

Entrepreneurship is defined an opportunity for risk management and to create business 
value (Schaper, and Volery, 2004). In recent era, entrepreneurship becomes an 
important field for the professional as well as for students. Economists and university 
graduates consider entrepreneurship as an opportunity for their self-employment 
(Schaper, and Volery, 2004). 

Entrepreneurial Inclination is the propensity to create new businesses (Matlay and 
Westhead, 2005). For the better understanding of the vital dynamics of entrepreneurship 
different firms around the world organized conferences, seminars and workshops 
(Schaper, and Volery, 2004; Matlay and Westhead, 2005). In order to enhance the 
entrepreneurship Inclination most of the universities around the world are giving firstly 
university entrepreneurial education that provides the students basic knowledge and 
skills of entrepreneurial achievement (Venkatachalam and Waqif, 2005; Brown, 1999), 
secondly university entrepreneurial training that is skills, knowledge and abilities 
provided to students for the new venture creation and its maintenance (Henry, 2003) 
thirdly university Coaching which means the process of informally transfer of 
information to student relevant to their effort and career improvement (Brown, 1999) 
and fourthly university Apprenticeship programs that expose what are the different 
activities are performed in starting and running a new business as a whole (Brown, 
1999). Thus, many educational institutions have taken care of this desire by presenting 
entrepreneurship related courses to the students so that they can adopt entrepreneurship 
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occupation (Postigo, and Tamborini, 2002). Consequently, students are now really 
seeking an learning that will provide them required entrepreneurial know-how and 
skills to run a successful business (Hlady-Rispal and Jouisson-Laffitte, 2014). Hence, 
scholars concluded that there exists significant positive effect of entrepreneurial 
education, training, Coaching and Apprenticeship program on university student's 
entrepreneurial Inclination (Keat, Selvarajah and Meyer, 2011; Watson and Gavin, 
2009). It is vital to note that all studies were conducted generally in western states 
(Brown, 1999) however little studies has so far attempted to clarify relative 
commitment of variables for entrepreneurial tendencies of students in context of 
Pakistan (Batool et al., 2015) specially in KP with reference to, University of 
Agriculture, Peshawar. In addition to that, in today's stiff aggressive employment era, 
totals employment opportunities are partial, as results many graduates become jobless 
after graduation. So, to fulfill the gap, this study examines the effect of university 
entrepreneurial education, Apprenticeship programs, training and coaching on 
entrepreneurial Inclination of students at University of Agriculture, Peshawar of 
Science and Technology, KP Pakistan. The objective of the study is to measure the effect 
of entrepreneurial education, Apprenticeship programs, university training and 
Coaching on entrepreneurial Inclination of university students. The study investigation 
is helpful for all the universities students in respect of in depth analysis of 
entrepreneurship development. This research study overcome the existing research 
gaps and add more literature about the role of universities in promoting entrepreneurial 
education, university training, Apprenticeship program and Coaching to influence 
students towards entrepreneurial Inclination in University of Agriculture, Peshawar, 
Khyber Pakhtunkhwa, Pakistan.

LITERATURE REVIEW

Entrepreneurship

Entrepreneurship is the way to run, design and launches new business and new services 
and products (Zainal and Grigga, 1995). It is characterized as the readiness and ability to 
oversee, create and sort out a business venture any of its dangers to make them a 
beneficial. Entrepreneur or business person is a man who oversees and arranges any 
endeavor, especially an organization or any business, normally initiative risks are 
extensive (Zhung and Cueto, 2014). Relatively than work as a worker, entrepreneur 
assumes the risk and runs a business and remunerate of a given business venture, 
great/administration displayed available to be purchased. Entrepreneur as a business 
innovator and initiate identifies new business considerations and generation forms 
(Zhung and Cueto, 2014). Entrepreneurs distinguish hard business opportunities and 
frequently indicate positive Inclination as they would see it (i.e. an Inclination towards 
finding new possible results and promotion needs) and a star hazard taking mentality 
that makes them more prone to waste the opportunities (Zainal and Grigga, 1995). 
Entrepreneurship is portrayed by risk taking development (Zhung and Cueto, 2014). 
Entrepreneur is a man who successfully controls the business undertaking. They join the 
segments of creation with the benefits required to mishandle a business opportunity. 
Therefore they are the executive and deal with the possible destiny of the set up huge 
business. Undertaking is the methodology by which an individual or social event 
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recognizes a business opportunity and gets the principal resources required for its 
misuse without being immediately obliged by the challenges at their presentation. The 
spoilage of entrepreneurial opportunities may join exercises, for instance, developing 
an attractive system, utilizing the HR, getting money related and other required 
resources, giving activity, and being responsible for the attempt's thriving or 
disillusionment (Alberti and Sciascia, 2004) expressed that the part of the business 
visionary is "imaginative pulverization" and the progressions and "element 
disequilibrium brought on by the developing business visionary is the "standard" of a 
sound economy (Zhung and Cueto, 2014).

Entrepreneurship Education

The historical background of entrepreneurship education could be roots in 1938 when 
Shigeru Fijii, who was the showing pioneer at Kobe University, Japan had started 
education in entrepreneurship (Zhung and Cueto, 2014). In spite of that, the greater part 
of the entrepreneurship courses and projects were spearheaded and presented in 
American university. Numerous American university have relatively long custom as 
entrepreneurship education suppliers through its university and have very much 
archived entrepreneurship courses, making ready for entrepreneurship examines as a 
honest to goodness land of scholarly projects (Frank and Lüthje, 2004). 
Entrepreneurship training, as indicated by (Raichaudhuri, 2005) alludes to the 
educational procedure required in the support of entrepreneurial exercises practices and 
mentalities. Practically business instruction has been praised as having the capacity to 
make and expand mindfulness and advance independent work as a vocation decision 
among youngsters (Clayton, 1989). In this manner the part of entrepreneurial education 
is mainly to construct an entrepreneurial society among youngsters that thus, would 
enhance their vocation decisions towards entrepreneurship venture (Fleming, 1996). As 
such, the goals of entrepreneurial education are pointed in changing under study's 
condition of practices and even aim that makes them to comprehend entrepreneurship, 
to end up entrepreneurial and to wind up a entrepreneurship that at last brought about the 
development of new organizations and also new openings for work (Deakins and 
Glancey, 2015).

Entrepreneurship instruction looks to furnish students with the learning, abilities and 
inspiration to empower entrepreneurial achievement in an variety of settings. Varieties 
of entrepreneurship instruction are offered at all levels of education from essential or 
optional schools through graduate university programs (Fayolle and Gailly, 2005). 
Entrepreneurship education concentrates on the improvement of abilities or traits that 
make powerful the acknowledgment of chance, where administration instruction is 
centered around the most ideal approach to work existing chains of importance. Both 
methodologies share an interest for accomplishing "benefit" in some structure (which in 
non-benefit associations or government can take the type of expanded administrations 
or diminished cost or expanded responsiveness to the client/subject/client).

Entrepreneurship education can be arranged towards various methods for 
acknowledging opportunities: Firstly, the most mainstream one is regular venture: 
opening another association (e.g. beginning another business) (Hannon, 2005). Most by 
far of projects on university level show entrepreneurship comparatively to different 
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business degrees. Besides, another methodology is to advance development or present 
new items or administrations or markets in existing firms. This methodology is called 
corporate entrepreneurship or Intrapreneurship. Thirdly, a late approach includes 
making worthy associations (or parts of existing foundations) which are intended to act 
naturally supporting not withstanding benefiting their works. This is typically called 
social entrepreneurship or social wandering (Robinson and Haynes, 1991). Indeed, 
even a alternative of open segment business project has appeared in governments, with 
an expanded focus on advancement and client administration. Entrepreneurship is 
likewise being created as a method for creating aptitudes, for example, risk taking and 
critical thinking that encourage accomplishment of life objectives and in instruction 
(Alberti and Sciascia, 2004).

Apprenticeship program

Apprenticeship is a temporary position is employment preparing for clerical and expert 
professions (Schaper, and Volery, 2004). Temporary positions for master callings are 
equivalent in some ways to deal with apprenticeships for trade and expert occupations, 
however the absence of systematization and oversight leaves the term open to expansive 
understanding. Assistants might be school or university students, secondary school 
students, or post-graduate grown-ups. These positions might be paid or unpaid and are 
generally provisional. For the most part, an entry level position comprises of a trade of 
administrations for experience between the understudy and an association. Students can 
likewise utilize a temporary job to figure out whether they have an interest for a specific 
vocation, to make a system of contacts, or to pick up school credit. Some assistants 
discover lasting, paid business with the associations for which they endless supply of the 
entry level position. This can be a critical advantage to the business as experienced 
assistants frequently require next to zero preparing when they start consistent job 
(Schaper, and Volery, 2004).

