FINANCIAL REGULATIONS AND BANKING
INSOLVENCY: EVIDENCES FROM PAKISTAN?S
BANKING SECTOR

- a2 \ A
Q’V £ dain | s \

Mohsin Naeem 01-220121-009
MBA

Supervisor:

Qazi A Subhan

Department of Management Sciences

Bahria University Islamabad

2016



ABSTRACT

Financial regulations are most i1mportant to progress the
liquidity and solvency of financial institutions for every
country in the globe. Strict financial regulations may be making
safe for bank stability. The study empirically investigates how
the previously executed financial regulations enforce by state
bank of Pakistan (SBP), have an effect on individual bank’s
banking insolvency. This study employs sample of 09 commercial
banks of Pakistan over a period of time2011 to 2015 on a

quarterly basis in Pakistan.

Unlike other studies, this study employs the total assets
structure of commercial banks for categorization of commercial
banks and categorized banks like large banks, medium banks and
small banks. This study employs ZSCOR to compute the banking
insolvency of commercial banks iIn Pakistan. Panel data analysis
iIs used to describe the relationship between Tfinancial
regulations and banking 1insolvency of commercial banks fora

sample selected commercial banks in Pakistan.

The empirical results expose that an 1increase in the non-

performing loan to total loans can reduce insolvency risk of



large, medium as well as small commercial banks. Furthermore,
the results also disclose that the capital adequacy ratio 1is
originated to be unimportant with banking insolvency risk for
all sample selected commercial banks in Pakistan. For large,
medium and small commercial banks, 1t reasons that loan to
deposit ratio decreases as insolvency risk increases. Similarly,
liquidity ratio and nonperforming loans to total loans, loan to
deposit ratio and reserve ratio have been found to Dbe
significant for Jlarge commercial banks while the capital
adequacy ratio is found to be significant for medium and small

banks 1n Pakistan.

The result of this study specifies that dissimilar financial
regulations iInfluence dissimilar to the diverse groups of
commercial banks. The regulatory bodies must recognize
systematic and non-systematic Tfinancial iInstitutes 1iInside the
state. The financial and regulatory rations for systematically
and non-systematically significant commercial banks must be

dissimilar.



Table of Contents

CHAPTER 1z INTRODUCT FON ...ttt sttt sttt ettt et b e bt be e sbe e sbe e satesaee st e saes 7
1.1. Banking Sector OF PaKEiSTaN: ...t re s 10

1.1.1. State Bank OF PaKISTaN ...t 11

1.1.2. Overview of Commercial Banks of Pakistan: ... 12
1.2. RESEAINCN OB JECTIVE: .ottt sttt aesreesaenre s 20
1.3. RESEAICN QUESTEON: ..ottt se e e e e e e saeesaenteseeennensens 20
1.4. 0Organization OF STUAY D ..ot ee e 20
CHAPTER 2: REVIEW OF LITRATURE......cot oottt s s 22
2.1 Financial Regulations and Banking INSOIVENCY: ......c.nninicnenenn. 22
CHAPTER 3: DATA DESCRIPTION AND METHODOLIGICAL FRAMEWORK.......cccoovimmienianennne. 38
G I IS T- 1111 o] K==V Lo B D= | = LTRSS 39
3.2. DeTINTTION OF Z SCOFE I ...ttt 41
3.3. Panel Data ReQIESSEON ...ttt ettt s ee e teste et eneesseeaeensesseeneeneenees 43
3.4. Construction OF HYPOTNESHES ... 45
3.5. Variable CONSTIUCTEON ...ttt sttt 46

3.5.1. Capital Adequacy RaAtIO (CAPR) ..ttt sttt 46

3.5.2. RESEIVE RATEO....iiiiiieieiirtee ettt sttt be bbbt ene e 47

10 I T T I o [0 o oY = o o P S 47

3.5.4. Capital to Assets RAtio (CAPRR) ...t 48

3.5.5. Provision Coverage Ratio (NPRLL) ..o 48

3.5.6. Loan 0 depoSTT FallO: ..t 48
3.6. ETNTCAL CONCEIN ..ottt 49
BT 0 RESOUICES ...ttt e e bbb s b e sa e sae b e 49
CHAPTER 4: RESULTS AND DEISCUSSEON....cciiiiiiiiiiiiierieeie ettt ettt sieesieesree s e seeesne s e 50
4_.1. Banking INSOBVENCY ...ttt ettt sae e 52
CHAPTER 5= CONCLUSTON ..ttt ettt et sbe e st san e s sbeebeebeenreen 59
RETEIEINCES. ...ttt b s bbbt e e st eb e s be s b et et et ebesbeebe s eanentenenbens 63



