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Abstract. This study aims to investigate the comparative performance of the banks of the china and Pakistan, as both countries have very
strong business relationships apart from the strategic relationships. The recent investment contracts between two countries “One Belt One
road” worth $54 billion motive me to do examine the comparative performance of Chinese and Pakistani banks as banks do have vital role
in this regard. To give first sight understanding of the objectives of the study, | choose the title which explains the objectives of the study
clearly as starting with the comparative study of the banking performance of both countries. As the banks play a magnificent role in an
economy for the smooth as well as efficient functioning of the different activities of the society. The importance of the banking could be
realized by taking the example of the blood in human body as banks provides blood to the economy of any country. Due to their important
role, it is strong need to keep banking sector healthy and stable which is not possible without the continuous focus on it. Recent economic
crunch has highlighted that a well-established financial system is the basic ingredient for the economic growth. So it is very important to
know what factors derive the performance of the banks. This study main focus is to identifying the factors determining the profitability of
the Chinese and Pakistani banking sector. China becomes the economic hub for rest of the world and Chinese banking is also growing
significantly. The importance of the Chinese banks could be realized that four Chinese banks are ranked among the top big firms of the
world. The study used the Chinese and Pakistani banking sector sample which includes all kinds of banks over the time span of 2010 to
2017. The Chinese banking sample consists of forty four banks while Pakistani banks sample consists of twenty one banks. We observed
that Chinese banking profitability which is measured through the Return on Assets (ROA) and Return on Equity (ROE), is positively
influenced by the net interest income, deposits, Capital adequacy ratio and GDP growth while non-performing loans are significantly
contribute to the performance of the Chinese banking. This relationship exist the same in the Pakistani banking industry. Moreover we
found that Chinese banks are performing better than the Pakistani banks because of their big size, higher growth in GDP and due to the
government ownership. Furthermore | also conclude this is the golden time for the Chinese banks to go across the border to gain the
lucrative opportunity in the Pakistan as the Gawader Seaport is managed by the Chinese government to channel their trade to the Europe.
By doing so they cannot only increase their Chinese market share but international market share. Moreover we found that Chinese listed
banks perform much better than the unlisted banks of china. Although some unlisted banks perform nicely but overall listed banks
produced sound results. Through getting listed and managing the financial resources, they can do cross border business either by mergers,
joint ventures or acquisition to overcome the cultural issues. In the case of Pakistan, we observed that foreign banks beat both the domestic
private banks and state owned banks. We ranked domestic private banks at number two and state banks performed poorly in case of
Pakistan. In the Comparison of Chinese and Pakistani bank, Chinese banks are better than Pakistani banks the factors for the performance
react in the same way.
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1. Introduction

Banks are quite important for any society as they are developing the economies by facilitating the business. Banks
are around us since the first currencies minted. Currency, particularly the use of coins, grew out of taxation. These
coins need to be put in safe place, so ancient homes were not safe so most healthy people held their accounts in
temples. There are examples of from Greece, Rome, Egypt and Ancient Babylon that suggest temples loaned
money out, in addition to keeping it safe. This was the need of development of the banks to let people save their
wealth.

The existence of banks is primary important for us, as with the exception few people can do cash transaction for
our basic need like homes. We need support from banks in the form of mortgage or credit facilities to fulfill our
daily needs. It would be worthwhile to say here that the world cannot run smoothly without the credit and
effective banking system. So for the existence of effective banking system, there is a strong need that banks
perform their functions properly to maximize the wealth of the depositors which is not possible without earning
reasonable profit.