The learning procedure of entrepreneurship have to restrict just to the classroom 
examinations as well as the communication with today's active business environment is 
fundamental due to 'basic entrepreneurial abilities must be created and refined on the off 
possibility that they are rehearsed' (Matlay and Westhead, 2005). This is to empower 
students to pick up hands-on experience by seeing, touching and feeling about the 
business world (Schaper, and Volery, 2004; Matlay and Westhead, 2005). Hence, 
entrepreneurial entry level position is seen as a decent system to furnish students with 
such a learning background in a genuine business setting (Venkatachalam and Waqif, 
2005). Temporary position as per (Brown, 1999) seems to be 'by and large low 
maintenance field encounters and includes a more extensive assortment of scholastic 
controls and hierarchical settings' with its principle objective to in the end lead students 
to end up independently employed (Henry, 2003). Brown (1999). Highlight the 
objective of having temporary position venture is to open students to the perspectives of 
industry even minded and its Inclination of work practices. It is a planning method that 
progressions exploratory figuring out how to application and develops individuals' 
functioning aptitudes in honest to good business world (Postigo and Tamborini, 2002). 
Point out that the students' pastime plan/ work experience undertakings is to a great 
degree basic for students as it revealed and prepares an understudy for the real working 
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information and as an external optional learning development. Having the 
entrepreneurial passage level position programs offer a significant measure of 
Inclination for schools, affiliations and what's more students (Hlady-Rispal and 
Jouisson-Laffitte, 2014). Case in point, students with entrepreneurial entry level 
position experience tend to show lower work disappointment than those without 
temporary job experience (Keat, Selvarajah and Meyer, 2011). A study by Watson and 
Gavin, (2009) likewise justify that assistants who have taken an interest for the section 
level position programs tend to have higher job arranging about their occupations and 
bigger measure of regular and extra prizes achievements. Thusly, getting appropriate 
entrepreneurial experience has a positive association with individual's desire and 
accessibility in journey for business opportunities in perspective of their underlying 
presentation to business circumstances (Batool et al., 2015). In whole, taking a gander at 
the banquet of entry level position projects to students, numerous specialists 
recommended that entrepreneurial temporary job projects ought to wind up an 
obligatory part of students' instructive structure (Zainal and Grigga, 1995). This, thus, 
has made entry level position programs turn into an vital basic part of today's instructive 
educational modules in get ready university students towards entrepreneurial 
profession (Zhung and Cueto, 2014). At the end of the date, having a decent 
entrepreneurial short-term job projects will greatly affect more university students to 
have higher interest for entrepreneurship project.

University Training

Training is instructing any aptitudes and information that relate to specific 
accommodating abilities. Training has specific destinations of the upgrading one's 
capacity, gainfulness, capacity and execution. It outlines the focal point of 
apprenticeships and gives the establishment of substance at foundations of development 
(otherwise called specialized universities). Research has been broadly centered around 
the field of entrepreneurship preparing, which has delighted in exponential 
development level universally (Zhung and Cueto, 2014). This is clear from the strands 
of studies which have been led on the capacity of entrepreneurship to make new 
employments and the significance of business preparing in creating potential business 
visionaries from the training support. For instance  Zainal and Grigga (1995) highlight 
the likelihood of the part of business preparing in impacting an individual's choice to 
end up a entrepreneur. Support in business preparing, in such manner, has been 
connected with the expanding interest towards picking entrepreneurship as a suitable 
career choice (Zhung and Cueto, 2014).

To this end, university and distinctive foundations of higher learning have been given 
the request to expect a primary part in showing students with the entrepreneurial 
information and aptitudes that will be profitable in their professional tries (Alberti and 
Sciascia, 2004). entrepreneurship preparing has been perceived as one of the 
fundamental determinants that could impact students' vocation choices (Frank and 
Lüthje, 2004). Because of that impact, there is a need to examine how business firms 
affect train students' Inclination to entrepreneurship Raichaudhuri (2005) to the extent 
the specialists know almost no investigation has been particularly researched the 
relationship between entrepreneurial training and entrepreneurial Inclination especially 
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on Malaysian university students. Thus it is the point of this examination to add to the 
present writing by recognizing the variables of project preparing that impact students' 
Inclination towards entrepreneurship particularly in Malaysian settings. Considering 
the above explanation, this paper fundamentally researches if entrepreneurship 
preparing can be enough impacted Malaysian university students' Inclination towards 
entrepreneurship. Especially, this paper points and endeavors to examine the 
relationship between entrepreneurial training and university students Inclination 
towards entrepreneurship among Malaysian university students in northern 
environment of the Peninsular Malaysia. The accompanying segment quickly talks 
about every characteristic of entrepreneurship preparing that could have impact 
university students' Inclination towards entrepreneurship. Every quality is quickly 
clarified and took after by the theorized suggestions for the study.

Coaching

Coaching is a procedure for the casual transmission of learning, social capital, and the 
psychosocial support saw by the beneficiary as pertinent to work, vocation, or expert 
advancement; tutoring involves casual correspondence, for the most part up close and 
personal and amid a managed timeframe, between a man who is seen to have more 
prominent significant information, good judgment, or experience (the guide) and a man 
who is seen to have less. The idea of coaching has entered the business space too. This is 
unique in relation to being an understudy, a entrepreneurship mentor gives direction to 
an entrepreneur or a entrepreneurship visionary on the business person's business. A 
student takes in an exchange by taking a shot at the occupation with the 
"entrepreneurship".

The impact of guides on Inclination towards entrepreneurship is generally examined in 
the literature (Clayton, 1989). Mentors are 'people impacting a person's vocation 
decision or styles'. They assist characterized that mentor have basic impact on people in 
deciding entrepreneurial vocations as they would give the valuable information, 
direction and also moral backings. Mentors in this connection are exceptionally basic 
since they give people preparing to socialization (Deakins and Glancey, 2015). It is 
more valid for people to demonstration of turning into a successful business person by 
having a decent image that they can identify with (Deakins and Glancey, 2015).

It depends on the presumption that seeing effective persons in business, an individual 
would Fleming, 1996) entrepreneurship too (Deakins and Glancey, 2015). Given the 
import of mentor, the part of instructors and companions of university students are 
analyzed with respect to how they may impact students' Inclination towards 
entrepreneurship (Fayolle and Gailly, 2005). The part of the educators is basic in 
training as they 'get ready, support and develop students (Hannon, 2005). As per 
(Robinson and Haynes, 1991) teachers are a basic component to the improvement of 
powerful undertaking training activities. The pretended by instructors, in this occasion, 
is to effectively guide and motivate students' advantage towards entrepreneurship by 
giving genuine business encounters (Alberti and Sciascia, 2004). This is on the grounds 
that instructors are given the obligation to shape the identity and characters of students, 
aside from conferring information in the class. Instructors' part, in the calling position, 
as learning disseminator effect sly affect students' brains as they have a Inclination to 
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retain whatever a teacher conveyed and taught (Brown, 1999).On the other hand, 
companions are likewise found to impact individual's Inclination towards 
entrepreneurship. White American students appear to be affected more by non-parental 
components, for example, peers when choosing their vocation advancement (Alberti 
and Sciascia, 2004). This may because of students trust companions are the best source 
and place to look for counsel and even capital (Venkatachalam and Waqif, 2005).

Recognize the part of companions in affecting one's choice to start a business and 
become successful (Hannon, 2005). The alleged 'companion impacts' who have had 
past encounters in independent work do affect individual's choices to consider 
entrepreneurship amid their transitional profession from present occupation. Studies on 
five nations about the advancement of entrepreneurship presume that the individuals 
who have youth companions are well on the way to take after their tread to end up a 
business visionary (Henry, 2003. Correspondingly, an overview on youthful 
Australians' dispositions towards entrepreneurship directed by scholar (Brown, 1999) 
agree that companions are essentially affected their choice to begin business venture.

Conceptual Framework

Following is the conceptual framework of the study.

Hypotheses

Following are the hypotheses of this study:

H1: Entrepreneurial Education has positive effect on entrepreneurial Inclination.

H2: Apprenticeship program has positive effect on entrepreneurial Inclination.

H3: University Training has positive effect on entrepreneurial Inclination.

H4: Coaching has positive effect on entrepreneurial Inclination.

