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Abstract 
 

Financial sector of an economy plays an important role in its economic development 

and prosperity of the country. Banking industry serves as the backbone of the financial 

sector that accumulates saving from surplus economic units in the form of deposits and 

provides it to deficit economic units in the form of advances. Banking industry provides 

support to economy and industries in specific in the time of recessions and economic 

crisis. But when banks are at the heart of economic recession or banks are the cause of 

financial crisis like the recent past financial crisis 2007-09, it makes the situation worst 

for economic recovery. So it is of great importance to keenly observe the performance 

of the banks and their compliance with the regulatory requirements. 

 

Performance of the banks is measured at two levels, one is at the management and 

regulatory level of the banks and another is at external rating agencies. Purpose of 

regulatory and supervisory rating systems is to measure the bank performance at 

internal level and its compliance with regulatory requirements to keep the bank on right 

track. These ratings are highly confidential and are only available to the bank 

management.  External credit rating agencies examine and evaluate the banks and issue 

ratings for the general public and investors in particulars. It is of great importance that 

both these ratings present the same results about the condition of the banks to provide 

clear information to investors and management. In past several banks suffer from 

bankruptcy that was the failure of both internal rating systems and credit rating 

agencies. 

 

CAMELS is the supervisory and regulatory rating system implemented by State Bank 

of Pakistan. It takes into account six important components of a bank when it evaluates 

performance of the bank. These components are Capital, Assets, Management, Earning, 

Liquidity and Sensitivity to market risk. Ratings is assigned to theses components on 

the scale of 1 to 5 and that is a base for composite rating that also ranged from 1 to 5. 

PACRA rating agency is the dominant credit rating agency of Pakistan that performs 

ratings for most banks and industries in the country. In our research we examine the 

similarities in the results generated by CAMELS rating system and PACRA rating 

agency. For that purpose we sample seventeen commercial banks of Pakistan Banking 

industry. 

 

We observed that results generated by sample banks do not show any similarities with 

each other. This might be an indication of the banks that went on to bankruptcy in past 

three to four years or a future threat to financial sector of Pakistan.  

 

Key words: Capital Assets Management Earning Liquidity Sensitivity (CAMELS) rating 

system, Pakistan Credit Rating Agency (PACRA), Supervisory and regulatory Banks, 

Banking industry of Pakistan. 
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Chapter 1: Introduction: 
In this chapter of our thesis we will give a brief introduction of our research thesis to 

the readers of this paper. First of all we will discuss credit rating institutions in general 

and their role in subprime financial crises, afterwards we will briefly introduce banking 

sector of Pakistan in general and then we will present a brief introduction of CAMELS 

rating system implemented by State Bank of Pakistan that is the regulator bank of the 

country. Here we will also discuss the problem background and narrate our research 

question explicitly. In this chapter we will also talk about the purpose of our research 

and limitation associated to this research. 

 

1.1 Credit Rating Agencies and Financial market stability 
Credit rating agencies (CRA‟s) issue credit worthiness estimation that assist to triumph 

over the information asymmetry flanked by those who are issuing debt instruments such 

as bonds, and those who are investing their money in these instruments. Credit rating 

agencies have a foremost impact on the financial markets. Ratings issued by CRA‟s are 

closely tracked by investors, borrowers, issuers and governments. It is indispensable 

that they time and again provide top-quality, sovereign, and objective credit ratings. 

Credit rating market is dominated by three outsized agencies operating globally: namely 

they are Standard & Poor's, Moody's Investors Service and Fitch Ratings. These three 

market leading CRAs have a collective market share over 90 % globally. In Europe a 

small number of CRAs operate with an obvious focus on specific industry segments e.g. 

insurance industry sector or financial market sector e.g. municipal bonds, thus reacts to 

specialized market needs. In total, around 50 credit rating agencies are established all 

over the Europe (Balz, p 6, 2010). 

 

Credit rating agencies have very considerable impact on the operation of the financial 

markets, as their credit ratings are used by investors, borrowers, issuers and 

governments as part of making informed investment and financing decisions. It is 

therefore essential to ensure that the regulatory and supervisory framework in which 

CRAs operates is sufficiently robust and effective to satisfy the general objectives of: 

Contributing to the stability of financial markets, enhancing investor protection, 

facilitating a sustainable development of fair and transparent financial markets (Balz, p 

11, 2010). Rating agencies basically provide assistance to the dispersed investors in 

managing issuers in the debt capital market. By allocating precise measure of credit 

quality to debt issues, depend on the analysis of issuer information based on financial 

performance. CRA‟s can remove the information asymmetries between investors and 

borrowers (Deb. P et al, 2011, p.3).Rating is formally used for the forward looking and 

subjective, beside this there are many quantitative and qualitative indicators come 

across during CRA‟s assessment. Therefore, rating is different from the accounting 

ratios which mainly provide information about the back-looking indicators, provide 

information about the financial stability based on standard measures and principles. 

Rating agencies play the role to mitigate the adverse selection problem arises between 

debt issuers and investors. In such situation, capital market freeze there functions. A 

risk-averse investor may stay out of the market or invest in securities which return is 

very high risk premium (Deb. P et al, 2011, p.3).  
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To illustrate the problem, consider an environment in which the proportion of informed 

investors is determined by the cost of gathering information and the potential profit an 

informed investor can make relative to uninformed investors. If information is costly to 

obtain and there is limited opportunity to profit from temporary mispricing, then there 

may be little incentive to become informed. As a result, the price would be an unreliable 

indicator of value to an uninformed investor and an issuer would have to pay a high risk 

premium to issue into the market. To reduce this information friction a third 

independent part called CRA play their role. It may not be costly for the individual 

investor paying the monitoring cost inorder to informed about a business, therefore it 

would be  (Deb. P et al, 2011, p.4). 

1.2  CRA’s and current financial crises: 

 
In USA and Europe flawed credit ratings and faulty rating procedures and 

methodologies are broadly perceived as being amongst the major contributors to the 

worldwide financial crisis. Those allegations bring them under severe scrutiny and led 

to suggestions for drastic reforms. Credit rating agencies have been widely condemned 

for their part in fueling the untenable development of the asset-backed controlled 

finance debt market that is considered as a major means for the global financial crisis 

(Smith, p 1, 2009). Since the 2007 financial crisis, the reliability of the three foremost 

rating agencies; that are including Moody‟s financial services, Standard & Poor‟s and 

Fitch, had been unfavorably hit given that their rating methodologies proved to be at the 

center of the financial crisis and that the  credit rating agencies played a crucial role in 

global financial meltdown. Consequently, these CRA‟s faces critiques aligned with their 

role in the current financial crisis, and in response to their vital role in bringing down 

global financial markets; regulatory proposals were put forward to address the major 

criticisms that the agencies faced (Hassan & Kalhoefer, p 1, 2011). 
 

There is a wide harmony that CRA‟s contributed to the ongoing financial crisis, which 

started in the United States in summer 2007 with tribulations in the subprime mortgage 

market and has since than developed into a global dimension. These credit rating 

agencies take too lightly the credit risk connected with these structured credit products 

and were unable to alter their ratings promptly enough to fading market conditions. 

Credit rating agencies were accused of both methodological miscalculation and 

unsettled conflicts of interests, with the consequences that market participants‟ 

confidence in the trustworthiness of these ratings were badly shaken. It is predictable 

that a heated discussion come into sight about the rating methodology and process, 

different rating agencies, competition, and liability rules, prompting calls by legislators 

and politicians for greater regulation of credit rating agencies (Ultzig, p 1, 2010). 

 

1.3 Banking Sector of Pakistan 
 

Economic prosperity is a symbol of success of a country.  Soundness of an economy is 

achieved through positive macroeconomic indicators that become possible via bringing 

together and proper utilization of country resources such as financial, informational, 

physical and human resources etc. Banking sector of an economy is an important 

constituent of financial sector of a country that facilitates proper utilization of financial 

resources (Ahamed, et al, 2010, p. 12). 
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Since independence of Islamic Republic of Pakistan in 1947, banking industry of the 

country has undergone trough several fundamental changes. Central bank of the country 

that is named as State Bank of Pakistan (SBP) was established on 1
st
 July 1948.  SBP 

Act 1956 encouraged private sector investments in the banking industry to establish 

banks and financial institutions. In year 1974 Government decided to take control of all 

of the existing banks in the economy and they were nationalized. That action dejected 

private sector investment and discouraged investment from the foreign banks. This 

decision was the consequence of bad economic condition that emerged after separation 

of Bangladesh that was part of Pakistan since 1947 till 1971. After nationalization of all 

these banks, their performance was very much affected and worsened. Their 

performance was deteriorated to the alarming point in last years of 80‟s decade, this 

cause privatization of banking sector in early 1990s. Deregulation and financial 

liberalization initiatives taken by SBP encouraged foreign banks investment and 

motivated local investors within the country. State Bank of Pakistan has also played a 

pivotal role in establishment of Islamic banking system in the country that strictly 

follows Sharia’h principles. In 2002 1
st
 Islamic commercial bank that is named as 

Meezan Bank was founded and have started its operations. At present large portion 

(80%) of the banking assets are held by the private sector Banks (Ahamed et al, 2010, p 

14). 

 

According to SBP Act, the banking system of the country is Two-tier system. Based on 

the current statistics published by SBP at the end of fiscal year 2009-10, banking sector 

of Pakistan consists of 36 commercial banks and 4 specialized banks that constitute 

9,087 branches all over the country.  Out of 36 commercial banks, 6 are full-fledged 

Islamic banks and 7 foreign banks (1 Islamic Bank) (CGS, 2011, p. 3). 

 

Table 1: Highlights of last 5 years banking industry of Pakistan 

 2005 2006 2007 2008 2009 

Total Assets (Rs in Millions) 3660 4353 5172 5628 6516 

Assets growth in % (Year Over Year) 20 17.1 18.8 8.8 15.5 

Investment (Net) (Rs in Millions) 800 833 1276 1087 1737 

Advances (Net) (Rs in Millions) 1991 2428 2688 3173 3240 

Deposits (Rs in Millions) 2832 3255 3854 4218 4786 

Equity (Rs in Millions) 292 402 544 563 660 

Profit before tax (Rs in Millions) 94 124 107 63 81 

Profit after tax (Rs in Millions) 63 84 73 43 51 

No. of banks in loss 7 7 10 16 18 

Non Performing loans (Rs in Millions) 177 218 218 359 446 

Non Performing Loans (Net) (Rs in Millions) 41 39 30 109 134 

 Basel-I Basel- II 

Capital adequacy ratio – CAR 

(All banks) 

11.3 12.7 13.2 12.3 14 

                        Source: State Bank of Pakistan 

 
Table presented above describe five years banking industry performance of Pakistan 

since year 2005 till 2009. Year 2010 is not included in the list as SBP did not publish 

the overall banking industry performance report till date.  
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1.4 CAMELS Rating System: 

 
Many banks are not aware of evaluating their call reports and how to assess their ratings 

but there is a great need to understand, the work of the Firms and what to do when 

something goes erroneous. It is very important to assess the soundness of financial 

institutions through rating system which is used by federal and state regulators, usually 

known as CAMELS rating system. This system was developed by ACCION 

(Americans for Community Co-operation in Other Nations) in 1980‟s to help regulator 

banks of North America (Milligan, 2002, p. 70). CAMELS methodology adopted by 

North America Bank regulators to know the financial and managerial reliability of 

commercial lending institutions. To examine a bank or financial institution on the 

CAMELS system, information is required from different sources such as financial 

statements, funding sources, macroeconomic information, budget and cash flow 

projection, staffing and business operations. This model assesses the overall condition 

of the bank, its strengths and weaknesses (Sarker, 2005, p. 6). 