China being a fastest growing economy has went through rapid economic growth over the past three decades.
During this era, banking reforms plays significant role in the economic development. Chinese banking sector was
monopolized by the People’s Bank of China back till 1979. During the 1980 four state owned banks came into
existence named Bank of China (BOC), Industrial commercial Bank of China (ICBC), Agricultural Bank of China
(ABC) and China Construction Bank (CCB). The operation of each bank is strictly confined to a given division.
From 1998, the state owned specialized banks had been transformed to commercial banks. The People’s Republic
bank serves as the Central bank of China to manage the money supply through series of monetary policies. Later
on with the passage of time, commercial banks started shareholding reforms for the sake of better efficiency and
corporate governance. After stripping off bad assets and two round of capital injection in 1998 and 2003, the
government took the initiative to transform commercial banks into joint —stock entities. This step gave the way to
Chinese banking embarked on the path of “marketization”. Later on threefold improvement towards liberalization
of the banking system played significant role in shaping the decent banking system. First globally market oriented
and modern corporate governance practices welcomed and implemented in the banking business. Secondly
government promotes the banking by introducing bank-favored interest spread policies. In the last since 2007, the
Chinese government opens door for the foreign players and allowed them to work in the Chinese Currency. The
opening doors for the international players foster the efficiency and competition among the domestic banks. By
2010, all state owned banks successfully completed the Initial Public Offering and transformed into listed
companies. Meanwhile these reforms significantly boost the financial efficiency of the Chinese banking industry.
According to the report of “The Banker”, till 2016 Four Chinese banks, ICBC, China Construction Bank, Bank of
China and Agricultural Bank of China are all in the top five banks by Tier 1 capital worldwide. “But the good
news does not end there for Chinese banks, with many putting in a strong performance further down the ranking”
Stefania Palma (2016).The liberty in the banking sector era, foreign banks went on massive expansion in terms of
financial institutions and total assets (see Table 1).
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The supervision of foreign subsidiary banks and branches has been developed in three stages. Till 1994, there was
limited opening degree of financial industry. The operations of the foreign subsidiary banks was limited to the
foreign exchange business of foreign-invested enterprise and in the region of shanghai and Shenzhen. The
“Regulations of the People’s Republic of China Governing Financial institutions with Foreign Capital” (1994)
allows foreign subsidiary banks to open foreign currency operations and throughout the china. In Nov.2011,
China Joined the World Trade Organization (WTO) and react in the financial markets as per the commitments of
the WTO.

The “Regulations of the People Republic of China on Administration of Foreign-funded Financial Institutions
(2011)” and “Detailed Rules for the Implementation of the Regulation of the People’s Republic of China on the
Administration of Foreign-Funded Financial Institutions (2004)” gave freedom on the foreign exchange business,
either in geographical or customer types. However, foreign subsidiary banks started their operations with special
licenses and limitations. The regulator provided a national treatment to foreign subsidiary banks and branches, but
only for foreign currency businesses. After 2006, both foreign and local currency businesses were fully opened
for subsidiary banks and branches without any restriction. Foreign banks started to collect deposits from the
public without any restrictions i.e. Licenses or permissions. Invention of modern and innovative financial
products was supported by replacing the approval system with the record system which facilitated the product
innovation. Meanwhile Basel Core Principles was treated as reference. No doubt foreign banks had their own
predominance in Retail banking, foreign exchange business and financial Innovation and intermediary.

The history of Pakistani banking sector is witness to various interesting phases. The first phase starts from the
Independence Day march 1947 when there were 3496 offices of Indian scheduled banks out of which 487 were
situated in territories now constituting Pakistan. Pakistani banking industry suffers heavy losses due to
uncertainty and unsuitability. To put pressure and collapse the new born state many Indian banks closed their
offices in Pakistan which shrunk this industry from 487 banks to 195 branches by 1948. During 1971-1972’s, new
government introduced reforms to promote economic growth through social justice. The objective of these
reforms was to make equitable distribution of credit to increase the efficiency and soundness of banks along with
social accountability. Banks could not perform their role in social justice, for example credit was given to big
accounts and urban area which resulted in shortage of credit in agricultural, small businesses and emerging
exports and housing. This attitude of banks forced government to come forward with reforms. Under these
reforms State bank of Pakistan got wider powers through which state bank of Pakistan can take some
administrative measures. If a director could not fulfill his obligation state bank can fire him/her. Moreover, it was
laid down that no person could serve as director of a bank for more than six years continuously. Meanwhile State
bank of Pakistan introduced reforms for the establishment of new institutions. More importantly people’s Finance
Corporation was setup to encourage small business while National Development Finance Corporation established
for public and managed industries and enterprises.