RESEARCH METHODOLOGY

This study depends on quantitative technique. The study was conducted to examine the 
impact of entrepreneurial education, Apprenticeship program, university training and 
Coaching on entrepreneurial Inclination of university students. The data was collected 
from business graduates and undergraduates students of University of Agriculture, 
Peshawar KP, Pakistan see in the following table. Questionnaire was distributed among 
business graduates and undergraduates students of IBMS, University of Agriculture, 
Peshawar.

Population

Targeted population was 251 business graduates and undergraduates students of IBMS, 

   

Apprenticeship 

Education 

Training
 

Coaching

Entrepreneurial Tendency
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University of Agriculture, Peshawar who completed their education in year 2014-2015.

Sample Size

For data collection total population sample technique was used. Total 251 
questionnaires were distributed among the business graduates and undergraduate's 
students of University of Agriculture, Peshawar who completed their education in year 
(2014-2015) and total 251 questionnaires were distributed. The results of distributed 
questionnaires were 100%.

Data Collection Instrument

Questionnaire was used for the data collection. Based on five point likert Scale (1= 
strongly disagree, 5=strongly agree). For measuring entrepreneurial education, 
Apprenticeship program, university training, coaching and entrepreneurial Inclination 
total 9, 9, 14 and 12 items were taken from the study of (Brown, 1999). For measuring 
Coaching total 8 items were taken from the study of (Brown, 1999).

Statistical Method

The researcher used descriptive statistics (means, standard deviations and frequency 
distributions) to analyze the data. Multiple regression statistical tools is used via SPSS 
version 20.0.

Data Collection

The data was collected by distributing questionnaire. Support in the study was 
intentional and the members were guaranteed of the privacy of their reactions. 
Respondents were further educated that their reactions were to be utilized for research 
purposes only.

RESULTS AND DISCUSSION

Table: 1 Ages

 

2014

2015

2015

2015

Total

Years Students No. of Students

BBA

BBA

BBS

MBA

105

74

32

40

251

Age Frequency Percent Cumulative Percent

21-30 108 43.0 43.0

31-40 and above 143 57.0 100.0

Total 251 100.0

Gender Frequency

 

Percent

 

Cumulative Percent

Male 196

 

78.1

 

78.1

 

Female 55

 

21.9

 

100.0
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The above table demonstrate the demographics of the respondent in frequency 
distribution. Participants with the ages of 21-30 years represent 108 out of 251 members 
of the total sample 251. From 31-40 and above years of ages group members represents 
143 out of 251 members. Total strength of Male respondents were 196 out of 251 
members of the total whereas; female represents 55 out of 251 of the total sample of 251. 
Undergraduates participants are 152 and graduates participants were 99out of 251 
members. Businessmen fathers were found 211 and job holders were found 40 out of 
251. Job holders mothers were found 99 and housewife was found 152 out of 251. Six 
respondents were found trained and 245 were found untrained out of 251. Seventy-
seven respondents were found first birth and 174 were found others out of 251. One 
hundred fifty-two respondents were belongs to Urban Area and 99 respondents belongs 
to Rural area out of 251.

Reliability Analysis

The Cranach's alpha coefficient represents reliability. Higher value of alpha closer to 
0.70 indicated that items on the scale have higher internal consistency [66].

   

Total 251 100.0

Frequency Percent Cumulative Percent

Under Graduates

 

152

 

60.6

 

60.6

 

Graduates 99

 

39.4

 

100.0

 

Total 251

 

100.0

  

Father Profession

 

Frequency

 

Percent

 

Cumulative Percent

Business Man

 
211

 
84.1

 
84.1

 

Job Holder 40
 

15.9
 

100.0
 

Total 251 100.0  100.0  

Mother Profession Frequency Percent  Cumulative Percent

Job Holder 99 39.4  39.4  
House Wife

 
152

 
60.6

 
100.0

 Total 251

 
100.0

 
100.0

 Training Experience

 

Frequency

 

Percent

 

Cumulative Percent

Yes 6

 

2.4

 

2.4

 
No 245

 

97.6

 

100.0

 

Total 251

 

100.0

  

Birth Order

 

Frequency

 

Percent

 

Cumulative Percent

First 77

 

30.7

 

30.7

 

Other 174

 

69.3

 

100.0

 

Total 251

 

100.0

  

Domicile Frequency Percent Cumulative Percent

Urban 152 60.6 60.6

Rural 99 39.4 100.0

Total 251 100.0

Entrepreneurial Capacity Building And Students Entrepreneurial Inclination

C  2017 CURJ, CUSIT



294

Table: 2 Reliability Statistics

Inter-item consistency coefficient i.e. Cranach's alpha for various variables are show 
above. To remove an item from questionnaire, Cranach's alphas ranged less than 0.70 
[66]. So therefore, the above reliability statistics rate of four variables shows that there is 
no any problem of removal of questionnaire items.

Regression Analysis

The multiple regression model is as under:

Y = á+â1X1+â2X2+â3X3+ â4X4+å……….. (1)

Where Y is Entrepreneurial Inclination (D.V)

á is constant

X is other factors affecting entrepreneurial Inclination

â is the regression coefficient which might be positively or negatively influencing D.V 
and I.V variables.

ET = á + â1EE + â2IP + â3UT + â4M + å………………… (2)

Where ET = Entrepreneurial Inclination (dependent variable)

â1EE= Entrepreneurial education (I.V)

â2IP= Apprenticeship program (I.V)

â3UT = University Training (I.V)

â4M= Coaching (I.V)

Table 1: Model Summary

Regression coefficient “R” = .862 or 86.2% relationship between (I.V's) and (D.V). The 
coefficient of determination “R2” = 0.743 which show that 74.3% of variation in 
Entrepreneurial Inclination is explained by Entrepreneurial Education, Apprenticeship 
Program, University Training, Coaching.

Table 2: ANOVA

 
Variables Cranach’s á N of Items
Entrepreneurial training

 
0.896

 
14

Apprenticeship program 0.849  9
Entrepreneurial Education 0.898  9
Coaching 0.925 12
Entrepreneurial Inclination 0.820 8

 

Model R

 
R Square

 
Adjusted R Square

 
Std. Error of the Estimate

1 0.862
 

0.743
 

0.739
 

0.91619
 

a. Predictors: (Constant), Coaching, Entrepreneurship Education, Apprenticeship

Program, Training

Model Sum of Squares df Mean Square F Sig.

1
Regression
 

597.490
 

4
 

149.372
 
177.950

 
.000

Residual 206.494 246 0.839    
Total 803.984 250    
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The F value is 177.950 and the significance level is = .000 which is less than P = 0.05. 
This implies that over all regression model is statistically significant, applicable and 
well. The valid regression model suggest that all I.V's are explaining that there is a 
positive and significant link with D.V.

Table 3: Coefficients

The table show the regression coefficient for training of entrepreneur (â1) = .477 which 
shows that 1% raise in entrepreneurial training raise 47.7% in students entrepreneurial 
Inclination level if other variables are kept controlled. The T value is 6.983 and is 
significant at .000 because significance level is less than P =.05. It imply that the H1 
should be accepted that is: entrepreneurial training has major positive outcome on 
entrepreneurial Inclination.

The regression coefficient (â2 ) = .274 or 27.4 % which imply that one percent raise in 
Apprenticeship program brings 27.4% raise in entrepreneurial Inclination level if other 
variables are kept controlled. The T value is 5.703 which is significant at .000 level 
which is less than the P =.05. It imply that the H2 should be accepted that is: 
Apprenticeship program has positive significant cause on entrepreneurial Inclination.

The regression coefficient for entrepreneurial Education (â3) = .070 or 7.0% which 
show that 1% raise in entrepreneurial education raise 7.0% in entrepreneurial 
Inclination if other variables are kept constant. The T value is 1.987 which is significant 
at .048 which is accepted the H3 that is entrepreneurial education has significant 
positive result on entrepreneurial Inclination.

The regression coefficient for Coaching (â4) =.150 or 15% which show that 1%  raise in 
Coaching raise 15% in entrepreneurial Inclination if other variables are kept constant. 
The T value is 2.346 which is significant at 0.020 level. So again H4 should be accepted 
that is: Coaching has significant positive cause on entrepreneurial Inclination.

DISCUSSION

The purpose of this research study is to investigate the impact of entrepreneurial 
education, Apprenticeship program, university training and Coaching on 
entrepreneurial Inclination of university student's. The study population was the 

   

Model Unstandardized 

 
Standardized 

 
T Sig.