 

CAMELS stands for, Capital adequacy, Asset quality, Management, Earning, Liquidity, 

and Sensitivity to market risk. Capital adequacy represents the relationship between 

equity and risk weighted assets, how to rise equity and measure the ability to which the 

organization observes the loan losses. Asset quality, the quality of a portfolio, assesses 

the portfolio risk and shows the productivity of long term assets. Management, to know 

the board of directors functions weather they are performing well or not and its decision 

making ability. It also evaluates the performance of human resource management 

weather they give support and clear guidance to staff, all the facilities which staff 

needed i.e. incentive system for personnel, training, etc. Computerized information 

system is also taking into consideration whether the systems are operating well and 

provide accurate and timely reports to the management. Earning, quantifies the 

performance of the institution to increase and maintain the total worth through earnings 

from operations. It also assesses the interest rate policy, management examine and 

adjust the interest rate on micro finance loans and evaluate the adjusted return on assets 

that how well the assets are utilized (Sarker, 2005, p. 7). Liquidity Management, 

scrutinizes institution liabilities like interest rate, payment terms, tenor etc. It also 

evaluates fund availability to meet its credit demand and cash flow requirements 

(Sarker, 2005, p. 8). Sensitivity, to assess the risk of the market primarily based on 

adverse changes in commodity price, interest rate, foreign exchange rate, fixed assets 

and the ability of management to identify and control these risks (Trautmann, 2006, p. 

43).   

 

1.5 PACRA Rating Agency: 

 
Pakistan credit rating agency is the first national rating agency that was founded in the 

year 1994 as a joint venture of International Financial Corporation (IFC), Lahore Stock 

Exchange (LSE) and International Bank Credit Analysis (IBCA). It is usually known as 

PACRA. The main objective of PACRA is to assess the capability and eagerness of a 

business entity to honor its financial commitments. Ratings published by PACRA 

reflect a sovereign, proficient and unbiased evaluation of the credit risk that is coupled 

with a meticulous debt certificates/instrument or an overall position of a corporate 

entity. Analysis and rating of the banks is based upon several qualitative and 

quantitative factors and all these factors have same weight age and importance in the 

rating process. Factors that are taken under consideration in PACRA rating 
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methodology are Risk Management, Funding and Liquidity, Capitalization, Earning and 

Performance, Diversification of Business and Franchise and Corporate Governance. 

Under the risk management, PACRA analyzes the risk management process 

implemented by the banks, there adherence to polices implemented and its focus on all 

the risks that stick to the banks such as credit risk, market risk and operational risk. To 

analyze evaluate funding and liquidity PACRA analyze composition of the bank‟s 

funding, diversification of its funding base, source of its funding and liquidity. PACRA 

use its own set of standards to analyze the capitalization that is applied to all banks. One 

of the important measures is pure common equity to a proportion of total banking 

assets. While analyzing the quality of the earnings, PACRA takes into account the 

chronological inclination in bank‟s earning, quality and stability in the bank‟s earning 

and its future competence to produce earnings. Under this section of analysis 

diversification of the business activities commenced by the bank in different 

geographical and industrial segment and diversification in business products and 

services are analyze by PACRA. PACRA assess the quality of bank‟s corporate 

governance data on several qualitative and quantitative measures (PACRA, 2005). 

 

1.6 Problem Background: 

 
As we mentioned above that financial sector plays an important role in the economic 

soundness of a country and banks are the most important players of this sector. We are 

going through the phase of after “THE GREAT CRASH OF 2008” that is usually linked 

with the fall of two financial tycoons The Bear Stearns Companies Inc and Lehman 

Brothers Holdings Inc who were considered to be the major players of the market in 

United States from last 100 years and a controversial narrow escape of American 

International Group (AIG) Inc trough government bailout. These bankruptcies were not 

anticipated or tracked by regulator rating system or external rating agencies. The Great 

Depression 1930‟s is also an example of economic crisis caused by the banking sector 

and financial institutions that left behind 9 million peoples losing their savings and more 

than five thousand banks to closed (lal, 2010). 

 

Highlights of banking sector in Pakistan that are presented above show growth of the 

banking industry over the last few years. Performance of several other financial sectors 

of the region and world shows contrary results. In the present political and economic 

turmoil in the country it is of great significance to analyze and evaluate fragile banking 

sector of Pakistan. It is very important to compare regulatory credit ratings of the banks 

with external rating agencies rating that are available to general public and investors. 

We noticed above that number of banks in loss per year increased at an alarming 

number that is 10, 16 and 18 respectively in year 2007, 2008 and 2009.  Several 

researches are conducted in the past on the performance evaluation of banking industry 

in Pakistan. Some of the researches are based upon regulatory rating system are for the 

period before and after nationalization of banks and their performance analysis. 

Research conducted by Jamali et al (2011) analyze banks before and after privatization 

of banking sector and their performance evaluation based on the CAMEL rating system 

and Banko meter. There research didn‟t include the “S” component of the ratings 

systems.They concluded that after evaluating  all  isolated  phases  with the usage of  

CAMEL parameters, that  development  was  primarily because  of  the  condensed  

amount  of  fortified  assets  and greater than before  capital  base  of  the  banks 

operating in the industry.  They also concluded that banking sector of Pakistan lingered 

in chaos throughout the pre-reform phase and needed requisite measures to eliminate the 



6 
 

inadequacy, vulnerabilities and deficiency. We didn‟t find any research that compare 

results of regulatory rating model with external credit rating agencies ratings. Much of 

the research work is till 2002 and only focused upon the single regulatory ratings 

system. We feel that it is of great importance to analyze and evaluate the market leaders 

in the banking sector of Pakistan to assess their potential to avoid possible intimidation 

to the economy of Pakistan. 

 

1.7 Research Question: 
 

Analysis and evaluation of a banking sector of an economy is of great importance to 

assess their performance from several angels. So our research question is  

“Does CAMELS system provide similar rating as PACRA system in assessing the 

performance of banks in Pakistan?” 

 

1.8 Purpose of the study: 

 
Purpose of our thesis is to study CAMELS rating system and all of its components in 

detail and implement it on the sample banks of our population selected from the 

banking industry of Pakistan. Primary objective of our research is to compare similarity 

of the results generated from the CAMELS rating system with respect to the rating of 

external credit rating agency in Pakistan called PACRA. For that purpose we will 

analyze sample banks for our research on the criteria that are presented in CAMELS 

system. Our sub purpose is to rank our sample banks that will be based upon the results 

generated from implementation of CAMELS rating system. So at the end of our 

research we will be able to present financial, operational and managerial position of the 

banks operating in banking industry in Pakistan. 

 

 

1.9 Limitations: 

 
Our research work will have several limitations as well. These limitations are as below: 

 

 CAMELS rating system is a regulatory rating system that can be used to analyze 

several types of financial institutions but in our thesis is on banking industry so 

we limit it to the banking sector only. 

 Our research work is on banking sector in Pakistan, so it will only be subjected 

to banks and their performance in Pakistan and cannot be generalized. 

 Our research work is largely based upon consolidated annual financial reports of 

the banks and in some cases unavailability of these reports was a hurdle as well. 

 Findings of our research are limited to financial reports of the year 2010. 

 

1.10 Disposition:  

  
1.10.1 Chapter 2 (Methodology):   
 

This chapter of our thesis will illustrate the methodology that was undertaken in order to 

conduct our research. This chapter is further divided into two sections. In 1
st
 section of 

the chapter we will discuss theoretical methodology. It includes research philosophy, 

research approach and research strategy, nature of our research and research time 
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horizon. In 2
nd

 section of the chapter we will discuss practical methodology. It includes 

choice of the subject, preconception, perspective, literature, data collection and 

sampling of methods. Here we will not only describe the methods that are opted during 

our research process but also try to explain and justify why they are preferred over the 

alternatives methods that are available. 

 

1.10.2 Chapter 3 (Theoretical Framework): 
 

This chapter of our thesis is related to literature review to develop some theoretical 

framework. In literature review we focus on the previous and existing data mainly on 

secondary data such as printed articles, electronic articles, books etc. In this chapter we 

will discuss why performance measurement of a banking sector is important, bank 

regulatory requirements and supervisory rating, CAMELS rating system in detail, 

different credit rating agencies and at the end we will discuss the studied literature in 

relation to our research. 

 

1.10.3 Chapter 4 (Banking sector of Pakistan): 
 

In this chapter of our thesis we will present overall banking structure of Islamic 

Republic of Pakistan. We will discuss economy of Pakistan in general, discuss its 

financial structure and then narrow down towards its banking sector. We will discuss 

the role of State Bank of Pakistan which is central bank of the country. 

 

 

1.10.4 Chapter 5 (Empirical Finding): 
 

In section of our thesis we will present empirical findings which are based upon 

financial tools such as ratios implemented on the annual consolidated financial 

statements of the banks for the year ended 31
st
 Dec 2010. We calculated in total in eight 

financial ratios for all 17 banks of our sample that represent six components of 

CAMELS rating system. Here we will present tables of each component with brief 

description of the ratios and used financial terms. Analysis and conclusion chapter of 

our thesis will be based upon this chapter. 

 

1.10.5 Chapter 6 (Analysis and Discussions):  
 

In this chapter of our thesis we will analyze the findings of our research that are 

presented in the previous chapter. First we will analyze rating results of each component 

separately and afterword we will analyze CAMELS composite rating of the banks with 

respect to the rating assigned to these banks by external credit rating agencies for 

similarities in the results. We will also rank these banks on the basis of results generated 

in components rating of every banks. 

 

 

1.10.6 Chapter 7 (Conclusions and Recommendations): 
 

In this chapter we will derive conclusion on the basis of, research problems and purpose 

which were stated in the introduction chapter, data gathered in empirical findings, on 

the basis of analysis. Here we will provide some recommendation and suggestion for 

further research.   
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Chapter 2:  Research Methodology: 
This chapter of our thesis will illustrate the methodology that was undertaken in order to 

conduct our research. This chapter is divided into two sections. In 1
st
 section of the 

chapter we will discuss theoretical methodology. It includes research philosophy, 

research approach, research strategy, nature of the research and research time horizon of 

the research. In 2
nd

 section of the chapter we will discuss practical methodology. It 

includes choice of the subject, preconception, perspective, literature, data collection and 

sampling of methods. Here we will not only describe the methods that are opted during 

our research process but also try to explain and justify why they are preferred over the 

alternatives methods that are available. 

 

2.1 Theoretical methodology: 
 

2.1.1 Research philosophy: 
 

During a business research it is imperative to think about different research paradigms 

and theme of ontology and epistemology. These research paradigms represent a 

parameter that controls the research carry out from research design to the conclusion 

and recommendations of the research. That‟s why it is of great significance to 

understand these features in order to move in harmonious manner and actions leading 

towards unambiguous investigation and making sure that researcher biasnesses are 

minimized (Flower, 2009, p 1). 

 

Epistemological Choice:  
 

“Epistemological issue concerns with the question of what or should be regarded as 

acceptable knowledge in a discipline” (Bryman & Bell, 2007, p. 16). Eriksson and 

Kovalainen describe epistemology as “what knowledge is and what are the sources and 

limits of knowledge” (Eriksson and Kovalainen, 2008). It is important that the given 

piece of knowledge is studied in the relative manner. Epistemology is further divided 

into positivism, interpretivism and realism. 