After eighteen months of above said reforms, Government of Pakistan nationalized banks with the following
objectives: to use the capital concentrated in few rich banks not for the rapid economic growth but urgent social
welfare objective also; to made sure the equability credit to various sectors of economy.The act passed by national
assembly of Pakistan is known as “Nationalization Act 1974 This was a U turn for Pakistani economy, because
by this act, the Chairman, Directors and Executives of various banks which are not appointed by the federal
governments are supposed to leave banks. All exiting central and local bodies were dissolved and for the
management of these nationalized banks, Pakistan banking council was setup. At that moment there were 14
commercial banks with 3323 offices allover Pakistan and 74 offices in foreign countries were nationalized.
During 1991 when it was realized that the role of national banks in the economy over extended which are
adversely affecting the growth and efficiency of financial sector. Due to government ownership, political
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intervention into credit allocation and recovery became the big challenge besides the other inefficiencies. As a
result there was massive increase in bad loans and banks suffered heavy losses. To respond this issue several
policy reforms were undertaken to motivate private sector in this industry. The main objective of these reforms
was to improve the efficiency level along with the competition in this market. This act empowered the federal
government to sell full or part of share capital in national banks. Through this act governments not only sold the
share capital of state owned banks but also welcomed the new banks to strengthen the competition in the market.
As a result within two year 11 new banks entered in Pakistani banking industry.

2. Problem Statment

Recent economic crunch has highlighted that a well-established financial system is the basic ingredient for the
economic growth. It enables an economy to be flourishing as it facilitates investors with few resources to utilize
savings from those with few prospect of investing. In this regard it is crucial to know what factors derives banking
profitability. Higher profitability not only accelerate more financing to the economy it is also good for regulators
as it guarantees more flexible capital ratios. Additionally higher profitability must lead to higher returns to
shareholders which is the ultimate goal of the management of any bank.

Despite all the above facts and the financial reforms in China and Pakistan taken since 1990s, with an aim of
improving profitability, efficiency and productivity, banks performance has still remained poor concluded by
(Francis 2010). A substantial amount of literature available that shows that poor performance manifest into lower
performance of bank factors including poor quality of loans, operational in efficiencies, higher level of liquidity
risk and higher amounts of non-performing loans ratios; among others. Although above said are main hurdles
affecting Chinese banks performance (Qinwei Chi & Wenjing Li 2017). In the same line Pan and Zhang, (2012)
demonstrated that higher government ownership ratio is the cause of risk taking in different businesses. Shih et al.
(2007) examined the profitability of the big four, joint stock and city commercial banks through principal analysis
and concluded that joint stock banks are better than state owned banks. This lower profitability demonstrates the
lack of competiveness in the Chinese banking sector. All these studies, among others show understanding on
Chinese banking sector is important. There is strong need to explore what explains the profitability of the Chinese
banking.

It would not be wrong to say here that Pakistani banking is the fastest sector of the economy. As per World Bank
report, Pakistan has been ranked at second raked on the basis of performance among south Asian countries
(Rehman & Raoof, 2010). The competition in the banking industry is growing day by day. Higher pressure on
Pakistani economy, political instability and continues changing monetary policies has increased the importance
and challenges of this sector. Ramiz et.al (2016) examined the performance of the Pakistani banking and
concluded that foreign banks are more profitable than both public and private banks. Moreover they concluded
that non-performing loans had adverse affect on the profitability of banking sector of Pakistan. In the same
direction as ramiz, Khizer et.al. (2011), concluded that profitability is directly derived by the asset management
and operational efficiencies. Pakistani banking is more open as compared to the Chinese banking as there are
many foreign banks operating in the Pakistan and the ratio of the state owned banks is significant less which is
also the key of the fattest growing sector of the economy. So in this intense environment, banks with the poor
performance could not survive for their better survival, banks needs to produce consistent and higher profitability.
Returning back to the Chinese banking sector, regardless of the continuous changes and reforms undertaken with
an aim of liberalization of sector as recently i.e On December 8, 2016, China banking regulatory Commission
(CBRC) announcement “Private Banks Gained Great Progress in Enhancing the Quality and Efficiency of
Services for Real Economy”, the concentration and profitability performance of the sector as compared to the pre-
reform period , this sector is still suffering from the high competition and operational inefficiencies which is the
indication of the poor performance. The same situation is existed in the case of Pakistani banking sector which
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undergone through several reforms over the past two decades. However, even if the aim of the financial reforms
to improving the profitability, efficiency and productivity of the Chinese and Pakistani banking industry, both
countries performance is still not up to the standard. There is much noise in the literature regarding the Chinese
credit risk. According to the Standard & Poor's, changing economic policies can affect the Chinese banking (Asia
-Pacific News, 2015).