B

 
Std. Error

 
Beta

 

(Constant)

 
.115

 
.137

  
.836

 
.404

Training
 

.484
 

.069
 

.477
 

6.983
 

.000
Apprenticeship 
Program .281 .049  .274  5.703  .000

Entrepreneurial Edu

 
.071

 
.036

 
.070

 
1.987

 
.048

Coaching .151 .064 .150 2.346 .020

a. Dependent Variable: Entrepreneurial Inclination
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business graduates and undergraduates students of Institute of Management Science 
department of University Of Agriculture, Peshawar KP, Pakistan. For the data collection 
total population sample technique was used. Total 251 questionnaires were distributed 
among the business graduates and undergraduate's students of University of 
Agriculture, Peshawar. The results of distributed questionnaires were 100.The 
Questionnaire was based on five point Likert Scale (1= strongly disagree, 5 = strongly 
agree).The reliability judgment i.e. reliability of variables were discovered and found 
appropriate. Male respondents were 196 out of 251 individuals that shows 78.1% of the 
aggregate while; female were 55 out of 251 members that portray 21.9% of the 
aggregate sample. Members with the ages of 21-30 years address to 108 out of 251 
individuals that define 43% of the aggregate sample 251. From 31-40 years of ages or 
more individuals were 143 out of 251 individuals that show 57% of the aggregate 
example 251. Masters and graduates members were 99 and 152 out of 251 individuals. 
Besides, it shows 39.4% and 60.6% individually. The examination study utilizes various 
regression investigations as a part of request to break down effect of free variables i.e. 
(entrepreneurial education, Apprenticeship program, training and Coaching) on 
dependent variable (entrepreneurial Inclination).

The estimation of regression coefficient "R" was discovered .862 which demonstrates 
86.2% relationship amongst (I.V's) and (D.V). The coefficient of determination "R2" 
was discovered .743 which demonstrate that 74.3% of variety in entrepreneurial 
Inclination is clarified by all predictors. The F value was discovered 177.950 and found 
significant. The estimation of regression coefficient for entrepreneurial education (â1) 
was discovered .477 which infers that one percent expansion in entrepreneurial 
education increments 47.7 percent in students entrepreneurial Inclination level if 
different variables are kept controlled. It suggests that the H1 theory must to be 
acknowledged that is: entrepreneurial has significant effect on entrepreneurial 
Inclination. The consequence of the study was predictable with the past investigation of 
(Venkatachalam and Waqif, 2005).

The estimation of regression coefficient for entrepreneurial Apprenticeship program 
(â2) was discovered .274 which infers that one percent expansion in entrepreneurial 
Apprenticeship increments 27.4 percent in students entrepreneurial Inclination level if 
different variables are kept controlled. It suggests that the H2 theory must to be 
acknowledged that is: entrepreneurial Apprenticeship program has significant effect on 
entrepreneurial Inclination. The consequence of the study was predictable with the past 
investigation of (Deakins and Glancey, 2015).

The estimation of regression coefficient for entrepreneurial training (â3) was 
discovered .070 which infers that one percent expansion in entrepreneurial training 
increments 7 percent in students entrepreneurial Inclination level if different variables 
are kept controlled. It suggests that the H2 theory must to be acknowledged that is: 
entrepreneurial training program has significant effect on entrepreneurial Inclination. 
The consequence of the study was predictable with the past investigation of (Deakins 
and Glancey, 2015).

The regression coefficient for Coaching (â4) was discovered .150 or 15% which implies 
that once percent expansion in Coaching increments 15% in entrepreneurial.

Inclination if different variables are kept consistent. The T value is 2.346 which was 
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discovered significant at .020 level. So H4 is accepted which depicted that Coaching has 
critical beneficial outcome on entrepreneurial Inclination. The consequence of the study 
was predictable with the past investigation of (Batool et al., 2015).

RESULT SUMMARY

CONCLUSION

The present study was carry out to examine the cause of entrepreneurial education, 
Apprenticeship program, university training and Coaching on entrepreneurial 
Inclination of university student's. The findings of the study reveal that there exists 
significant positive effect of entrepreneurial education, Apprenticeship program, 
university training and Coaching on entrepreneurial Inclination of university student's. 
This shows that entrepreneurial education, Apprenticeship program, university training 
and Coaching increases the Inclination of entrepreneurship among the university 
student's. So, university administration and faculty must give proper concentration on 
the implementing such practices which give the enhancement in student's 
entrepreneurial Inclination. Consequently, entrepreneurial culture will bring economic 
prosperity in the country.

RECOMMENDATIONS

University must implement such practices in which university graduates must 
entrepreneurial inclined with practices such as entrepreneurial education, 
Apprenticeship program, university training and Coaching both in public and private 
sector universities of all around Pakistan with special reference to KP.  In Pakistan due 
to worst economic conditions most of the graduates are jobless. The practices like 
entrepreneurial education, Apprenticeship program, university entrepreneurial training 
and Coaching of students help towards opening their own business and achieve their 
desire goals as a result of insecurity of getting job. Research has proved that through the 
interventions of entrepreneurial education, Apprenticeship program, university training 
and Coaching enhance the entrepreneurial Inclination.

In view of the fast paced technological developments across the globe, it is imperative 
that comprehensive entrepreneurial education, Apprenticeship program, university 
training and Coaching practices be launched at national scale to bridge and to improve 
the employment position of Pakistan. The Government of Pakistan must undertake 
entrepreneurial education, Apprenticeship program, university training and Coaching 
practices at national as well as provincial universities to enhance the entrepreneurial 
Inclination.

   

Hypotheses Accepted/ Rejected
H1: E
entrepreneurial Inclination

 Accepted

 

H2: Entrepreneurial Apprenticeship
 

student entrepreneurial Inclination 
-do-

 

H3: Entrepreneurial training h
Inclination.

-do-  
H4: Entrepreneurial Coaching
entrepreneurial Inclination

-do-
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RESEARCH LIMITATIONS

There are certain limitations of this study. First and the primary limitation is that this 
research study is cross sectional in the nature Due to smaller sample size on cross 
sectional basis this study is limited. Moreover, this study has also limitation pertaining 
to the issue of analytical generalizability because the researcher didn't used 
confirmatory strategies in terms of checking all the assumptions of the implemented 
multiple regression tests. Due to the small obtained sample size which is selected from 
only one university of KPK, Pakistan the research study is limited.

RESEARCH CONTRIBUTION

This research study contributes vividly in the enhancement of literature in eastern 
research work setting particularly in Khyber Pakhtunkhwa on specific variables like 
entrepreneurial education, university Apprenticeship program, university 
entrepreneurial training and Coaching towards entrepreneurial Inclination. Moreover, 
this study is the pioneer study that measures the effect of aforementioned variables on 
entrepreneurial Inclination at University of Agriculture, Peshawar of Science and 
Technology. This study is the create the attraction in the mind of competent authorities 
of universities of Pakistan with reference to KP in order to implement such practices 
through which students become entrepreneurial inclined for better economic prospects 
of country.

FUTURES AREAS FOR RESEARCHES

The areas for additional and furthers researches is an in-depths examination of mores 
private and public organizations to take hold of some of the others factors contributing 
towards the entrepreneurial Inclination. In future the present hypotheses should be 
studied in numerous samples from different other institutions of Pakistan on 
longitudinal basis. In future, some moderation and mediating variables also be 
incorporated.
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A STUDY OF FORMAL AND INFORMAL CORPORATE 
SOCIAL RESPONSIBILITY (CSR) PRACTICES IN THE 
FOOD, BEVERAGES AND TOBACCO INDUSTRY OF 

KHYBER PAKHTUNKHWA
1

Parvez Akhtar

ABSTRACT

This study was carried out in a sample of 40 organizations in the Food, Beverages and 
Tobacco Sector of Khyber Pakhtunkhwa. Purpose of the study was to find out the nature 
of corporate social responsibility practices performed by these organizations in the 
context of formal and informal CSR. The top management of the organizations was 
interviewed by using a close ended questionnaire. The qualitative case study research 
methodology was applied to investigate the research problem. Data was collected, 
analyzed and tested through using the three-stage process approach proposed by Miles 
& Huberman (1994). It was found that the CSR practices are not properly planned, 
coordinated, integrated and are done on a smaller scale by the firms, resulting low 
impact on the overall development of the society. Moreover, there were no practical and 
written plans available in the firms which led to informal and irregular CSR practices in 
the industry. 