 

Positivism: 

 

Positivism is the resultant of research in natural science where a hypothesis is tested that 

is derived from a prevailing theory. Positivism emphasizes that true and reliable 

knowledge is that which stands upon logic, practical experience and affirmative 

authentication. “The purpose of theory is to generate hypotheses that can be tested and 

that will be thereby allow explanations of laws to be assessed” (Bryman & Bell, 2007, 

p. 16). Positivism is generally linked with quantitative research where one selects a 

theory and piece of knowledge, then collects data and interprets it and hence proves the 

hypothesis to be true or not. “The researcher seeking to adopt a decided positivist 

stance exercises choice of the study, the research objective to pursue and the data to be 

collected” (Saunders et al., 2009, p. 114). It is believed that the positivist researcher will 

use structured methodology with the aim of producing replicability. 
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Interpretivism: 

 

Interpretivism is a stance contrary to positivism and is also known as anti-positivism. 

Philosophers of social science believe that subject matter of a research in a social 

science that is undertaken upon some individuals and personals or institutions are 

different from that of the natural science (Bryman & Bell, 2007, p. 17). According to 

Saunders et al., (2009) phenomenology and symbolic interactionism are the two 

intellectual traditions that interpretivism comes from. “Phenomenology refers to way in 

which we as humans make sense of the world around us. In symbolic interactionism we 

are in continual process of interpreting the social world around us in that we interpret 

the actions of others with whom we interact and this interpretation leads adjustment of 

our own meaning and actions” (Saunders et al., 2009, p. 116). 

 

Realism: 

 

Realism is another branch of epistemology that is similar in nature to positivism. 

According to this philosophic position reality does exist independently of the human 

realization. There are two main types of realism. Bryman & Bell, 2007 named them 

empirical realism and critical realism. Whereas Saunders et al., 2009 name them as 

direct realism and critical realism. Main difference among critical and direct realism is 

that critical realism claims that our knowledge is developed in two phases. First
 
there is 

an object and substance we see and experience trough our senses and in second phase 

process goes on after the senses receive the sensations. Whereas direct realism claims 

first phase is enough and what we see is what we get (Saunders et al., 2009, p. 117). 

 

In epistemological consideration of our research we take the positivist position. The 

reason behind selection of positivist stance is what we studied in the literature we 

develop a hypothesis on the basis of prevailing theories and in our empirical findings 

we will test this hypothesis for acceptation or rejection. What we are going to study is 

the similarities of banks internal evaluation model (CAMELS rating system) with 

respect to external credit rating gencies such as Pakistan credit rating agency (PACRA). 

Another reason behind selection of this stance is the use of secondary data and 

positivism is usually linked with researches that are quantitative in nature such as 

statistical tools and figures.  

 

Ontology: 

 

This pillar of the research paradigm deals with the nature of social entities and realities. 

This raises the question of “whether social entities can and should be considered 

objective entities that have reality external to the social factors, or whether they can 

and should be considered social construction build up from the perception and actions 

of the social actors (Bryman & Bell, 2007, p. 17)”. Above we discussed two aspects of 

ontology, are known as objectivism and constructivism respectively. 

 

In ontological consideration, our research thesis is objectivist in nature. For empirical 

finding of our thesis we will use tools such as financial ratios. The result provided by 

these ratios will be rated on the scale of 1 to 5 based on the issued ranking base of 

CAMELS rating system. Then we will compare the result provided by CAMELS rating 

system with the issued ratings of PACRA rating agency of the same period of time. So 
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it is obvious from our choice of ontological consideration that the research will be free 

from every sort of biasness of the authors.  

 

2.1.2 Research Approach: 
 

At this stage of a research one has to decide on the basis of chosen theory that‟s is either 

learnt or contained in the literature that he/she will follow a deductive approach or 

inductive approach. In deductive approach one develops a hypothesis from the theory 

and devises research strategy to test the hypothesis to accept or reject it. Whereas in 

inductive approach one has to collect data, analyze it and develop theory based on the 

result of analyzed data (Saunders et al., 2009, p. 124). 

 
 

 

 

 

 

 

 

  

                                 
 
Fig 2.1 Self made diagram based on the studied books and articles. 

 

Deductive approach:  
 

This approach represents characteristics of the correlation among theory and research. 

On the basis of gained knowledge that may be inferred from the theoretical reflection 

about the research field, one assumes a hypothesis that will be observed in empirical 

analysis (Bryman & Bell, 2007, p. 14).  

 

According to Robson (2002, cited in Saunders et al., 2009, p. 124) deductive research 

goes through 5 steps. First develop a hypothesis from a theory, second express the 

hypothesis in operational terms, third is hypothesis testing, fourth analyzes the 

particular result of the inquiry and in the fifth and final stage verifies or modifies the 

theory on base of your findings. Collection of quantitative data is an important 

characteristic of deductive approach although it may use qualitative data some times. In 

deductive approach highly structured methodology is implemented to assist replication 

Theory 

Hypothesis 

Findings 

Confirmation 

Theory 

Tentative 
Hypothesis 

Pattern 

Observation 

Research Approach 

Inductive Approach Deductive Approach 
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to guarantee reliability. Generalization is another important characteristic of deductive 

approach (Saunders et al., 2009, p. 124-125).  

 

Inductive approach: 
 

In inductive approach theory is developed on the basis of research observations. 

Researchers in inductive approach are predominantly concerned with the events that are 

actually taking place and deal with the small sample as against the large number in 

deductive approach. Researchers most likely use qualitative data in this approach. 

Structure of the research in inductive approach is more flexible as less generalized as 

compared to highly structured methodology and generalized characteristics of deductive 

approach (Saunders et al., 2009, p. 126-127). 

 

In our research we will use deductive approach and not the inductive approach. The 

primary reason behind selection of this approach is correlation among the theory and 

hypothesis. On the basis of studied literature and constructed theoretical frame work we 

have derived a hypothesis. Our thesis findings will lead us towards the acceptation or 

rejection of hypothesis which is similarity of CAMELS rating system results (bank’s 

internal evaluation systems) with respect to PACRA results (external credit rating 

agencies). As we know that deductive approach is highly structured methodology so our 

thesis will follow the predefined structure. 

 

2.1.3 Research strategy: 
 

According to Bryman & Bell, “by research strategy, we simply mean a general 

orientation to the conduct of business research”. Two separate clusters of research 

strategy are qualitative and quantitative research. Both quantitative and qualitative 

researches are different from each other not only on the basis of quantification and 

measurement of the result but also on the basis of epistemological and ontological 

foundations (Bryman & Bell, 2007, p. 28).  

 

Quantitative research: 

 

Quantitative research is mostly used in deductive approach where the aim of the study is 

to test a hypothesis for proving a theory. In quantitative research analysis of the result is 

mostly in numbers and quantify. Another characteristic of quantitative research is size 

of the sample is very large. Quantitative research is subject to a very low level of 

biasness in the interpretation from the researchers as statistical tools are used for 

analysis of the results. Quantitative research is more generalizable. Quantitative 

research is more positivists in nature when it comes to epistemological orientation. 

While in ontological orientation quantitative research is objectivist in nature (Bryman & 

Bell, 2007, p. 28). According to Bryman & Bell, 2007 quantitative research have 11 

steps. Steps mentioned by them in their book Business research methods are as follow 

1
st
 Theory, 2

nd
 Hypothesis, 3

rd
 Research design, 4

th
 Devise measures of concepts, 5

th
 

select research site, 6
th

 select research subject / respondent, 7
th

 administer research 

instruments / collect data, 8
th

 Process data, 9
th
 Analyze data, 10

th
 finding and conclusion 

and 11
th

 is write up findings and conclusions.  
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Fig 2.2 based on the idea from Bryman & Bell, 2007 the process of quantitative research. 

 

Qualitative research:   

 

Qualitative research is the contrast of the quantitative research in almost every aspect. 

Qualitative method is mostly used in inductive research where emphasis is on the 

generation of a theory that is based upon research observation. Analysis of the 

qualitative research is based upon the words and statements and mostly in textual form. 

Qualitative research is more interpretivist in nature when it comes to epistemological 

orientation. While in ontological orientation qualitative research is constructivist in 

nature. Size of the sample in qualitative research is small. Researcher in the qualitative 

research requires special skills for the interpretations of the results. Contrary to 

quantitative research, qualitative research is less generalizable and very low level of 

replicability (Bryman & Bell, 2007, p. 28). Below is differentiation table of quantitative 

and qualitative research based on different research aspects. 
 

Table 2: Quantitative vs. Qualitative research 

Research Aspect Quantitative Research Qualitative Research 

 Scientific Method Deductive Inductive 

Nature of reality Objectivist Constructivist 

Research objective Description, explanation 

and prediction  

Description, exploratory and 

discovery  

Nature of observation Narrow angle focus lens Wide angle focus lens 

Form of data Quantitative data Qualitative data 

Sample Size Large sample Small sample 

Data analysis Statistical tools Search for patterns, themes and 

holistic features  

Results General findings Particular findings 

Theory 

Hypothesis 

Research 
Design 

Devise 
measures 

Select 
research 

site 

Select 
research 
subject 

Adiminster 
research 

instruments 

Process 
data 

Analyze 
data 

Finding and 
conclusion 

Writeup 
findings and 
conclusins 
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Conclusion Statistical report Narrative report 

Self made chart based on the studied books and articles. 

 

In our research thesis we will use quantitative research strategy instead of qualitative 

research. Selection of quantitative research strategy is also based upon number of 

arguments other than presentation of result in numeric and figures. As in epistemology 

consideration our research is positivist in nature and in ontological consideration we has 

opted the stance of objectivist, this is another reason for our selection of quantitative 

research. Our research is basically concerned with numbers and use of ratios to measure 

and analyze these numbers and figures. We have selected deductive approach which is 

usually related with quantitative research strategy and we argued about its selection in 

previous section.  So keeping in mind our research question and objective we selected 

this strategy that will be appropriate and will guide us though out our research process. 

 

2.1.4 Nature of Research: 
 

The relationship between events or factors is often described, examined, and explained 

by the researchers. The research can either be descriptive, explanatory, exploratory or 

predictive nature. Nature of the research depends on research question. In descriptive 

research the researcher tries to identify or describe the events. For example in 

descriptive research if the question is “What is the present or past state of events?” for 

this the researcher selects the representative sampling of the people. Whereas 

explanatory research is for events to be explained by the researcher and look for 

fundamental reasons. Explanatory research is also referred to interpretive research. For 

example the researcher conducts explanatory research if they ask “Why have these 

events happened in the manner they did?”  Or “What are the implications of these 

events occurring as they have? (Rubin et al, 2010, 198)”. Exploratory research is a 

type of research when researcher is unable to find any or very few prior studies about 

the research question. Exploratory study aspires researcher to look for the ideas, 

Patterns, or hypothesis, instead of testing or verifying a theory. In exploratory research 

typical techniques are used here researcher comprises observation, case studies, and 

previous studies. In this type of research the researcher uses both qualitative and 

quantitative data. Exploratory research totally focuses on achieving the imminent and 

acquaintance with the subject area to examine at later stage (Collis &Hussey, 2009, p. 

6). Predictive research advances one step further than explanatory research. Aim of the 

study is to create justification for what is happening in particular circumstances. 

Predictive research is concerned with the anticipation of a possibility of some 

occurrence. Aim of predictive research is to generalize the investigation by forecasting 

some phenomena on the foundation of hypothesized, general relationships. Hence we 

can say that solution provided by a predictive research in a particular situation can be 

applicable to some other problems of similar nature, provided that the solution is valid 

(Collis &Hussey, 2009, p. 6).  