All above mentioned issues in the banking industry of China and Pakistan in relation to profitability in general
and performance in particular with the gap in the literature with respect to performance and the connection
between performance and internal and external factors call for the deeper investigation. Furthermore, for the
minimization of above posed problems like credit risk, asset management, high liquidity and others related to the
performance , identifying the factors affect the banking performance is vital. Therefore this thesis seeks to fill the
room by providing the detailed information about internal and external factors affects performance by adding the
untouched one and replacing the existing in the Chinese and Pakistani banking context.

In this study, we are going to identify the performance of Chinese and Pakistani banking. We are looking for
adequate performance concept and its valuation. However, by applying evaluation process we are going to find
the answer of the question “What are the determinants of bank’s performance in China and Pakistan, and how do
those factors influence the performance of Chinese and Pakistani banks”?

3. Review of Literature

The statement ‘too-big- to fail’ (TBTF) has been issue for decades in discussion of the banking regulations. This
term came into existence in the insolvency of Continental Illinois back in 1984 (Vo6lz and Wedow, 2011).
Konstantinos et.al (2016) examined the relationship of the banks earning and size for the UK banks. They used
the data of 2000 to 2012. They empirically find nonlinear relationship between the bank size and returns of the
UK banks. Poghosyan and de Haan (2012) examined the US commercial, saving and cooperative banks over the
period of 2004Q1 to 2009 Q4. By applying the econometric model, they conclude bank size is negatively related
to the earning volatility. Similarly Luc Laeven et. al (2016) studied the influence of bank size, capital and
systemic risk for the 412 deposit-taking institutions from 56 countries. By employing the Systemic risk
regressions, they empirically concluded that bank size is inversely related to the capital of the banks. In the same
line Stiroh (2004) examined the same relationship in the US banks and by taking large sample of banks he
concludes that there is no link between return on Equity (ROE) and the size of bank. 419 US bank holding
companies are examined by De Nicold (2000). By utilizing the time span of 1988-1998, and finds that there is
positive relationship between the Return and small and medium banks while negative relationship between size
and larger banks. It gives the conclusion that larger banks do have negative relationship with return while small
and medium size banks, there is positive relationship.

The recent 2008, global financial crises proved that financial stability has important role in financial system and
especially in the banking sector, both in the developed and developing economies. A sound and profitable
banking industry is better able to absorb the adverse shocks and ensure the stability of the financial system. In this
way financial stability and monetary policy are closely linked as interest rates and other policy tools, has direct
and indirect implications for bank profitability and financial system, as Alessandri and Nelson (2015) showed that
bank profitability is a key determinant of the bank capital. Resul Aydemir et.al (2016) studied Interest rates, the
yield curve and bank profitability in an emerging market economy in Turkish banking industry. They used the
dynamic panel data of 26 commercial banks of turkey for the time span of 2002 to 2014. They concluded that
there is a inverse relationship between the interest rates and banks profitability of the studied banks. However
they also document that banks in emerging economies are more sensitive with respect to the interest rate as
compared to the developed economies like UK.
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The primary aim of the banking regulation is to mitigating the systemic risk comes from the bank failures, to
protect depositor’s interest and maintaining the financial health of the whole economy. After the recent financial
crisis, the US the US Board of Governors of the Federal Reserve System has support the Basel 111 proposal of the
Basel Committee on Banking Supervision (BCBS) that states that there should be more stringent capital and
liquidity requirements. Moreover along with the international support, it has been focusing on the strengthening
the quantity quality of capital through more stringent minimum ratios (Basel Committee on Banking Supervision,
2010). Starting from the Heba Abou-El-Sood (2016) investigation if regulatory capital adequacy ratios good
indicators of bank failure for US banking sector. The author uses the data of 560 US bank holding companies over
the time span of 2003-2009, by employing the statistical model, the author documents that there is significant
association between the capital adequacy ratio and banks failure.