Key Words: Corporate Social Responsibility (CSR), Formal and Informal CSR, 
Non-governmental organizations (NGOs), Developing countries, 
Small and Medium sized Enterprises (SMEs)

INTRODUCTION

Corporate Social Responsibility is a relatively new but fastly growing concept of 
corporations meant for the welfare of the society. It is based on the concept that since 
business corporations earn their profits from the society therefore it is their ethical 
responsibility to provide services to the society in return. CSR has grown as a subject in 
the 1930s. CSR studies how companies manage their business process to produce an 
overall positive impact on the society (Baker, 2004).  Donaldson and Davis (1991) 
identified that there is a moral imperative for the managers to 'do the right thing', without 
regard to how such decisions effect from performance. Society expects the business 
organizations to comply with the laws and regulations of the governments (Carroll, 
1991). The Carroll's model encompasses the economic, legal, ethical and discretionary 
expectations that society has of organizations (Carroll, 1979, p. 500). The first two 
levels of responsibility are required, the third level is expected and the fourth i.e. 
philanthropic level of responsibility is desired. The Carroll's model of social 
responsibility provides a hierarchy of responsibilities just like Ibrahim Maslow's 
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hierarchy of needs for motivation. 

Corporate Social Responsibility is taking care of all the stakeholders of the business in 
addition to the interest of the business shareholders. The stakeholder approach came 
into being in 1995.The main Stakeholders include customers, employees, suppliers, 
community groups, governments. They have an important influence on the businesses 
and have encouraged them to make some additional investments in corporate social 
responsibility. Some companies have responded to these concerns positively while 
others have resisted, on the plea that additional investments in corporate social 
responsibility are inconsistent with their efforts to maximize profits. This controversy 
has led the researchers to examine the relationship between CSR and corporate social 
responsibility in a way to address the validity of concerns regarding a tradeoff between 
investments in CSR and profitability. Stakeholder management is the central theme of 
recent business and society (Carroll, 1989). Since 1995, the importance of stakeholders' 
approach of business has grown. Now, the managers recognize the importance of 
managing their stakeholders. They realize that any planning or business strategy which 
does not include analysis of all the stakeholders in the internal and external business 
environment may be a failure in the long run. 

Most of the research on the subject has taken place in the developed nations; however, 
the concept is getting importance in the developing nations as well. There has been great 
progress and research on the subject in the west as compared to developing economies 
of the world. Jamil (2007) wrote that there has been considerable research on CSR in the 
Western economies, whereas, there is very little available on CSR in the developing 
economies. According to Blowfield and Frynas (2005) global CSR discussions have 
been dominated by the European and North American perspectives, and developing 
economies are just following their agenda instead of developing their own programs in 
this field. Irrespective of the fact that CSR is being dominated by the western 
economies, it is now an established fact that the importance of CSR initiatives and 
stakeholders' management is increasing day by day globally.    

This study focused on the CSR different approaches in large and small organizations 
with a view to see how well planned; organized and effective the CSR practices are in 
the Food, Beverages and Tobacco sector are? This research question has important 
obligations with respect to formal and informal CSR business practices and their 
ultimate impact on the welfare of the society. In view of the above, objectives of the 
study are given below:

OBJECTIVES

I) To know how planned and coordinated the CSR practices are

ii) How formal and informal the CSR practices are in the Food, Beverages and 
Tobacco industry of Khyber Pakhtunkhwa   

LITERATURE REVIEW

There is an increasing recognition of the potential contribution of Small and Medium 
Enterprises (SMEs) towards employment and economic growth in Pakistan (Khurram 
et al., 2009). SMEs have been identified and universally accepted as the major
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contributory factor to the job creation and poverty alleviation in developing countries, 
given their labor-intensive production processes and significant employment growth 
rates (Kok, Deijl, & Essen, 2013).

Small and medium term enterprises (SMEs) operate at micro level, tend to be owner 
managed, internally financed, have limited financial, personnel and time resources, 
strongly embedded in the local community, characterized by high flexibility and less 
formal structure, includes less documentation and fewer procedural hurdles (European 
Commission, 2002; Fassin, 2008; Jenkins, 2009; Russo and Perrini, 2009). Their 
involvement in CSR differs from that of large (multinational) enterprises. They are 
concerned with CSR practices while operating in their own community (Murillo and 
Lozano, 2006; Russo and Tencati, 2009; Ealter et al., 2010). Their actions for 
implementation of CSR are in general intuitive, ad hoc, not formalized and rarely 
publicized (Baden et al., 2009; Nielsen and Thomson, 2009; Bader, 2011). The ad hoc 
CSR efforts in SMEs especially in the developing countries often lead to duplication of 
CSR activities having low impact on the overall development of the society.   

In developing countries, four stakeholder groups emerge as the most powerful activities 
for CSR, namely development agencies (Jenkins, 2005), trade unions (Kaufman et al., 
2004), international NGOs (Christian Aid, 2005), and business associations (WBCSD, 
2000). Besides, the media is also emerging as a key stakeholder for promoting CSR in 
developing countries (Vivarta and Canela, 2006). 

Lund-Thomsan et al., (2006) has given that a lot of companies in Pakistan are argued to 
be involved in CSR activities, mainly philanthropy and charitable giving for a variety of 
reasons.  Afridi, Riaz, and Ali (2008) studied the role of corporate social responsibility 
in Pakistan Telecom Industry and concluded that CSR application is developing rapidly 
in the Telecom Sector of Pakistan. They further added that the Pakistani Telecom 
Industry is aware of importance of workplace, marketing and other related policies that 
help them to improve their infrastructure and that CSR is now considered as an integral 
part of the industry. Awan, Kamal and Rafique (2012) investigated the level of corporate 
social responsibility in Pakistan and concluded that Pakistan has a moderate level of 
corporate social responsibility. Moreover, “social accountability” and “social 
investment” was the main variables contributing in scoring that level.

In short, though a lot of work is still to be done in CSR in Pakistan. Yet, Corporate Social 
Responsibility is making slowly and gradually inroads in Pakistan in the multi-national 
and private sector (Khan and Nomani, 2002).

Barke, Jeanne, and Don (1996) studied the CSR Programs that can create strategic edge 
for the organizations and this included awareness of benefits of both the firms and its 
stakeholders including its employees. Similarly, on the benefits of CSR in Record 
Management Industry (“Leveraging the Benefits of CSR in the Records Management 
Industry) it was concluded that CSR is simply the aligning of the business practices to 
the needs of all the stakeholders, employees and customers. Freeman (1984) while 
supporting the stakeholders' stance stated that Managers besides satisfying mere 
shareholders' needs should also try to develop strategies to content needs of other 
numerous constituents or stakeholders. These stakeholders include workers, customers, 
suppliers, and community organizations. Harrison and Freemen (1999) explored the 
importance of stakeholders' stakeholders' management and concluded that there are 
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different theories and models on this issue but the empirical research is in an early stage. 
Mitchell, Agle, and Wood (1997) identify that three attributes 'power, legitimacy and 
urgency' play an important role to decide “who matters more to CEOs”. Another 
important issue is whether the companies can balance the various stakeholders' 
competitive demands. Stuart Ogden and Robert Watson while examining the ability of 
U.K. water companies to balance shareholder and customer interests stated that 
increasing customer service levels have negative effect on the profitability in the short 
run because of the increase in costs associated with the improvement of customer 
services but in the long run they do contribute to increase in market value reflecting 
long-term benefits from high levels of customer service. According to Freeman (1984) 
the stakeholder theory has been the mainstay of management research.

The nature of relationships between corporations and stakeholders was further 
evaluated to track new trends over a period of years. Burns and Stalker (1961) evaluated 
20 UK companies and stated that external environments have an important impact on 
corporations. They further elaborated that if a company's external environment is stable, 
that company's management system tends to be highly regulated and on the other hand, 
if a company's external environment is unstable, the company's authority and 
responsibility tends to be ill-defined, in other words, controlled by the factors in the 
external environment.

RESEARCH METHODOLOGY

The nature of the study was qualitative. Descriptive cum Explorative Research 
approach was used to explore the current CSR practices of the managers in the Food 
Industry of Khyber Pakhtunkhwa. Descriptive type of research study was used to 
describe the characteristics of the businesses of the Khyber Pakhtunkhwa with respect 
to their efforts made towards implementation of the CSR strategies. Bickman and Rog 
(1998) suggested that descriptive studies can answer question such as “what is” or 
“what was”. 