 

Nature of our research is exploratory in nature as we didn‟t find any previous research 

work on the same research problem. There are some articles and thesis that reflects the 

usage of camels rating system framework on any particular or limited number of banks. 

As in our research we will try to investigate the similarities of bank‟s internal rating 

models with respect to external credit rating agencies, we found no research work in this 

particular field. Our research will open a new window of research in the field of banking 

rating systems.  
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2.1.5 Research Design: 
 

Time horizon of research plays a very significant role for both authors of the research 

and readers of the research. From researchers point of view it is important to understand 

that what type and quality of data they are collecting for the research and how easily it 

can be collected. Some time it is very difficult and time consuming to collect the data 

spread over long period of time. From readers point of view time horizon of the research 

is of great importance as it shows credibility and quality of the research observations. 

According to Sunders et al. 2009 time horizon of the research can be divided into two 

types; cross-sectional research and longitudinal research (Saunders et al.2009, p. 155). 

 

Longitudinal study: 

 

Longitudinal study is such type of a research in which same sample of population is 

observed over a longer period of time. Longitudinal research is a type of observational 

research in which the subjects are observed without manipulations and hence can be 

argued that it has less potential to detect cause and effects relationships of variables as 

do by the experimental studies. In longitudinal research, researchers have the 

opportunity to observe changes and improvement that took place over the period of time 

(Lindborg & Ohlsson, 2009, p. 15). 

 

Cross-sectional study: 

 

Cross-sectional research is a study of sample observations or of a population in which a 

researcher makes her/his study and get result for a short period of time or on a single 

occasion. From the population researcher takes sample and within that sample he/she 

distribute the variables, and sometime the variables which are predict and designated on 

the bases of reasonable information which he/she gets from other sources. Descriptive 

and exploratory studies are frequently cross-sectional. For example a single survey of a 

country to describe the population of the specific country at a given time. Cross-

sectional study is also very close to explanatory studies. A researcher conducts a survey 

on national base to examine the nation problem at a given time (Hulley et al, 2007, 

p.109).   

 

Keeping in mind above arguments about longitudinal and cross-sectional studies, we 

can easily say that our research is a cross-sectional study. As in our thesis we will 

manipulate one year annual financial reports for the year ended on 31
st
 Dec 2010, and 

all 17 banks belongs from Pakistan. It would be of great significance to use annual 

reports of more than only year but the problem is at the same time we need to collect 

published credit ratings of banks for the same year and that was very difficult to collets 

as most banks do not keep their old records of ratings. As we discussed above that 

cross-sectional studies are mostly exploratory or descriptive in nature and our research 

is also exploratory in nature.  
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2.2 Practical Methodology: 
 

2.2.1 Selection of the research topic: 
 

Both authors of the thesis come from Islamic Republic of Pakistan where banking 

industry is on the boom despite of the general economic turmoil. As far as our 

educational background is concerned, one of the authors has done of BBA (Hons) with 

major in Finance and second author has done MBA with major in Finance, in which we 

studied several courses about banking and finance. This was the point where our interest 

was developed in the field of banking. Now being the students of Master in Finance, 

keeping in view our future professional careers in the field of banking and finance, we 

choose this research topic. As our research is focusing on CAMELS rating system that 

takes into account 6 important component of banking industry, it will give us better 

understanding and knowledge about performance of banking industry particularly in 

Pakistan. Another reason behind selection of this research topic is our personal curiosity 

about the ratings of the banks particularly in Pakistan. 

 

2.2.2 Preconception: 
 

Preconception about the research topic is quite important as it develops interest of the 

researcher and involves him neutrally in the topic.  Both authors of the thesis worked as 

an internee in conventional bank in Pakistan after completion of their studies and have 

gained some practical experience of banking. In our practical experiences we observed 

that not all of above but some of these factors that are addressed in ratings models are of 

great importance for better performance of the banks.  

 

2.2.3 Perspective: 
 

Perspective provides point of view about the chosen field of study from several angles 

with different aspects, providing a pool of options from which the most suitable one is 

to be selected while keeping in mind your research question and purpose. Our thesis is 

based upon the possible superiority of CAMELS rating system results with respect to 

external rating agencies; we will be looking at it from internal point of view of the 

banks and their regulatory authorities. But it readers can also be external users such as 

rating agencies and will be useful for them as well. 

 

2.2.4 Data Collection Method: 
 

For any type of research study data collection is an important aspect. Data is the source 

from where researchers can get relevant information to answer the research questions. 

To gather applicable information researchers use primary and secondary data as a 

sources. Primary data is collected or perceived straight from the first time experience. 

Or we can say that data collected for the first time particularly for this research problem. 

The sources contained in primary data are questionnaires, observations, social surveys, 

experiments and interviews. On the other hand secondary data is published and the data 

collected by someone else in the past. We use the published and collected data by 

someone else to solve our problems but the problem might be different from others. The 

sources from which we can collect secondary data are articles, books, journals, and 

web-based data (Ghauri & Gronhaug, 2005, p. 91-102). 
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Theoretical framework of our study that is based upon secondary data, we read all 

relevant literature to our study that gave us full knowledge and beneficial understanding 

of our research questions. On the basis of this further study should be conducted. 

Findings of our research are totally dependent upon secondary. Findings of our research 

are complex in nature but our secondary data will help us to achieve this objective. The 

electronic search engine is the main source in our study we used Umeå University 

electronic library, Google search, electronic books; we also use printed materials like 

books.    

 

2.2.5 Literature studied: 
 

Access to the relevant and authentic literature for a researcher is of great importance. It 

provides basis for the researcher to build upon the theoretical frame work of a chosen 

field of study and research design (Brayman & Bell, 2007, p. 94). In the beginning of 

our research we studied some articles regarding the financial crises caused by the 

collapse of leading financial institutions of that time and banking industry of Pakistan 

afterwards we collected some articles and books through university archives database 

and internet search about research methods to construct research methodology chapter 

of our thesis and to guide us throughout our thesis. Articles are mostly collected from 

journals of Banking and Finance, journal of international banking regulation and the 

review of financial studies accessed through university provided logins on its database. 

It is a difficult task to gather relevant articles as one comes across so many articles that 

look relevant but they are not in real. We also studied some online books that are 

available via different websites such as www.books.google.com. We also gathered 

some material such as brochures and working papers about the procedures and methods 

used for ratings of financial institutions form rating agencies websites including S&P‟s, 

PACRA, and regulatory authorities such as Basel and SBP. The collected materials 

provide us better understanding and capabilities to work in the field rating systems.   

 

2.2.6 Sampling: 
 

Sample is a subset of whole population that is selected to represent the population in 

any specific research to perform statistical inferences and to make judgments about the 

whole population on the basis of selected sample. For researchers it is very important to 

select appropriate sample from population to make inferences. There are two primary 

reasons why researchers select a sample for their research instead of studying the whole 

population, 1
st
 it is very costly and 2

nd
 is the time limitation for a research. According to 

Bryman & Bell, sample is a fragment of population chosen for examination or research. 

Talking in a broader sense there are basically two types of sampling approaches: 

Probability and non probability approach (Bryman & Bell, 2007, p. 182).  

 

Probability sampling is an approach in which each and every unit of population has 

equal chance of being selected in the sample and their probability of selection is greater 

than “0”. This is the most suitable approach that eliminates bias in sample selection and 

reduces sampling error. Simple random sampling, systematic or interval random 

sampling, stratified sampling and cluster sampling are some types of probability 

sampling (Brayman & Bell, 2007, p. 182). Whereas on the other side non probability 

sampling is an approach in which probability of selection of elements is not known or 

some elements of the population have no chance to be selected as a sample. Referral 

http://www.books.google.com/
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(Snow ball) sample, quota sample, criteria sample, homogeneous sample, critical 

sample and matched sample are the types of non-probability sampling.  

 

Referral sampling method is also knows as snow ball sampling. This type of sampling 

procedure is used when it is difficult to find subjects or samples for the research. In this 

type of a research sample we cannot identify our sample in advance and important 

consideration is to find initial subjects and informants. From initial subjects we can ask 

to identify further subjects for our research sample and the process continues to go on 

like a snow ball (Swisher, 2010, p.1). In Quota sampling population is first divided 

into subgroups based on some criteria and then subjects are selected as a sample from 

each group. Quota sampling can be further divided in two sub groups known as 

proportional and non proportional quota sampling. In proportional quota sampling, 

sample of every sub group of population is represented by its proportional weight age of 

the population. Where as in non proportional quota sampling a limit of minimum 

numbers of sample subjects are set as a standard and are not necessary to represent its 

proportion in the population. It only has to justify that the chosen sample is able enough 

to represent a small group in a population. Heterogeneity sampling is a procedure 

when we select sample for our research that will represent every group of thought or 

variables of the population, on the other hand Homogeneous sampling is a procedure 

of sampling when we want to study about some specific factors or variables and their 

effect on the outcome that represent the population (Trochin, & William, 2006).  

Criteria sampling is a procedure to select sample from the population that is based 

upon some specified and thoughtful criteria. Criteria set by the researchers fulfilled by 

any subject that represents the population should be included in the sample and any 

subject fail to meet the criteria is not included in sample that will represent the 

population (Swisher, 2010, p.4). 

 

To make a sample for our research we have selected criteria sampling method. As we 

are working on the CAMELS rating system and similarity of its results with external 

credit rating agencies published ratings, so for that purpose we have to work upon 

bank‟s annual financial reports. Our criteria for the banks to be included as a sample is 

the availability of their audited consolidated annual financial reports for the year ended 

31
st
 Dec 2010. Total population of number of banks operating in Pakistan is 38. Out of 

38 banks 5 banks are Islamic commercial banks and operating on Sharia standards that 

is to great extent different from commercial banks system. CAMELS rating system is 

designed for conventional banks and its applicability on Islamic banks is argued by 

several authors but contradicted by others. So for this particular reason we did not 

include Islamic banks in our sample. There are 6 foreign banks operating with in 

Pakistan as subsidiaries of other multinational banks, and these banks prepare their 

annual financial reports and submit it in their Head offices that further add up in their 

consolidate annul reports. So there were some complications in collection of their 

annual reports and its interpretation. Because of this reason we did not include these 

foreign banks as our sample for our thesis. Further on searching for the annual audited 

financial reports of the banks, we find out that till date 10 banks did not published or 

announced their annual financial reports. As these banks did not meet with the 

predefined criteria of availability of their annual financial reports, they are also 

excluded and are not part of our sample. At the end we are left behind with 17 banks 

and their audited annual financial reports, so our sample includes 17 commercial banks 

from Pakistan. 
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Chapter 3: Theoretical framework: 
This chapter of our thesis is related to literature review to develop some theoretical 

framework. In literature review we focus on the previous and existing data mainly on 

secondary data such as printed articles, electronic articles, books etc. In this chapter we 

will discuss why performance measurement of a banking sector is important, bank 

regulatory requirements and supervisory rating, CAMELS rating system in detail, 

different credit rating agencies and at the end we will discuss the studied literature in 

relation to our research. 