Literature gives mixed results on the association of capital adequacy ratio and the probability of the bank failure.
Furlong and Keeley (1989) investigate regulatory capital is fruitful for the stability of the banking system. They
showed that banks with the higher capital ratio, exposure the lower risk. Berger et al. (1995) state that costs of
failure are borne by the debt-holders and especially by common stock holders. Therefore debt holder’s demands
higher returns to offset the failure probability and shift that expected cost to the shareholders. In turn, shareholders
mange this cost by increasing the regulatory capital to the point that the reduction in the expected likelihood of
failure offsets the reduction in the tax benefits of debt. Bichsel and Blum (2004) study the association between the
changes in capital ratios and changes in the level of risk and failed to find any association between the capital
ratio and default probability.

China has had a long history with the non performing loans and it is assumed to be the major hurdle to the
development of the domestic banks. In the literature Non performing loans bas been identified as the signals of
future financial issue for the banks. Demirguc-Kunt (1989) and Barr et al. (1994) argued that failure banks always
had higher level of nonperforming loans. Dayong Zhang et. al (2016) examined the Non-performing loans, moral
hazard and regulation of the Chinese commercial banking system. They utilized the data of 60 city commercial
banks, 16 state-owned banks and joint-stock banks, and 11 rural commercial banks over the time span of 2006—
2012. They empirically showed that Non-performing loans causes riskier lending which ultimately leads to the
financial instability.

Since 2003, apart from the Chinese banking reforms, the Chinese government inject significant amount of capital
in Chinese banks to lower the amount of non-performing loans (Jiang et al., 2013), Furthermore according to the
Chinese banking regulation commission (CBRC), the NPL ratio across all the banks has been maintained at
satisfactory level which is two percent but does not give the guarantee that there would not be a serious problem
in near future. Foos et al. (2010) argue that growth in the loan fruits in the form of loan losses during the
upcoming three years which leads a decrease in the interest income and capital adequacy. Soedarmono and Tarazi
(2015) show that greater market power in the bank sector might causes to financial instability in the Asia-Pacific
context.

The empirical literature on the economic development indentified level of banking development and stock market
development are among the most important factors across the countries (Fink, Haiss, & Vuksic, 2009; Beck &
Levine, 2004; Garcia & Liu, 1999; Levine & Zervos, 1998; Naceur & Ghazouani 2007; Yartey, 2008). Actually it
is ongoing debate that poor countries with the less developed financial system are trapped in Vicious circle, where
low development in banking sector and stock market, results in low economic performance and low economic
performance leads to low financial development (Fung, 2009). Rudra P. Pradhan et. al (2014) study the Causal
nexus between the economic growth, banking development and stock market development with the blend of other
macroeconomic variable for the ASEAN countries over a time of 1961-2012. The construct the development
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indices by using principal component analysis and panel vector auto-regressive model for testing the Granger
causalities, they argued that there is positive relationship between the economic development and banking
development. Therefore for the sound financial system particular banking sector the economic development which
is measured through the gross domestic product (GDP), plays vital role.

A strand of literature is evidence that there is positive long-run relationship between economic growth and
financial development. All the available studies demonstrate that well developed financial system is growth
enhancing and hence confirming with the proposition“more finance, more growth” (Law & Singh, 2014). In the
literature the relationship between the economic development and banking development is available with two
views, named “supply-leading” and “demand-following”view later on feed has been developed to make clear
these relationship between the economic development and financial development.

4. Hypotheses of the Study (HP)

By taking into account the bank’s profitability theory that has been developed over the years with the continuous
input from the banking area researchers and past banking literature. Hence the present study seeks to investigate
following hypotheses for both Chinese and Pakistani banking sector

HP1: There is a significant positive/negative relationship between the deposits of a bank and the bank’s
performance.