The total 165 functional industrial units of the Food, Beverages and Tobacco sector was 
the population of the study. Data were collected from a sample of 40 industrial units 
through primary source by using the Interview schedule method. Close ended interview 
schedule questionnaire was addressed to the management of the industrial units.  
Sample size was selected through applying the Stratified Random Sampling technique 
(Lottery method) in such a way that each category in the Food, Beverage and Tobacco 
sector is proportionately represented in the sample according to the size of the category. 
Care was taken to involve firms from all the strata depending upon the functional 
efficiency and size of the food industry by using the following expression. Pandey and 
Verma (2008) used this formula while studying the sample allocation in different strata 
for impact evaluation.

ni= nNi/N
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Table 1: Breakup of the Sample Size

DATA ANALYSIS 

For data analysis of this research the three-stage process proposed by Miles and 
Huberman (1994) was adopted. This three stages process consists of a) data reduction, 
b) data display, and c) conclusion forming and verification. Arthur (1999) and Sen 
(2011) used this technique for data analysis in their respective researches in Australia. 

RESULTS AND DISCUSSIONS

I. Analysis of individual cases of the Sub-Stratum in each 
Stratum/Industrial Unit in the Food, Beverages and Tobacco/Strata 

Sector

The below table lists the main research questions developed in light of the research 
objectives, their corresponding interview questions and the outcomes of the respective 
research questions. The outcomes of each question elicited particular areas of interest of 
the researcher and the expected responses/behaviors of the management of the firms. 

Table 2: Research Questions, corresponding interview questions and outcomes

Category of Food, Beverage & 

Tobacco Sector

Total Number of functional units 

in each category (Population)

Sample

i) Food (Flour mills
 

and
 

Sugar mills) 
 

116
 

26

ii) Beverage (Cold storage and
 

Mineral Water) 
36

 
09

iii) Tobacco (Cigarette and tobacco 

curing)

13
 

05

165 40

Research 
Questions (RQ)

Interview Questions (IQ) Outcomes

RQ1. What are the 

organizations’ 

actions/efforts 

towards adaptation 

of CSR in Khyber 

Pakthuknwa?

 

IQ 1. Is there any personnel/section responsible to look 

into CSR initiatives in the organization? 

 

IQ 2. Does your organization have a ny budget allocation 

for the CSR activities in this year?

 

IQ 3. Does your organization have any training program 

for the Management to practice CSR?

 

IQ 4. How often does your organization perform CSR 

activities in a year?

 

Permanent, periodical, once
 

IQ 5. Can you name some of the social sector activities 

performed by your organization during the last year?  

a) Actual 

practiced 

behavior of CSR
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1. Stratum Food Industry

In this stratum a total of 05 sugar mills and 24 flour mills were studied on the two 
research questions regarding the practical efforts of industries for adaptation of CSR 
and the formal and informal CSR practices. 

a) Actual practiced behavior of CSR

The management was judged on different actions leading towards practicing of CSR in 
the organizations. None of the firms were having an independent CSR department or 
unit. The Managers admin/HR was performing the CSR activities within the 
organizations. CSR was one of the many administrative and HR functions of the Top 
management. Most of the firms were regularly practicing CSR activities but these 
practices were on a smaller scale and were not havig proper allocations for the CSR 
in their budget. These allocations for the CSR activities were ad-hoc, flexible 
and need based.  CSR participation in the firms was mainly in the form of interest free 
loans to growers of their raw material, educational scholarships to the children of the 
employees, donations to charities and development of a community welfare school for 
free education of the poor people of the community. 

b) Formal or Informal CSR and Stakeholders' Management Strategies

This section of the interview was regarding the documentary view of different 
important documents maintained by the firms related to CSR and 
Stakeholders' management strategies of the firms in order to ascertain whether the firms 
were having formal or informal CSR practices. Only few firms out of the 29 firms could 
produce documents related to CSR and stakeholders' management, while all other 
firms were practicing CSR informally. Only one firm had CSR strategy, budget 
allocation and plans to serve the society. Other firms could not produce the related 
documents. So no evidence for formal practicing of CSR activities or managing their 
stakeholders was found in that industry which ascertained the fact that CSR and related 
practices were informally practiced.

2. Stratum Beverages Industry

In this stratum a total of 09 beverage firms were studied for CSR practices 

a) Actual practiced behavior of CSR

Since Management of the firms included in this category did not have clear idea of CSR, 
therefore as predicted there were no affirmative actions towards implementation of CSR 
i n  t h e  f i r m s .  T h e r e  w e r e  n o  s e p a r a t e  C S R  s e c t i o n

RQ2. How effective 

the Firms’ strategies 

are with respect to 

CSR and 

stakeholders’ 

management? 

 

IQ 6. Does your org anization have any policy regarding 

CSR? (documentary view)

 IQ 7. Does Your Organization have any policy regarding 

stakeholders’ Management? (documentary view)

 plan? (documentary view)

 

IQ 9. How does you r organization respond to the needs of 

the stakeholders? Any documentation? 

IQ 10. Is there any forum in your organization to 

required.

b) Formal or 

informal CSR & 

Stakeholders’ 

Management 

Strategies
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independent allocation of budget and any training program for the Management in CSR. 
The CSR practices were on a very smaller scale and on temporary basis. The most 
important and notable CSR practices of these firms were donations occasionally, charity 
and some financial support to the employees in need.

b) Formal or Informal CSR and Stakeholders' Management Strategies

The firms in this category did not have any written evidence or documentation regarding 
their CSR policies or stakeholders' management strategies. The Managers who were 
also owners of the firms were managing the CSR and stakeholders' dealing on need 
basis. There were no lists of important stakeholders available with them. Government 
was regarded as the most important stakeholder by them. There were also no standard 
operating procedures (SOPs) available for dealing with the complaints of the customers 
or even the observations of the employees within the firms. The management practices 
and actions seemed verbal and day to day basis depending upon the situation. 

3.   Stratum Tobacco Industry (L1-L5)

There were 05 firms analyzed in the tobacco industry in Khyber Pakhtunkhwa for their 
formal and informal CSR practices. 

a) Actual practiced behavior of CSR

Two out of five tobacco firms i.e. 40% of the firms had independent CSR units, whereas, 
all the five firms had separate budget allocations for CSR activities as well as organized 
CSR trainings for the management. CSR practices were the permanent feature of these 
firms as they were regularly supporting the cause of the society. The employees' welfare 
programs and measures taken for health of the society were on top in their CSR 
activities. One of the firms had established a full- fledged general hospital for providing 
free of cost general health care to the poor of that area. This facility was being utilized by 
other people belonging to nearby districts of that particular district where this health 
facility was located. Other important CSR activities included donations to charity 
organizations, educational scholarships for the employees' children, interest free loans 
to the farmers/growers of the raw material, and provision of financial support to the 
IDPs and flood victims of the area.

b) Formal or Informal CSR and Stakeholders' Management Strategies

The firms had proper regulations for health and safety of the employees, environmental 
protection and regular programs for the welfare of the society. They were very 
concerned about their important stakeholders and had proper strategies for dealings 
with them. They had an independent section/unit in the name of Corporate Regulatory 
Authority (CORA) for permanent dealing with the important stakeholders. They had 
written procedures regarding how they will deal with the complaints and observations 
of different stakeholders including their employees. All this contributed towards their 
formal CSR practices and stakeholders' management strategies.                  

II. Cross-Case Data Analysis by Research

The review of the individual cases rendered a case-by-case understanding of each of the 
stratum of Food, Beverages and Tobacco sector concerning their CSR strategies. This 
analysis thus provided a foundation for undertaking a cross-case data analysis to derive 
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the emerging themes and further explore them in depth. 

In this section, each research question was analyzed separately across all the cases. 
Main steps involved were reduction of data from the previous case results, coding where 
applicable and comparison of the relevant reduced data. Out of this, summaries or tables 
have been formed which provide the data related to the individual research questions. 
Further, this data was analyzed and interpreted to create a clear answer to each research 
question. These answers are transformed and listed as 'findings'. At the end, for each 
research question there is a summary of findings.

Findings with respect to Research Questions

RQ 1: What are the organizations' actions/efforts towards adaptation of CSR?

There were five interview questions asked from the management of the firms regarding 
the above research question. Purpose of the research question was to know the practical 
measures taken by the firms for formal CSR practices. The interview questions 1 asked 
whether the firms have independent CSR unit, the interview question 2 was regarding 
having a separate budget for CSR in the organization, and interview question 3 was 
regarding the training program in CSR for the management. All these interview 
questions related to the practical implementation of the CSR formally in the 
organizations. The interview question 4 was regarding the frequency of CSR events or 
activities being performed by the organizations in order to see the nature of CSR 
programs. Finally, interview question 5 was regarding what specific CSR activities 
were performed by the firms during the last year?