 

3.1 Credit ratings and its importance in economic growth: 

Credit rating and credit score/points can stimulate economic development, enhance 

consumer‟s access to indispensable resources and facilitate more proficient allocation of 

risk, costs and economic and financial reserves. How it works is very simple as where 

availability of important information is restricted, access to borrowing or lending and 

credit resources turn out to be more difficult and complicated. While on the other hand 

accessibility of financial information is the foundation of contemporary and flourishing 

market economy. Credit rating facilitates consumers and private companies to execute 

the transactions generously among each other for with reason that is the availability of 

much needed information that meets their requirements of preferences (Transunion, 

2007). According to the study of Turrner (2006), credit rating and credit score are very 

important throughout Latin America to help and solve three important economic 

problems. 1st improving inadequacy of financial sector, 2nd escalating private sector 

lending‟s throughout Latin America, which was previously comparatively sluggish and 

3rd is to reduce the jeopardy of Financial and economic crises, which usually resultant 

from unfavorable selection and moral hazards evils prevail in the banking industry 

(Turrner, 2006 ).   

Credit rating agencies supply debtors and investors essential information concerning the 

creditworthiness of companies, an individual or even an independent government. The 

credit rating agencies assist evaluate the quantitative and qualitative risks of these 

bodies and individuals and let investors to formulate wiser conclusions by benefiting 

from the abilities of specialized risk assessment conceded by these agencies. 

Quantitative risk analysis conceded by CRA‟s comprises evaluation of financial ratios 

with selected levels whereas qualitative analyses spotlight legal, managerial, political 

and economic situation in a jurisdiction (Sandler). 

 

Credit rating agencies assist with risk measures for a variety of entities and make it 

simple  to financial market participant to evaluate and comprehend with the risk 

implicated in the investing process. Organizations can borrow funds effortlessly from 

banks without having to go through prolonged assessments from each individual lender 

individually. Governments and corporations can issue debt in variety of corporate bonds 

and treasuries to magnetize financiers and investors based up on the credit ratings 

(Turrner, 2006 ). Credit ratings provided by the most famous and worldwide popular 

rating agencies including Standard & Poor‟s, Moody‟s and Fitch, have turn out to be a 

standard for regulation and parameters of financial markets. Legal policies obliged some 

certain institutions and organization to hold cretin proportion of investment graded 

bonds. Shares and bonds are classified to be investment graded on the basis of their 
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ratings by these credit rating agencies, every corporate bond with a rating higher than 

BBB is considered to be investment graded bond. Ratings supplied by these credit 

rating agencies are used by different banks, financing and investment institutions with 

the objective to formulate the risk premium they will charge their customers on loans 

they issues and corporate bonds. A lower credit rating means a higher risk premium 

with higher interest rate charged to corporations and individuals. Institutions with a 

higher credit rating are able to raise funds at a lower interest rate. CRA‟s are endowed 

with enhanced efficiency in the credit markets and allow for more fluency and 

transparency in dealings. The ratings help evaluate and monitor the credit reliability and 

soundness of a range of borrowers through a set of well-defined and precise rules. Most 

credit agencies use their own methodology for determining credit ratings, but since only 

a handful of popular credit rating providers exist, this adds a great deal of 

standardization in the rating process. The credit ratings of different borrowers can be 

easily compared using ratings provided by a credit rating company and the applications 

can be easily sorted (Ultzig, p 2-3, 2010). 

 

3.2 Why Performance measurement of banking sector? 
 

Banking sector is an important and unquestionable determinant of the economic 

development as it directs the flow of the funds from surplus economic units of the 

economy towards deficit economic units (Khan, 2006, p. 11). Banking industry being an 

important pillar of financial sector of an economy, its performance measurement cannot 

be neglected. Role of financial institutions and banks in particular in economic 

development of a country is accepted and acknowledged by Joseph Schumpeter way 

back in 1911. He argued that functions performed by financial institutions such as 

mobilizing savings of the surplus units of an economy, risk measuring and management 

activities, complicated transactions being performed by these institutions and evaluation 

of the business projects all together increase the pace of economic growth (King & 

Levine, 1993, p. 717).  Hicks also argued in his theory of economic development that 

financial institutions play an important role in the growth of an economy (Samules, 

1993). Goldsmith also argued that size of a financial system plays a pivotal role in 

economic development and proved it trough his research on a sample of 35 different 

countries that they positive correlation among each other. Besides those researchers who 

are in favor of the positive correlation between financial sector of an economy and its 

economic development, there are few researchers who contradict and oppose them. This 

contradiction is mostly from the researchers who work in the field of development 

economics and include 3 noble prize winners. These researchers are “Bauer, Colin, 

Clark, Hirschman, Lewis, Myrdal, Prebisch, Rosenstein-Rodan, Rostow, Singer and 

Tinbergen” (Burzynska, 2009, p. 9).  

 

Organizations that build a financial sector are run mostly by the public money, so it is 

very important to measure their performance (Purohit & Mazumder, 2006, p. 21). In a 

progressive, vibrant and competitive environment primary objective of the management 

is to identify those performance measures which replicate “competitive productivity 

strategies, quality improvement and speed of services” that help in performance 

appraisal of the organization (Tapanya, 2004, p. 15). Performance evaluation and 

measurement of the banks take place at to levels. First management of the bank 

internally measure and evaluate their bank‟s performance and in the second phase 

central banks that are usually regulatory controller of all commercial banks in a country 
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critically measure and evaluate performance of the banks. Primary objective of theses 

performance measurements is to keep the banks on right track and manage all related 

risk factors of the bank efficiently. For that purpose they usually get help of internal 

rating system such as CAMELS rating system, ORAP rating system and PATROL 

rating system (Pyle, 1997, p. 2). 

 

Nature of the product and services provided by the financial institutions and banking 

sector in particular are such that it is difficult to measure their efficiency and 

competitiveness. Many researchers in the field of banking and finance put their efforts 

to measure and evaluate the efficiency by using several different determinants such as 

cost, performance, management and output etc (Kosmidou & Zopounidis, 2008, p. 80). 

Individual investors and investment institutions/companies are also interested in 

information regarding performance of individual banks. These investors are also 

important for the banks as well because they bring money into the organization. For this 

specific purpose banks avail service of international external credit rating agencies such 

as S&P, Moody‟s corporation, Fitch Inc or a local credit rating agency such as PACRA 

in Pakistan for which they get paid extensively. These rating are published and 

announced publically to attract investors in the market to invest money in the bank 

(Pyle, 1997). 

 

3.3 Bank regulatory requirements and supervisory rating: 
 

In present international marketplace, financial institutions and banking organizations in 

particular have significantly stretched out the scope and complication of their business 

activities and face an ever modifying and progressively more multifaceted supervisory 

and regulatory environment. Bank regulatory and supervisory institutions need timely 

and dependable information representing financial health and associated risk with their 

business activities in order to perform efficient supervision. This required information 

can be acquired from public disclosures such as annual financial reports, regulatory 

reports and most often from on-site examination of the banks.  Examination of the bank 

provides extended and confidential information about financial condition of the bank 

and qualitative characteristics such as internal control its management, performance of 

the board of directors and risk management strategies (Hirtle & Lopez, 1999, p. 1).  

 

Basel II: 
 

The Bank of International Settlement established in 1930 is world oldest financial 

institution. To bring stability in International financial system, BIS created a committee 

in year 1988 which came forward with Basel Capital Accord that is usually known as 

Basel I. According to the accord banks were obliged to maintain certain amount of 

capital to soak up unanticipated losses. In year 2005 amendments were made in 

Minimum Capital Risk Requirement of Basel I Accord and the revised edition is known 

as Basel II. Currently more than 100 countries are using Basel II Accord to apply it on 

banks and other financial securities firms (Sjӧlander, 2009, p. 985).  

 

Basel II is an authoritarian framework that identifies preeminent practice for 

transactions and dealings particularly with risk. Simply Basel II provides 

recommendation regarding a variety of subjects such as market risk, management risk 

and credit risk. Haber, 2003 discusses in his article that Basel II stands upon three 

pillars that are mentioned below: 
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1. Minimum capital requirement, 

2. Supervisory review process  & 

3. Market discipline 

 

 

 

  

 

 

 

 

 

       Figure 3.1 New Basel Accord. (Rani, 2009, p. 8) 

 
Pillar 1: 

 

As we know that nature of capital markets are such that they are connected on 

international level. Therefore most of the legislative and regulatory authorities such as 

central banks on national level refer Basel II that is a set of international standards 

which must be followed directly or indirectly. Basel II addresses market risk and 

operational risk but the emphasis is on minimum reserve ratio and management of credit 

risk by the financial institutions (Haber, 2003, p. 384).  

 

Central idea of Pillar I is to allocate some specific proportion of principal amount of the 

loan that must be backed up by equity. This can be justified by the argument that it is 

important to keep some amount of equity to overcome losses that may emerge from 

credit or default risk. This back up reserve that is allocated should not be used for 

further loans. The original Basel I accord set a standard percentage ratio (8% of the 

principal amount of loan) to be kept in backup by the banks. In revised edition of the 

accord (Basel II) focus of attention is on ratings of particular borrower instead of being 

general to all. Under the umbrella of Basel II there are three approaches that are as 

follow (Haber, 2003, p. 385). 

 

 Standard Approach 

 Foundation Internal Rating Based Approach (FIRB). 

 Advanced Internal Rating-Based Approach (AIRB). 

 
Pillar 2: 

 

Second pillar of Basel II deals with much improved supervision tools provided to the 

regulator and bring richness to the capital regulation of 1
st
 pillar. This is where 

regulatory authorities look for verification of authentic assurance of a considerate 
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capital management policies (Second Pillar Consulting, 2008). Second pillar of Basel II 

is also endowed with the framework to deal with all other risks such as systematic risk, 

reputation risk, pension risk, legal risk and concentration risk which comes under the 

heading of residual risk in Basel‟s accord (Rani, 2009, p. 8). 

 

Pillar 3: 

 

Third pillar of Basel II is concerned with the market discipline such as general 

considerations about disclosure requirements, guiding principles, its purpose and 

frequency of market disclosure. This pillar is designed with the purpose to disclose 

overall risk position of the banks for better understanding to the market and its 

counterparties to deal accordingly (Rani, 2009, p. 8). 

 

3.4 Off-site supervisory rating systems: 
 

Off-site supervision: 
 

Off-site supervision or inspection techniques mandate intermittent reports of the bank 

such as consolidated annual financial reports, disclosure reports regarding financial and 

operational risk and other important reports gathered by the concerned departmental 

examiner. Off-site supervisory systems have several advantages such as it is very cheap 

as compare to the cost incurred on on-site supervisory examinations, it can be easy and 

regularly updated with the inflow of new information such as quarterly reports and these 

supervisory systems are good enough to segregate those financial risks that may lead the 

bank to future problems. Some of the most important and familiar off-site supervisory 

bank rating systems are ORAP, PATROL and CAMELS rating systems (Sarker, 2005, 

p. 2). 

 

3.4.1 ORAP rating system: 
 

ORAP stands for Organization and Reinforcement of Preventive Action is a supervisory 

rating system implemented in 1997 by French Banking Commission. This is a multi 

factor examination system for investigation of individual banks. Aim of this system is to 

identify probable weakness of banking organization by tentative investigation of all 

business activities of a bank related risk factors with the help of quantitative and 

qualitative measures. ORAP use both internal and external sources of information for 

examination of the bank.  Prudential  

 

ORAP is a standardized and dignified mechanism and its rating is based upon 14 crucial 

components. ORAP almost cover all of the business activities of a bank and its 

associated risk factors such as capital held by the bank, on and off-balance sheet 

activities of the bank, its market risk, earnings in a specific period of time and 

qualitative measures and criteria‟s. Under heading of capital ORAP includes capital of 

the bank, capital adequacy ratio, liquidity and large exposures. On and off-balance sheet 

activities includes quality of the bank assets, bad loans and provision provided by the 

bank against bad loans. Qualitative measures such as number and type of shareholders, 

management of the bank and its internal control. These components are rated on the 

basis of financial ratios on a scale from 1 to 5. Rating 1 represent best position of a 

component where as rating 5 represent worst positions. After rating each and every 

component, they are transformed into composite rating similarly on the scale of 1 to 5 in 
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which 1 represent best position and 5 represent worst position of a bank overall position 

(Sahajwala & Bergh, 2000, p. 11).  