HP2: There is a significant positive relationship between the net Interest Income of a bank and the bank’s
performances.

HP3: There is a significant Negative relationship between the Non-performing Loans ratio (NPL ratio) of a bank
and the bank’s Performance.

HP4: There is a significant positive relationship between the Capital adequacy ratio a bank and the bank’s
performance.

HP5: There is a significant positive/negative relationship between the size of a bank and the bank’s performance.
HP6: There is a significant positive relationship between gross domestic product growth and bank performance.

The data for the performance measures, Return on Equity and Return on Assets was collected over the individual
banks. The data for the Pakistani banks extracted from the published financial statements while macro economic
data extracted from the Federal statistical Bureau of Pakistan (FSBP). However the data for the Chinese banks
partly came from China Banking Regulatory Commission (CBRC), reports published by the KPMG a world re-
known research company, CSMAR and the data for the macro economic variables comes from the china statistics
book 2016. Data on 82 banks in two countries, 61 banks from China and 21 banks from Pakistan were collected.
As Mirzaei, Moore, & Liu (2013); the thesis includes all types of banks instead of only active banks and used data
from 2010 to 2017. The country level data for the macro economic variables taken from the country concerned
department as for the Pakistan is Federal statistical Bureau of Pakistan (FSBP) while for china National Bureau of
Statistics of China (NBSC).
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Table 1. Descriptive Statistics of the Chinese banking

Variables N Mean std Min. Max
Net Interest 352 40097 86187 100 493,522
Income (RMB
Million)
Total Assets 352 1.700e+06 3.6073+06 6,669 2.061e+07
(RMB Million)
Deposits (RMB 352 1.272e+06 2.826e+06 3,205 1.556e+07
Million)
Capital 352 0.130 0.0807 0.00940 1.503
Adequacy Ratio
(%)
ROA (%) 352 0.0109 0.00360 0.00113 0.0232
ROE (%) 352 0.181 0.0624 -0.0602 0.603
GDP (%) 352 0.0948 0.0208 0.0736 0.142
NPL (%) 352 70.89 37.30 1 157

The overall sample consists of 352 observations of sixty one banks over the time span of the 2008 to 2015. These
banks include all types of banks, state owned banks, rural development bank, and city banks and this sample also
includes all the listed banks of the china. Starting from the return on Equity we feel that the average ROE among
the Chinese banks is 18% which is quite good indication for the progress and growth of the Chinese banking. No
doubt China is fastest emerging economy of the world, on one side where the banks are growing so nicely and
their higher ROE and huge assets there is one thing noticeable that is the ratio of the non-performing loans which
is also 37 percent on average. This is what the most alarming thing in the Chinese banking as in the literature we
found studies which empirically shows that non-performing loans are the causes of the financial crisis (see
Barseghyan, 2010; Gonzales-Hermosillo, 1999; Zeng, 2012). Another noticeable thing, | found here that in the
big four banks which are sharing about which are enjoying almost 32% weighting of the whole Chinese banking
industry, they are quite stable as evident from the standard deviation figure in the above posed table.

5.2 Regression Analysis of the Chinese Banks

Table 2. Regression Analysis of ROA of Chinese Banks

Variables Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 Model 7 Model 8
Net Interest .02209** 0.0708***
Income (RMB
Million)
(0.0501) (0.0098)
Total Assets 0.0231** 0.015**
(RMB
Million)
(0.0356) (0.0500)
Deposits .0620** 0.0581***
(RMB
Million)
(0.0249) (0.0020)
Capital 0.0010*** 0.003**
Adequacy
Ratio (%)
(0.00238) (0.00441)
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GDP 0.0132*** 0.0214***
(0.0092) (0.0562)
Listed 0.0079*** 0.0032**
(0.00045) (0.0552)
NPL -.041%** -0.05***
(0.0428) (0.00)
Constant 0.017*** 0.029*** 0.015*** 0.037*** 0.012*** 0.0210*** | 0.019*** 0.018***
(0.0002) (0.0031) (0.0054) (0.0003) (0.0089) (0.00069) | (0.0004) | (0.000044)
Observations 352 352 352 352 352 352 352 352
R-Saqured 0.35 0.52 0.76 0.21 0.67 0.14 0.22 0.43