(a) Response to Interview Question 1, 2 and 3:

i) Is there any personnel/section responsible to look after CSR initiatives in the 
organization?

ii) Does your organization have any budget allocation for the CSR activities in a 
year? 

iii) Does your organization have any training program for the Management to 
practice CSR?

The below table shows the percentage of firms having independent CSR section, budget 
allocation and training program for CSR in each of the sub-stratum of the strata in Food 
and Beverages and stratum Tobacco of the research study:

Table 3: Percentage of firms having CSR Section, Budget allocation and training 
program

 
Stratum Firms having 

independent CSR 
section/unit

 Firms having 
independent CSR 
budget allocation

 Firms having independent 
CSR Training program for 
Management

 

Sugar Mills 0

 
30%

 
20%

 

Flour Mills 0 23% 0  
Cold Storage 0 0 0  
Mineral Water 0

 
0
 

0
 Tobacco 60% 100% 60%
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From the above responses it can be seen that almost negligible percentage of firms had 
independent set ups for the CSR. There were some firms in the Tobacco industry which 
had independent section but even this unit was not fully functional and managed by the 
Sales and Admin management jointly. In all other firms CSR was being practiced as 
having informal and irregular set ups. 

Finding 1: CSR is an integrated function of Sales and Admin in the firms

The situation regarding allocation of budgets for CSR activities was comparatively 
better as compared to having independent CSR unit or CSR regular training program for 
management in the firms. However, CSR activities were performed by most of on ad-
hoc basis due to the non-allocation of dedicated budget allocations for this specific 
purpose in most of the firms. 

Finding 2: No independent budget for CSR is allocated by the firms

The situation regarding the dedicated training program for the management was also not 
good. In fact, this program was closely associated with having a self-sufficient unit for 
CSR and separate budget for CSR activities, but since most of the firms were not having 
dedicated CSR units or budgets, therefore there was no dedicated training program in 
CSR for the management in most of the firms.

Finding 3: Management of the firms was not imparted training in CSR

All of the above mentioned three situations with regard to the non-availability of 
independent CSR section, allocation of budget and training program for management of 
the firms is the indication of the fact that CSR practices are ad-hoc in the firms.

Finding 4: There are either no or at a very small level practical measures taken for 
formal adaptation of CSR by the firms.  

(b) Response to Interview Question 4:

How often does your organization perform CSR activities in a year?

The options given to them were a) permanent, b) periodical, c) once a year and d) none. 
The table below shows the responses of the firms:  

Table 4: Frequency of CSR activities performed in a year

The firms had a mixed response. Most of the firms were performing CSR activities 
periodically. There were a very small percentage of firms which were not involved in 
CSR activities. Only a good percentage of firms in the Tobacco sector were performing 
activities on some regular basis. 

Finding 5: CSR activities are performed periodically and on need basis

(c)   Response to Interview Question 5:

Can you name some of the social sector activities performed by your organization 

   

Sub-Stratum Firms with 
regular CSR 
activities

 Firms with 
Periodical CSR 
activities

 Firms performing 
CSR activities 
once 

 Firms with 
no CSR 
activities

Sugar Mills 20%
 

80%
 

0
 

0

Flour Mills 5% 33%  48%  14%

Cold Storage 0 25%  75%  0

Mineral Water
 

0
 

67%
 

33%
 

0

Tobacco 80% 20% 0 0

Parvez Akhtar

C  2017 CURJ, CUSIT



309

during the last year?

The table below shows the different types of CSR activities performed by the firms in a 
year: 

Table 5: Types of CSR activities performed in a year

The main CSR activities performed by the firms were supporting the employees' 
welfare activities, donations, IDPs support, Support to widows and household women, 
support to society education, support to public health facilities, support to religious 
institutions, support to farmers (raw material providers), and support to sports events. 
Employees' welfare and donations were ranked as the top most CSR performed 
activities performed by the firms during a year.

Finding 6: 'Employees' welfare' and 'Donations/charity' are the main performed CSR 
activities. 

Very few firms are supporting the society's educational and health development 
activities under their CSR, which is very important for the overall development of the 
society. Thus, the current CSR activities are going to have small impact on the overall 
development of the society.

Finding 7: Current CSR activities are having little impact on the overall development of 
the society

Finding 8: Most of the focus of the current CSR activities of the firms is on the primary 
stakeholders like employees' welfare and supporting the raw material providers.

(d)   Summary of findings from RQ1:

Research Question 3: What are the organizations' actions/efforts towards adaptation of 
CSR?

Purpose of this question was to see the actual measures taken by the firms for the 
practical adaptation of the firms. Most of the firms were not having regular independent 
CSR units and the CSR activities were performed as an integrated function of the top 
management. Similarly there was small number of firms having some regular budget for 
performing CSR activities. All these factors were contributing towards non-permanent 
and need based performance of CSR by the firms. Most of the CSR activities were 
performed on small scale and mainly concentrated on offering small incentives to the 

CSR activities Sugar 
Mills 

Flour 
Mills 

Cold 
Storage 

Mineral 
Water 

Tobacco Total

Employees’ welfare support

 

v

 

v

 

v

 

v

 

v 5

Support/Interests free loan to 
Farmers/Raw material providers

 
v

    

v 2

Support to Society educational 
development v

    
v 2

Support to Flood Victims & IDPs     v 1

Supporting Supports activities     v 1

Supporting public health facilities

  

v

   

v 2

Donation/ charity

 

v

 

v

 

v

 

v

  

4

Support to Religious institutions v 1
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employees and their children. Donations and charity were some of the other noticeable 
CSR activities performed by the firms. 

Table 5: Findings from Research Question 1

RQ 2: How effective the Firms' strategies are with respect to CSR and the 
stakeholders' management (Documentary View)?

Aim of this research question was to review some of the important documents related to 
the CSR and the firms' policies concerning stakeholders' management. Interview 
questions 6 and 7 asked the firms regarding their CSR and stakeholders' management 
strategy documents. Interview question 8 asked the firms regarding their employees' 
benefit plan. Interview questions 9 and 10 were regarding the documents about how did 
the firms respond to the needs of the stakeholders and communicate with the 
stakeholders?   

(a)   Responses to Interview Questions 6, 7, 8, 9 and 10:

I) Does your organization have any policy regarding CSR?

ii) Does your organization have any policy regarding stakeholders' management? 

iii) Does your organization have any employees' benefit plan?

iv) How does your organization respond to the needs of the stakeholders? (Any 
documentation)?

v) Is there any forum in your organization to communicate with the stakeholders? 
(Any Notification?)

The management of the firms was asked to produce the above mentioned documents 
during the interview. Most of the firms did not have these documents neither these 
policies were formally written. The CSR and stakeholders' management practices were 
mostly verbal resulting into informal CSR and stakeholders' management strategies in 
these firms. The table 6 below shows the position of the firms with respect to their 
written policies:   

Table 6: Percentage of firms w.r.t having CSR and stakeholders' management strategies 

   

Finding 1

Finding 2

 

Finding 3

 

Finding 4 There are eithe r no or at a very small level practical measures taken for formal  

Finding 5 CSR activities are performed periodically and on need basis  
Finding 6 ‘Employees’ welfare’ and ‘Donations/charity’ are the main CSR

 
activities performed by 

 
Finding 7 Current CSR activities are having little impact on the overall development of the society

Finding 8
stakeholders like employees’ welfare and supporting the raw material providers.

Sub-Stratum Firms having 
written policy 
regarding 
CSR

 
Firms having 
written policy 
regarding 
stakeholders’ 
management

 

Firms with 
employees’ 

plan

 
Firms with 
policy to 
respond to 
stakeholder
s’ needs 

 

Firms with 
policy to 
communicate 
with the 
stakeholders
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Sugar Mills 20%
 

0
 

80%
 

0
 

40%

Flour Mills 0 0 60%  0  0  
Cold Storage 0 0 0  0  0  
Mineral Water

 
25%

 
10%

 
50%

 
25%

 
35%

Tobacco 80% 50% 100% 80% 80%
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Most of the firms did not have formal and written documentation of the important 
policies concerning CSR, management of their stakeholders and the employees' benefit 
plan. 

Finding 1: Firms have informal CSR practices and manage their stakeholders 
informally without having any written plan

The situation of the firms was better with respect to having written employees' benefits 
plan. Most of the firms possessed the government's registration of the employees' social 
security and employees' pension (Employees Old Age Benefit Plan). 