 

3.4.2 PATROL rating System:   
 

In 1993 a new internal rating system was introduced by the Bank of Italy which is 

called PETROL rating system. It is an off-side administration tool which is brought to 

provide a systematic representation of financial health of a bank and also help how to 

use supervision resources on time on-site inspections. In Italy for banking institutions as 

there is no directive for the periodic on-site examination so they are assigning their 

banks on PATROL rating on the bases of information available for the analysis to the 

supervisor. The bank of Italy gets data for the PATROL off-side analysis from monthly, 

semi annually and annual regularity reports. Capital adequacy, profitability, credit 

quality, organization, and liquidity are the five components of PATROL. Here the 

assessment of the capital adequacy is by associating its own capital with regularity 

requirements to check the credit risk, market risk, exchange rate risk, position risk, and 

settlement risk. For the profitability assessment the average of the banking system is 

related to return on equity (ROE) and to assess the profitability interest margin will also 

be included. Credit quality assessment is depending on adjusted bad debt, this 

information is to be collected from the central credit register and from individual loan 

index. Organizational component of the bank is assessed on the basis of information 

available from the meeting with the management of the bank and on-site examination of 

the bank. Liquidity component of the banks is evaluated after determining maturity 

mismatches in ordinary operating circumstances and by reproducing exogenous distress 

over next one year time (Sahajwala & Bergh, 2000, p. 10).  

 

In PATROL rating system each of the five components of the banks is rated on the scale 

of 1 to 5. Rating “1” of a component indicates the best rate for a bank and “5” denotes 

worst position of a component.  After rating each component than they are converted 

into a composite rating on a scale of 1 to 5, similarly rating “1” means best performance 

and rating “5” denotes worst. This rating is based upon qualitative and quantitative 

information available to the analyst (Sahajwala & Bergh, 2000, p. 10).  

 
3.4.3 CAMELS Rating System: 
 

Many banks are not aware of evaluating their call reports and how to assess their ratings 

but there is a great need to understand, the work of the firms and what to do when 

something goes erroneous. It is very important to assess the soundness of financial 

institutions through rating system which is used by federal and state regulators, usually 

knows as CAMELS rating system. This system was adopted by national Credit Union 

Administration NCUA in Oct 1987 (Milligan, 2002, p. 70). CAMELS methodology 

adopted by North America Bank to know the financial and managerial reliability of 

commercial lending institutions. To examine the Camels system, information is required 

from different sources such as financial statements, Funding sources, macroeconomic 

information, budget and cash flow projection, staffing/operation. This model assesses 

the overall condition of the Bank, its strengths and weakness (Sarker, 2005, p. 6). 

 

CAMELS stands for, Capital adequacy, Asset quality, Management, Earning, Liquidity, 

and Sensitivity to market risk. Capital adequacy represents the relationship between 

equity and risk weighted assets, how to rise equity and measure the ability to which the 
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organization observe the loan losses. Asset quality, the quality of a portfolio, assesses 

the portfolio risk and shows the productivity of long term assets. Management, to know 

the board of directors functions weather they are performing well or not and its decision 

making ability. It also evaluates the performance of human resource management 

weather they give support and clear guidance to staff, all the facilities which staff 

needed i.e. incentive system for personnel, training, etc. Computerized information 

system also takes into consideration whether the systems are operating well and provide 

accurate and timely reports to the management. Earning; quantifies the performance of 

the institution to increase and maintain the total worth through earnings from 

operations. It also assesses the interest rate policy, management examine and adjust the 

interest rate on micro finance loans and evaluate the adjusted return on assets that how 

well the assets are utilized (Sarker, 2005, p. 7). Liquidity Management; scrutinizes 

institution liabilities like interest rate, payment terms, tenor etc. It also evaluates fund 

availability to meet its credit demand and cash flow requirements (Sarker, 2005, p. 8). 

Sensitivity, to assess the risk of the market primarily based on adverse changes in 

commodity price, interest rate, foreign exchange rate, fixed assets and the ability of 

management to identify and control these risks (Trautmann, 2006, p. 43).   

 

CAMELS rating system is to be evaluated on the scale of one to five rating in ascending 

order (National Credit Union Administration, 2003).    

 

Rating 1: 
 

Rating 1 signifies safe and sound operations through strong performance and risk 

management practices. 

 

Rating 2: 
 

Second rating reflects safe and sound operations through satisfactory performance and 

risk management practices.  

 

Rating 3: 
 

Here the performance is marginal, unsatisfactory practices and flawed to some degree, 

means that weak performance but limited concern for failure.  

 

Rating 4: 
 

It is significantly below average, poor performance and requires close supervisory 

attention and immediate action. 

 

Rating 5: 
 

Reflects unsatisfactory performance, there is a great chance of failure and very difficult 

for the management to control. Immediate actions needed to be taken in the form of 

liquidation, payoff shareholders, merger, acquisition etc. 
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Capital Adequacy: 

 

The deference between total assets and total liabilities is called capital. It shows ability 

of the firm that liability could be privileged. It assumes that if all the assets of the bank 

take as a loans and deposits as liability. If there is any loss from loans it will be a great 

risk for banks to meet the demand of their depositors. Therefore to prevent the bank 

from failure it is necessary to maintain a significant level of capital adequacy (Chen, 

2003, P. 21).    

 

Basel capital accord set the rules for the Capital requirements. It represents the capital 

standard for banks which applied to banks in G10 countries. The Basel capital has two 

parts. These are, Tier one, and Tier two (Chen, 2003, P. 21). The capital adequacy for 

banking institutions the ratio should be superior to 8% or we can say that the total 

capital must be over 8% of its risk weighted assets. The formula for Capital Adequacy 

ratio is; CAR= (TIER I+TIER II)/RISK-WEIGHTED ASSETS.  

 

This ratio determines the ability of the bank to meet with obligation on time and other 

risk such as operational risk and credit risk etc.       

 

Tier I: 
 

Tier one is a type of capital, it is a composed core capital or we can say own capital 

which consist primarily of common stock, preferred stock, convertible bonds and retain 

earning.  

 

Tier II: 
 

It is a supplementary form of bank‟s capital. Tier II also known as hybrid because it 

includes that amount which is derived from issued bonds by the banks. These amounts 

reduced guarantees to buyers because these are of long-term in nature. Tier I should be 

at least half of the total amount the numerator. There is a great chance of better bank‟s 

capital adequacy if there is a higher value of index, because of this institution can totally 

rely on self-financing (Christopoulos, et al, 2011, p. 12). 

Capital is rated on the following thoughts (Trautmann, 2006, p. 8): 

 

 On the basis of problems that capital adequacy has in relation 

 On the basis of Balance sheet structure, off balance sheet items, and different 

type of risk like market and concentration 

 On the basis of business activities and bank risks 

 Dividend distribution and earning performance 

 Sources of capital and how to access capital markets? 

 On the basis of management ability to deal with the above factors. 

 

Capital Rating 1: 
 

Rating 1 is described by (Trautmann, 2006, p. 9): 

 

 All capital requirements are fulfilled and go beyond of the level 

 Earning performance of the bank very good 

 Bank growth is controlled and administered well 
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 Nonperforming loans and assets are very less in number  

 Bank has the ability to raise new capital and give reasonable dividend. 

 

Capital rating 2: 
 

This criterion is the same but the only differences are lake of experiences in one or more 

of the factors (Trautmann, 2006, p. 10).  

 

 The solvency and capital ratio go beyond of the requirements but 

 Non Performing loans and problems assets are comparatively higher 

 Lake of the management ability to sustain capital to bear risk.   

 

Capital rating 3: 
 

Capital rating 3 shows that capital adequacy and solvency requirements are fulfilled but 

have some weak point in one or more factors (Trautmann, 2006, p. 11). 

 

 Problem assets of the bank exceed 25% of total capital 

 Bank has very poor earnings 

 Bank does not have the capability to fulfill regulatory requirements 

 Lack of abilities to raise new capital to fulfill required regulatory standards to 

rectify deficiency. 

 

Capital rating 4: 
 

This is the stage where bank has an inadequate capital to deal with risk related to 

business and operations (Trautmann, 2006, p. 12): 

 

 Losses in all area of activities because of high level of problems 

 Loans become more than capital 

 Management responsibility to overcome on these problems to prevent bank from 

bankruptcy.  

 

Capital rating 5: 
 

Rating 5 shows the insolvency of the bank (Trautmann, 2006, p. 13). 

 

 Shareholders are the only hope and ability to prevent the bankruptcy 

 Regulators need to keep keen observation to lessen the losses to depositors and 

creditors 

 At this stage management don‟t have the capabilities to prevent the bank from 

failure. 

 
Assets Quality: 

 

Asset quality is one of the most important elements of CAMELS frame work to rate a 

financial institution/bank (Jerome, 2008, p. 6). Decision regarding allocation of the 

deposited amount of the bank in loan portfolio, investments, owned real estate, 

securities and off balance sheet transaction determines the quality of its assets. These 

are taken into consideration while calculating the default/credit risk of a bank. Quality 
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of these assets indicates the future losses to the bank and its ability to overcome these 

unanticipated loses. Madura, 2009 in his book FINANCIAL MARKETS & 

INSTITUTIONS discusses that to evaluate quality of the loans pass on by the banks, 

Federal Reserve System (Central banking of America) consider 5C‟s that are as under 

(Madura, 2009 p.65): 

 

 Capacity: Ability of the borrower to pay back the loan 

 Collateral: Amount and quality of backup assets 

 Condition: Situation that propel for requirement of the funds  

 Capital: It is calculated by the difference between the value of assets 

and liabilities of the borrower                                                                             

 Character: Willingness and previous record of the borrower to repay the 

loan. 

 

Sundararajan & Errico (2002) in their working paper submitted to International 

Monetary Fund (IMF) discussed that how asset quality is assessed in standard 

CAMELS rating framework. According to them asset quality is assessed on the 

following four classifications: (1) intensity, allocation and rigorousness of classified 

assets (2) level and composition of nonperforming assets (3) the competence of 

estimating reserves and (4) the established capabilities to manage and collect bad debts. 

 

There are several other quantitative factors that can lead to the collapse of a financial 

institution but corrosion in the quality of assets is the root cause where problem starts. 

Deterioration and enhancement in the quality of assets is the main source of difference 

in a bank‟s earnings because its prime objective is in providing credit. Assessment of 

the risk profile of a bank and how it deals with these risks also plays a significant role in 

evaluation of quality of the assets. Some of the main factors may include high-quality of 

understanding of its underwriting principles, good screening system, bad-debt 

identification system and collateral management mechanisms. Non-performing loans, 

reserve policies for these bad-debt and coverage for these non-performing loans of a 

bank is also an important factor in the assessment of assets quality. Off balance sheet 

activities of the banks are increasing with a rapid pace so it is of great importance to 

measure these activities such as derivatives and swaps (Jerome, 2008, p. 6-7). 