***P<0.01, **P<0.05, *P<0.10

The above posed model showed the ordinary least square regression being considering Return on Assets is an
indicator of the performance of the Chinese banking sector (Table 2). In these table nine models has been
employed by taking every variable one by one and in the last model by taking all the variable altogether to check
the influence of the studied variables on the performance of the Chinese banking sector. Starting from the net
interest income we found it is positively contributing in the performance of the Chinese banking as the main
revenue for the banks comes from the interest. Secondly y excluding the interest income we include the total
assets which produced acceptable R-square of 52 percent and positively contributing the performance of the
Chinese banks industry. In the third model we put the deposits which are the main source of the banking for
generating the profits and found positive correlated with the return on assets. In the last model where all the
variables taken together we found all variables are significant except GDP, Capital adequacy ratio (Table 3).

Table 3. Regression Analysis of ROE of Chinese Banks

Variables Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 Model 7 Model 8
Net Interest .09708** 0.083**
Income (RMB
Million)
(0.00579) (0.00521)
Total Assets -0.06909 -0.02309
(RMB
Million)
(0.1634) (0.2308)
Deposits .2009* 0.1809
(RMB
Million)
(0.1009) (0.2408)
Capital 0.134*** 0.120***
Adequacy
Ratio (%)
(0.00407) (0.00321)
GDP 0.0539 0.0498
(0.160) (0.155)
Listed 0.00905*** 0.00421***
(0.00791) (0.0081)
NPL -.000*** | -0.000***
(0.00740) (0.0086)
Constant 0.178*** 0.1262*** 0.1952*** 0.2932*** 0.176*** 0.196*** 0.206*** | 0.207***
(0.00366) (0.00366) (0.00363) (0.00621) (0.0156) (0.0121) (0.0070) (0.022)
Observations 352 352 352 352 352 352 352 352
R-Saqured 0.78 0.51 0.63 0.46 0.76 0.32 0.65 0.42

***P<0.01, **P<0.05, *P<0.10
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This table shows the regression analysis for the Chinese banking industry while using return on equity as the
measure of the performance. Again firstly each variable is tested independently and later all the variables has been
tested in the final model. As per expectation, it is notice that net interest income is significantly contributing in the
performance of the Chinese performance which validated the studies see Alessandri and Nelson (2015). More
interestingly we found that GDP and Listed do not matter for the performance of the Chinese banking while we
measure their influence independently. In the final model which contains all the variables altogether showed that
total assets do not have significant role in the performance of the Chinese banking as measured by the roe which
validates the concept too big to failure.

5.3 Pakistani Banks Descriptive Statitics

This portion reveals the findings regarding the Pakistani banking sector which is enjoying the intense competition
not only with the domestic players but with the international player in the sector. Pakistani baking is full diverse
sector with significant foreign bank, domestic private banks and state owned banks. For more details information
below is the descriptive statistics of the Pakistani banking sector (Table 4).

Table 4. Descriptive Statistics of the Pakistani banking

Variables N Mean Std Min. Max
Deposits (Rupee 68 96348 125512 127.7 591907
Million)
Total Assets 68 1.086e+08 1.447e+08 567,131 7.622e+08
(RMB Million)
Net Interest 68 6.791e+06 9.385e+06 30,801 5.075e+07
Income (RMB
Million)
ROE(%) 68 0.00278 0.0047 -0.0251 0.0322
ROA(%) 68 0.0167 0.0415 -0.276 0.108
NPL (%) 68 0.132 0.171 1.58e-05 0.803
GDP(%) 68 0.0383 0.00651 0.0258 0.0554