Finding 2: Firms only have mandatory employees' benefit plan due to the compulsion of 
the government

The firms in the Tobacco Sector had a good position with respect to their written policies 
about CSR and stakeholders' management. It was due to the fact that these firms had 
proper and permanent CSR establishments in their organizations and regular budgets 
for it. 

Finding 3: Firms that have permanent set up for CSR have written CSR and 
stakeholders' management strategies and thereby formal CSR practices

(b) Summary of findings from RQ2:

Research Question 2: How effective the Firms' strategies are with respect to their CSR 
and the stakeholders' management strategies (Documentary View)?

The overall situation of the Food, Beverages and Tobacco industry was not satisfactory 
with regard to having written proof of the basic documents with regard to their CSR and 
stakeholders' management strategies. The only document that most of the firms had was 
the employees' benefit plan Some of the firms mostly large scale firms in the Tobacco 
and Sugar industry which had some permanent CSR set ups were having CSR and 
stakeholders' management strategies. Table 7 below summarizes the findings for 
Research Question 2. 

Table 7: Findings from Research Question 2

DISCUSSION OF RESEARCH FINDINGS, RECOMMENDATIONS AND 
CONCLUSION

1. Discussion on Rq1

Research Question 1: What are the organizations' actions/efforts towards adaptation of 

Finding 1 Firms have informal CSR practices and manage their stakeholders informally without 
having any written plan.   

 

Finding 2
government. 

Finding 3 Firms that h ave permanent set up for CSR have written CSR and stakeholders’ 
management strategies and thereby formal CSR practices
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CSR?

Purpose of this research question to see whether the firms have permanent set ups for 
CSR i.e. having independent offices, HR and Budget for CSR. The important finding of 
this research question was that the CSR activities are informal, inconsistent and 
irregular due to lack of practical measures taken by the firms towards establishment of 
an independent and regular CSR unit in the firms. This resulted in practicing of CSR 
periodically or on need basis and on a small scale or micro level which had little impact 
on the overall development of the society. These findings of little impact are consistent 
with the findings of Swift and Zadek (2002) who said that the benefits of CSR at micro-
level do not necessarily scale up to the macro-level.  On the other hand the finding of 
less or no practical measures taken for permanent basing of CSR in these firms supports 
the findings of Visser et al. (2007) i.e. CSR is less formalized in terms of CSR 
benchmarks used in developing countries as compared to the developed nations. 

The finding regarding the nature of CSR activities practiced in the firms studied under 
this research which are mostly concentrated on the firms' primary stakeholders i.e. 
employees and small donations/charity to the society are also closely related to the 
findings of Visser et al. (2007) that CSR is most commonly associated with philanthropy 
or charity in the developing nations.

DISCUSSION ON RQ2

Research Question 2: How effective the firms' strategies are with respect to their CSR 
and stakeholders' management (documentary view)?

Findings of the research in this regard were not very encouraging i.e. the firms did not 
have written CSR and stakeholders' management strategies except few large scale firms 
which had regular CSR set ups and thereby formal CSR practices. These findings are 
again consistent with the findings of Visser et al. (2007) regarding the CSR in 
developing countries that is 'Formal CSR is practiced only by large, high profile national 
and multinational companies having global status. 

The only formal or written document had by the firms studied under this research was 
the 'employees' benefit plan' which is in line with the earlier findings of this research that 
the main focus of CSR activities of the firms in this research is around its primary 
stakeholders i.e. 'employees' welfare'. 

Thus, the main finding of this research question was that most of the firms in this 
research had informal CSR practices. This research question has important practical 
implications as pointed by Russo A. and Tencati A. (2009) the implications of formal 
and informal CSR in micro, small, medium sized and large firms in Italy and concluded 
that formal CSR practices prevail in large firms and informal CSR strategies among 
micro, small and medium sized enterprises.

RECOMMENDATIONS AND CONCLUSION

1) Firms in order to practice CSR effectively need to have independent unit in 
large scale firms and sole manager in small and medium firms for effectively 
practicing of CSR.

2) Firms should allocate separate budget for the CSR activities in order to plan
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and execute permanent society's welfare programs.

3) Firms need to run orientation and training programs for the management in 
CSR.

4) All of the above recommendations i.e. having permanent independent CSR 
unit, budget allocation and training program for CSR will ensure formal 

CSR practices on regular basis for the overall development of the society. 

5) The firms need to have written CSR plans and stakeholders' management 
strategies for planning and executing CSR in a more professional way.

6) The role of Government is organizing the firms' CSR activities is very 
important. Therefore, firms and Govt. need to collaborate more effectively 
in order to improve the Govt. controls for the satisfaction of the firms and f o r  

the benefits of the employees and the society as a whole.

CONCLUSION

This study addressed the research problem related to the practical efforts taken by the 
firms for adaptation of CSR. Management was lacking the practical measures required 
for effective practicing of CSR. Most of the firms regarded practicing of CSR as their 
ethical responsibility. The main reason for low effect of CSR on the society was that the 
CSR activities were not coordinated and were being performed on irregular basis on a 
smaller scale. The lack of proper establishment of CSR in the firms in terms of 
independent CSR unit/office, allocation and training in CSR was the main reason for 
irregular and informal CSR activities in the firms causing a low impact on the overall 
development of the society. In conclusion, it is said that by and large CSR is practiced in 
most of the firms of Food, Beverages and Tobacco Sector in Khyber Pakhtunkhwa, 
Pakistan. But the CSR activities which are mostly related to the employees' welfare, 
donations and charity are un-regulated, un-registered and not recorded, thus presenting 
an informal state of practicing of CSR. The Government and the management of the 
firms can jointly play a major role in regularizing, registering and recording the CSR 
efforts in the Food, Beverages and Food industry in particular and all the firms in 
Khyber Pakhutnkhwa, Pakistan. 

Implications of Research findings 

1. Implications to the individual firms

The recommendations of this research will help the organizations to more effectively 
coordinate, integrate, and conduct the CSR activities in the society for the benefits of 
both the society and the firms themselves.   

2. Implications to other competitive and non-competitive firms

All the firms have a common goal of helping the society under their obligations towards 
the society in CSR. Currently, their CSR efforts were not coordinated with the other 
competitive and non-competitive firms, the reason why there was concentration of CSR 
work on some specific areas and complete ignorance of some fields of the society. If the 
firms establish regular liaison between themselves on one common agenda 'society' 
welfare', it will not only give a a positive direction to their CSR efforts but will also 
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the society by avoiding duplication of activities and resources. 

3. Implications for the Government

The role of the government in organizing and revolutionizing the concept of CSR has 
been emphasized time and again in this research. The literature review also supports this 
recommendation of the research as Bibhu Prasad Mohanty (2013) discussed the 
transformation of social responsibility of corporate firms from voluntary to statutory 
condition and concluded that the Indian Government is now instructing the companies 
apart from practicing philanthropic activities in terms of religious activities like giving 
to needy; they should also be involved in development of ethical, social and economic 
wellbeing of the communities around the corporate bodies. The recommendations of 
this research see some more role of the government i.e. in addition to giving instructions 
to the firms for their CSR practices, the government need to support the firms to provide 
guidelines for effective CSR coordinate their efforts and support the training programs 
for their management in CSR.    

4. Implications for the Management/Policy Makers

The findings and results of this research will have important implications for the 
managers of the firms. The top management of the firms has to make important policies 
and decisions. The findings of this research indicated week policy making efforts by the 
management with regard to their CSR practices. It was recommended that the 
management need to plan more effectively for their CSR related matters. The 
recommendations will help the management to make written policies for their CSR 
efforts in order to be more effective in their implementation for the benefits of the firms 
and the society. 

5. Implications for the Society

In the above paragraphs, the implications of this research finding were discussed for 
each of the individual stakeholders for effective CSR practices. When all these efforts 
are combined together, it will have a joint overwhelming impact on the welfare of the 
society. The findings of this research suggest that the current CSR practices are not 
having considerable impact on the overall development of the society due to the 
mismanagement and dis-integration of the CSR practices. When the firms have well 
coordinated and integrated CSR efforts coupled with proper and formal stakeholders' 
management strategies, it will produce a very positive impact on the overall welfare of 
the society. It will serve the purpose of the both as businesses exist for the society and the 
society exists for the businesses. Businesses have an important role to play for the 
development of the society and only a developed and prosperous society can provide 
more business to the firms.   
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