 

Evaluation of quality of the assets is primarily based upon assessment of the bank 

portfolio and the credit risk associated to it. Capabilities of a bank to identify, quantify, 

observe and control credit risk and judged where as provision against these bad and non 

performing debts are also taken into account (Christopoulos, 2011, p. 12). 

(Total Non-performing assets > 90 days – provisions) / Total loans 

 

Assets management Rating 1: 
 

Rating 1 is described as (Trautmann, 2006, p. 16). 

 

 Troubled non performing loan are less than 1.25% in proportion to the loans 

 Bad-debts and or non performing loans are kept under good control 

 Loan Portfolio of the bank is managed efficiently is not a credit risk threat. 
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Assets management Rating 2: 
 

Rating 2 is related features as rating 1 but has some less important weaknesses these are 

(Trautmann, 2006, p. 17):   

 

 Troubled non performing loans are less than 2.5% in proportion to the total 

loans, But 

 The bank under observation is facing negative movements in the level of 

unsettled long term debts 

 It shows weak underwriting standards set by the bank management and their 

controls actions.  

 

Assets management Rating 3: 
 

This indicates that the bank under observation is showing weak points in one or more of 

the factors that are as under (Trautmann, 2006, p. 18): 

 

 Bank under examination is facing high level of overdue and non performing 

loans 

 Poor LLR (Lenders Last Resort) 

 Inadequate underwriting standards  

 Guiding principles and procedures set by the management are not appropriately 

put into practice 

 Unsatisfactory level of loan to the insiders 

 There is a threat of losses because of abnormal risk showed by the non credit 

assets. 

 

Assets management Rating 4: 
 

Banks under examination is assigned a rating of 4 if it is observed that capital of the 

bank is insufficient or non satisfactory with respect to the support that may be provided 

to the bank in case of business and operational losses (Trautmann, 2006, p. 19).   

 

 Larger number and quantity of non-performing assets that are causing losses to 

the bank and 

 This number will keep on increasing and may lead to bankruptcy 

 Amount of non-performing and doubtful loans surpass LLR and is creating 

hazards to capital 

 Deficiency in appropriate planning and control of polices of management. 

 

Assets management Rating 5: 
 

Asset quality rating “5” indicates that non-performing assets credit reach to an alarming 

point and it will affect and damage capital of the bank and may be resulted in negative 

capital (Trautmann, 2006, p. 20). 

 

 Ratio of Non-performing assets exceeds from 5.60% of the loans 

 Probability of improvement that may be resultant from the actions and polices of 

the management is very small 
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 Strong supervision is required from the regulatory authorities to avoid corrosion 

of the capital and guard the investment of the creditors and depositors. 

 In United States of America CBI (Central Board of Investigation) is authorized 

by law to send a caretaker for appraisal and recommendation.  

 

Management: 

 

It is difficult to determine the sound performance of management of the bank. For 

individual institution it is not a quantitative factor it is primarily qualitative factor. How 

to measure the soundness of the management? However there are quite a few indicators 

to assess the soundness of the management these are: earning per employee, cost per 

loan, cost per unit of money lent and average loan size, expense ratio, these indicators 

can be used to measure the management quality (Baral, 2005, p. 44). 

Management can be evaluated in the CAMELS framework according to (Sundararjan, 

Errico, 2002, p. 10): 

 

 Leadership, administration ability, and competency in technical work 

 Bank‟s management has the ability to deal with changing situations 

 Obedient to banking law and regulations 

 Agree on internal policies 

 To show keenness in fulfilling the legal need of the community.        

 

Rating Factors: 
 

In the success of bank operation management is the most important element. On the 

following factors rating is based on these are (Trautmann, 2006, p. 22): 

 

 Board of directors and management of the bank have the abilities to observe and 

support business activities and the risk associated with these activities and also 

make plan for future 

 It is the management responsibility to develop and implement the written 

policies, procedures, reporting, MIS, documents safety, risk monitoring system, 

Have the ability to deal with changing situation 

 Internal and external audit must be available 

 Job explanation, reward policies 

 Bank risk and overall performance.     

 

Management rating 1: 
 

Rating 1 shows loyal and strong management (Trautmann, 2006, p. 23):  

 

 Full knowledge of risk linked with bank´s activities 

 Full knowledge and response to varying economy 

 Management has the ability to perform well in all area such as planning, control 

and monitoring 

 Suitable audit function 

 Management has the skill to make  plans, to control, and implement the internal 

policies 

 Board of directors and management work together and interact with one another 

 At all level the employees have well knowledge of their duty 
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Management rating 2: 
 

Banks having rating 2 has some similarity with rating one but there are some 

differences in fating factor which do not require regularity supervision it can be easily 

corrected. In this stage the importance should be given to bank financial condition 

(Trautmann, 2006, p. 24). 

 

Management rating 3: 
 

Rating 3 shows bank have deficiencies in one or more important rating factors. The 

regularity supervision is very needed to know whether board and management take 

remedial action on the problems or not the problems are (Trautmann, 2006, p. 25): 

 

 Considerable level of Insider abuse 

 Regulatory requirements are hardly fulfilled 

 Very weak assessment of risks and required planning 

 Bad financial performance 

 Policies and procedure not written on proper way. 

 

Management rating 4: 
 

Management rating 4 of a bank shows key flaws in a number of areas (Trautmann, 

2006, p. 26). 

 

 Much needed to take strong regularity action 

 Bank‟s management should be replace or give strengthen by the board of 

directors because of: 

 Bad policies 

 Insider exploitation  

 Harmful action 

 Pay no attention to regularity requirements 

 Weak financial performance of the bank may show the way to bankruptcy. 

 

Management rating 5: 
 

This stage needs instant and strong action required from the regulatory authorities 

(Trautmann, 2006, p. 27): 

 

 Bank shows weak performances in all area 

 Bad financial performance 

 Bankruptcy is to be expected 

 There is a strong possibility to substitute bank‟s management. 

 
Earning: 

 

To stay in the market for a long term, banks are totally dependent upon generation of 

adequate earnings, rewards to be paid back to its shareholders, protect and improve its 

capital. To be accepted publically totally depends upon sufficient earnings if there are 

losses it reduce the capital and liquidity (Couto & Brasil, 2002, p. 3).   
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Earning of a bank is a significant gauge to analyze its financial strength. As we know 

that money itself is merchandise of the banks, for a longer period of time banks can 

maintain losses before they get out of cash. Supervisor must take action whenever they 

realize that the bank‟s earnings are decreasing or the bank may goes into bankruptcy. It 

is difficult for the supervisor to look into the earnings record of the bank and simply 

form an opinion about earning position. Past earning performances have its effects on 

the bank‟s balance sheet but If conclusion of the supervisor is based upon the results 

which have taken from the earning records and will used for timely action, it is 

suggested that supervisors should be concerned with the indicators that reflect bank‟s 

future financial positions and future result (Couto & Brasil, 2002, p. 3). To measure 

bank earning several variables are used. The ratios used are, ROA = Net profit/total 

assets. This ratio avoids the volatility of earnings linked with unusual items, and the 

profitability of the bank. The higher of the ratio greater the profitability and has a 

positive connection with CAMELS. It also compares the total assets with net profit and 

shows that assets management is well-organized to make profit or not (Gasbarro, et al, 

2002, p.254). Second ratio which is used to measure earnings of bank is ROE = net 

profit/own capital. This ratio shows the efficiency of the bank, that how the bank uses 

its own capital in an efficient manner. It is very easy for the efficient bank to produce 

money using its own capital (Christopoulos, et al, 2011, p. 13). 

 

Rating factors: 
 

According to the following factors earning can be rated (Trautmann, 2006, p. 29): 

 

 Enough earnings are  required to cover losses, ample capital and to pay dividend 

 Operational sources  

 Business activities that are highly risky, trust on extraordinary items, 

transactions of securities 

 Sufficiency of provisions 

 Budget sufficiency, forecasting 

 Earning risk such as variation in interest rate, price risk and fluctuation in 

foreign exchange rates. 

 

Earning rate 1:    
 

Earning rate 1 shows (Trautmann, 2006, p. 30): 

 

 Bank have the ability to pay dividends to shareholders, good capital growth and 

reserve requirements can be fulfilled through with sufficient income 

 Bank have a strong control over income and expenses trough strong budgeting 

 There is very less dependency on extraordinary items 

 All major earning indicators are showing positive trends.  

 

Earning rating 2: 

 

Rating 2 shows bank produce satisfactory income to meet minimum reserve 

requirements and support growth in capital and to pay dividend to its shareholders. 

Besides this entire particular bank have some negative trends as well (Trautmann, 2006, 

p. 31): 
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 Dependability on nontraditional income 

 There is a strong need for improved budget, planning and control process.  

 There is no need for regulatory supervision this is not a great issue and the 

management should be able to deal with this. 

Earning rate 3: 
 

Rating 3 indicates there are several rating factors that bank have deficiencies. these are 

(Trautmann, 2006, p. 32):  

 

 Capital position may be worse if there are insufficient earnings 

 To improve earnings performance management do good assessment 

 

Earning rating 4: 
 

Earning rating 4 shows that earnings of the bank are not good there is earning problems 

for the bank. Here the bank may have positive net profit but not enough to maintain 

capital growth (Trautmann, 2006, p. 33). 

 

 Strong administration skills are required to avoid loss of capital, 

 Management has to take urgent action to decrease expenses and increase income 

 Reduce the unnecessary business activities 

 Losses must be control to avoid bankruptcy 

 

Earning rating 5: 
 

Rating 5 indicates that the bank under examinations suffers from great losses and the 

bank may be become insolvent (Trautmann, 2006, p. 34). 

 
Liquidity Management: 

 

Allen & Santomero 1996 argued role of the traditional financial intermediaries in the 

modern capital markets and argues that center of attention of many present days‟ 

theories of financial intermediation are the institutions that are no more considered as 

vital in the developed financial systems. They argued that theses financial 

intermediaries focus on the product and services that are losing their importance in the 

markets and are unable to capitalize on the new and emerging intermediary products 

and services. According to Berger & Bouwman 2009, liquidity creation and 

transformation of the risk are the two most important roles perform by the financial 

intermediaries in a financial system. Bryant 1980 and Diamond & Dybvig 1983 discuss 

in there articles that creation of liquidity is the most important function of the banking 

system. They argued that they create this liquidity on their balance sheet such that by 

financing comparatively liquid assets by means of comparatively liquid liabilities 

(Berger & Bouwman, 2007, p. 1). 

 

As we witnessed in the past financial crises that many investors of the securities market 

extracted their investment and put it in the some safe financial investments such as T-

bills and bank deposits. In the same period most of the businesses bend towards banks 

loans and step back from security market funds. Large amount of funds that are directed 

towards the banks make it possible to fulfill these demands and keep the economy 

going. But what we witnessed in the recent past financial crises of 2007-2009 that banks 
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were at the center of the crises. This put a big question mark on role of banks as a 

liquidity provider in financial crises.  Thus, when banks are the originators of the 

financial crises it is difficult for the bank to magnetize deposits and making it difficult 

for the investors of the security market to attain liquidity (Mora, 2010, p. 30-31).  

 

Banks are conventionally endowed with liquidity on demand to both borrowers and 

depositors. This particular role of liquidity assurance played by the bank exposes them 

to the threat of non availability of funds to meet the accidental demand of both 

borrowers and depositors. As we discussed above that Diamond & Dybvig 1983 argued 

in their literature structure of the bank itself and specifically structure of its balance 

sheet and by putting their funds in an intermediary, banks secure themselves from 

particular risks and putting their investments in high return and easily liquid projects. 