From this table, we see that the size of the Pakistani banking is quite rich and they are earning good performance
on average if we have look on the ROA and ROE. In few years they do have abnormal loss which is due to the
financial crisis. It is fact that Pakistan is not affected strongly with the financial crisis of 2008, but they still
affected by the financial crunch. As comparison with china, Chinese banks are performing well as their economic
growth support them to perform much better than Pakistani banking. Secondly china is enjoying double growth
rate as compare to Pakistani banking. The most common descriptive is the issue of non-performing loans.
Pakistani banking is also generating enough non-performing loans which are bad for the growth of the Pakistani
banking (Table 5).
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5.4 Regression Analysis of the Pakistani Banks
Table 5. Regression Analysis of ROA of Pakistani Banks

Variables Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 Model 7
Deposits 0.08208***
(RMB
Million)
(0.009)
Total Assets 0.04811***
(RMB
Million)
(0.0076)
Net Interest 0.00810**
Income (RMB
Million)
(0.0067)
NPL Ratio -0.0556***
(0.0184)
GDP 0.111
(0.495)
ow 0.00944**
(0.00422)
Constant 0.101** 0.0966** 0.03400** 0.0938** 0.210 0.00537 0.261***
(0.00397) (0.00392) (0.00387) (0.00395) (0.0192) (0.00904) (0.0225)
Observations 168 168 168 168 168 168 168
R-Saqured 0.43 0.51 0.67 0.45 0.76 0.63 0.58

***p<0.01, **P<0.05, *P<0.10

The above posed table shows the regression results of the individual variables one by one and in the last model
the effect of all the studied variables as we did for the Chinese banking sector. By employing the regression
analysis, we found that deposits do have the positive influence in the performance of the Pakistani banking which
ultimately increases their interest income which is also positive with the individual effect and along with the other
variables in the last model. The most common thing w found is that the non-performing loans are significant
influencing the performance of the Pakistani banking in the last regression model which carries the R-square of

0.82 that means higher the non-performing loans lower the performance of the banks (Marco Sorge et. al (2004)
and Jakubik and Reininger (2013).

Table 6. Regression Analysis of ROE of Pakistani Banks

Variables Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 Model 7
Deposits 0.0869*
(RMB
Million)

(0.078)
Total Assets 0.05672***
(RMB
Million)

(0.000764)

Net Interest 0.07110***

Income (RMB
Million)

(0.000)
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NPL Ratio -0.00335***
(0.00214)
GDP 0.0131**
(0.0556)
ow 0.432*** 0.416**
(0.0153) (0.0243)
Constant 0.250*** 0.160** 0.562*** 0.234*** 0.779*** 0.363*** 0.9011***
(0.000461) (0.000433) (0.000426) (0.000426) (0.00216) (0.00056) (0.00211)
Observations 168 168 168 168 168 168 168
R-Saqured 0.65 0.32 0.63 0.48 0.67 0.69 0.78

***P<0.01, **P<0.05, *P<0.10

From Table 6, once we changed the performance measure which is Return on Equity (ROE) instead of the Return
on Assets (ROA) it shows that there Total assets are significantly influencing the performance of the Pakistani
banking sector. Meanwhile we also observed that again non-performing loans have their constant negative
influence on the performance of the Pakistani banking industry. The R-square of the all models, either the
variables are tested individually or in the group within the acceptance range.

Conclusions

This study core aims to identify the main factors that can affect Chinese and Pakistani banks performance and to
what extent these determinants exert impact on Chinese and Pakistani banks performance. To achieve this
objective, the existing studies on bank performance have been reviewed and it is summarized that the
performance of bank is usually expressed as a function of internal and external determinants. The internal
determinants refers to the factors originate from bank accounts (balance sheets and/or profit and loss accounts)
and therefore could be termed micro or bank-specific determinants of profitability. Whereas external
determinants are refers to variables that are not controlled by the bank management but reflect the economic and
legal environment that affects the operation and performance of financial institutions. Empirical results from
previous studies conclude that both internal and external factors significantly influence the performance of banks.
There are number of explanatory variables that have been utilized to measure the performance of banks,
according to the nature and purpose of each study. Studies for the bank specific variables employ variables such
as Total assets, capital, asset non-performing loans, income diversification or costs etc while for external
determinants; GDP have been widely used to capture the external factors influence on the performance of banks.
The recent financial crises push the scholars to study the governance issues in the banking industry and strand of
literature is available in this regard.
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