This particular structure of the bank leads them towards their prospective of self-

fulfillment and to set up a policy for the insurance of the deposits of the investors 

(Gatev, et al, 2009, p. 996). 

 

In a standard CAMELS rating system, liquidity of a banks is measured according to: 

unpredictability of a bank‟s deposits, dependence of the bank on interest sensitive 

funds, methodological proficiency of a bank relative to the structure of liabilities, assets 

of the bank on its balance sheet that can be very easily converted into cash, access and 

availability of inter-bank markets and cash recourses such as LLR (Lenders Last Resort) 

services provided by the central bank of the country (Sundararajan & Errico, 2002, p. 

11). 

 

Any financial institution or bank that maintains a high level of liquidity have the 

capability to overcome the difficulties it may face in short term business activates, keep 

the cash supply lines open in case of financial distress and can grab the available 

investment opportunities that may result in a good return. In short term perspective, 

liquidity of a financial institution / bank depends upon their capabilities to fulfill day to 

day expenses and gratify the demands of withdrawals by the depositors. Primarily there 

are three main components that help any financial institution to attain liquidity: their 

anticipated future cash inflow and out flow, access of the bank to inter-bank market and 

the highly liquid assets that can be easily converted into cash (Jerome, 2008, p. 10).  

 

For liquidity evaluation of a bank, its current status of liquidity is taken into 

consideration in relation to the liabilities it has. It also considers the capacity of the bank 

to deal with the possibility of unanticipated changes in its financing resources and 

prevailing market conditions that will affect liquidation of its assets and the minimum 

possible erosion in its earnings (Christopoulos, 2011, p. 13). 

 

Loan to Total Deposits (L1) ═ Total Loans / Total Deposits 

 

This particular ratio of Loan to Total Assets shows proportion of the deposits of the 

bank to issue loan and its dependence on the interbank market. If the result of this ratio 

is lower, it means that bank maintain good level of liquidity, and if the value is less than 

1 so it shows that deposits of the banks are enough to cover the loan obligations and are 

secured.  

 

Circulating Assets to Total Assets (L2) ═ Circulating Assets / Total Assets 
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The above ratio shows status of bank‟s liquidity in respect to its circulating assets that 

may include cash available in hand, claims of the bank against other banks in inter-bank 

market, bank‟s investment, derivatives and swaps. If the ratio is higher it shows this 

particular bank have good level of liquidity (Christopoulos, 2011, p. 13). 

Liquidity rating 1: 
 

Liquidity rating “1” of a bank under examination shows that its management has a 

comprehensive understanding of the items placed on the bank‟s balance sheet. It shows 

that (Trautmann, 2006, p. 37):  

 

 Bank has satisfactory level of highly liquid assets that are easily convertible into 

cash to meet the unexpected loan demands and unanticipated decline in the 

deposits 

 Bank dependence on the interbank market is very low and have good 

contingency plan 

 Planning, controlling and monitoring functions of the bank are performing 

efficiently. 

 

Liquidity rating 2: 

 

Rating “2” of a bank shows that it is going very well but has some deficiencies in one or 

two of the rating factors that can be rectified swiftly. These factors may be (Trautmann, 

2006, p. 38). 

 

 Bank has enough liquid assets and meets their liquidity obligations but 

management has less expertise in Planning, controlling and monitoring. It may 

be 

 Bank is facing liquidity problems but its management has respond properly but 

their actions were not enough to avoid this inveterate risk 

 Management is not sensitive of the depressing trends and was unable to deal 

with liquidity problem. 

 

Liquidity rating 3: 
 

Liquidity rating “3” of a bank shows that it has some foremost deficiencies in numerous 

factors (Trautmann, 2006, p. 39). 

 

 A regulatory authority intervention is usually required to make sure that bank‟s 

management is taking concern about liquidity problems 

 There is a strong urge that management of the bank should tackle negative 

trends as soon as possible to avoid crisis on their day to day commitments.  

 

Liquidity rating 4: 
 

Liquidity rating “4” indicated that bank is facing ruthless problems to meet their 

liquidity (Trautmann, 2006, p. 40). 

 

 Regulatory authority needs to take immediate control of the banks liquidity 

management 
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 Such step must be taken to make stronger the liquidity position of the bank so 

that it meets day to day commitments 

 Extensive efforts from the management are required in planning, controlling and 

monitoring to deal with the situation.  

 

Liquidity rating 5: 
 

Liquidity rating “5” of a bank indicates that it needs assistance from other financial 

institutions to fulfill their prevailing liquidity problems and to avoid bankruptcy that 

may be resultant from their inability of meeting obligations of the depositors and 

creditors (Trautmann, 2006, p. 41). 

 
Sensitivity to market risk: 

 

Earning and capital of financial institutions can be adversely affected by changes in 

exchange rate, interest rate, equity price or commodity price. Many financial institutions 

consider changes in interest rates as market risk. This S component of the CAMELS 

rating system mainly focuses on the ability of the bank to recognize, monitor, manage 

and control the market risk and give indication to management for the supervision in the 

problematic area. Sensitivity to the market risk is an extension of the Liquidity or we 

can say to focus on stock ratios whether bank has sufficient liquidity. To know that 

bank position is secure or not the management and credit analyst should thoroughly 

approach and make analysis of liquidity (Grier, 2007, p. 64). 

 

Sensitivity of the market risk are examined by the banks to assess the changes in foreign 

currency, interest rate, product purchase and selling prices which totally effects the 

bank´s assets values and profits. The ratio used to measure the sensitivity of the market 

risk is Total securities to total assets = Total securities/Total assets. Banks now a 

day‟s have to changes their self because of market demands. Portfolio may boost the 

bank‟s profit if the price movement is in favor of banks, and if it is not then it may 

create big problems for the bank. The ratio tells the correlation of banks securities with 

total assets and provides us the percentage change of its portfolio with respect to 

alteration in interest rates or other issues associated with the issuer of the securities. The 

higher the value of this ratio is more risky, that the bank´s portfolio is subjected to 

market risk. The lower the ratio is good for the bank since it shows the response towards 

market risk is appropriate (Christopoulos, et al, 2011, p. 13).    

 

Rating factors: 
 

Evaluation of the market risk is primarily dependent upon the following factors 

(Trautmann, 2006, p. 43):  

 

 Sensitivity to unfavorable changes in price of the commodities, foreign 

exchange rate, interest rate and fixed assets  

 Bank´s nature of its operations 

 Changes in worth of bank total fixed assets  

 Real estate assets impotence because of loans write off 

 Tendency of the bank foreign currency exposure 

 Capabilities of the bank management to recognize, quantify and control over the 

market risk with respect to the bank‟s exposure to these risk. 
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3.5 Composite rating: 
 

After understanding of all CAMELS components there is need for understanding of 

composite rating which is to be assigned to all banks. Composite rating takes place on 

the basis of evaluation and rating of six components. This rating is like qualitative 

analysis rather than quantitative analysis, it is not to be assigned on arithmetic average 

of all components rating (Trautmann, 2006, p.44). Composite rating assigns on 1 to 5 

numerical scales, where “1” is the highest rating for the bank, which shows bank 

strongest performance whereas rating “5” shows the lowest rating and worse 

performance of the bank. When composite rating is assigned to each component the 

result will be disclosed to senior management and to the board of directors 

(Comptroller‟s Handbook, 2007, p. 53). 

 

Composite rating 1: 
 

Composite rating “1” denotes strong position of the bank. Assigning of this rate shows 

the soundness and strongest performance of the bank in all aspects, and usually given to 

the banks who are rated 1 or 2 in almost all components. Management and board of 

directors are strong enough to handle weaknesses easily and can control risk associated 

with the business activities and to deal with complex situations. Fundamental risk 

management practices of the bank are strong enough and minimum level of supervisory 

is needed for the bank (Trautmann, 2006, p.45).  

 

Composite rating 2: 
 

Composite rating “2” is usually given to fundamentally and financially strong banks and 

usually have component rating not more than 3. At this position banks are stable and 

have the capability to hold out the economic depression. Management and board of 

directors have good enough hold to rectify the moderate weakness of the bank at this 

stage. Risk management practices of the bank are not strong enough but are at 

satisfactory level and supervision is required to guide the bank towards strong position 

(Trautmann, 2006, p.46). 

 

Composite rating 3: 
 

Composite rating “3” shows that the bank has weaknesses in different component areas. 

Proper concentration is required at this stage and if it is not provided it may lead the 

bank towards liquidity or bankruptcy. More than 2 rating components of the banks are 

above 3 rating. Management of the bank does not have the ability to control the 

situation and to find out the way to guide the banks out of the weaknesses. There is 

evidence of significant noncompliance of the bank with regulatory requirements. Risk 

management performance is less satisfactory, such bank require more than normal 

supervision from regulatory authorities. Proper guidance from the regulatory authorities 

will help the management to identify the weaknesses and guide towards improved 

performance. Bankruptcy is unlikely but overall financial position of the bank need 

proper supervision (Trautmann, 2006, p.47). 
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Composite rating 4: 
 

Composite rating “4” of a bank under examination shows risky and unstable 

performance of the bank. Unsatisfactory performance of banks is mostly because of 

managerial or financial insufficiencies. At this stage management of the bank and its 

board of directors are unable to take hold on flaws and weaknesses to resolve the 

problem. Most of it components ratings are above three and 1 or 2 of them are in 5 as 

well. The violation of Law and regulations is on rise and risk management practices are 

not acceptable at this stage. There is a need of corrective action and proper supervision 

and if an immediate supervision action is not taken the result may be solvency of the 

bank (Trautmann, 2006, p.48). 

 

Composite rating 5:   
 

Composite rating “5” indicate extremely unsound, risky and unstable performance of 

the bank. Usually risk management practices of the bank are insufficient. Management 

and board of directors are totally failed to take control on weaknesses. Most of its 

components are rated 4 and 5 and usually have negative earnings. At this stage 

continues supervision is required from the regulators and financial assistance from 

outside is much needed to avoid the highly probable bank failure (Trautmann, 2006, 

p.49).       

 

3.6 Ratings from External agencies: 
 

Credit rating agencies (CRA) are expert in investigating and assessing creditworthiness 

of institutions and organizations that issue debts. In current financial structural design 

credit rating agencies are anticipated to gain further importance in management of 

corporate and government. Recent development in the revised Basel Committee on 

Banking Supervision (BCBS) on capital requirements and standards gave further boost 

to their importance (Elkhoury, 2008, p. 1). 

 

CRA falls in two categories, first is recognized credit rating agencies and second is non-

recognized credit rating agencies. Standard & Poor‟s, Moody‟s, PACRA and Fitch are 

recognized credit rating agencies where as Economist Intellectual Unit (EIU), 

Euromoney, Pakistan Economist and institutional investors are the example of non-

recognized rating agencies. There is a great level of differences in all these CRA such as 

their methodology, size and capacity and even to the extent of their definitions of 

defaults. Failure of high profile credit rating agencies to predict Asian crises of 1997-98, 

bankruptcy of Parmalt, WorldCom, recent financial crises and bankruptcy of Lehman 

Brothers put a question mark on the performance of these CRAs (Elkhoury, 2008, p. 1-

2).  

 
3.6.1 PACRA (Pakistan Credit Rating Agency): 
 

The very 1
st
 credit rating agency in Pakistan came into existence in year 1994 as a joint 

venture of LSE (Lahore Stock Exchange), IFC (International Financial Corporation) 

and IBCA (International Bank Credit Analysis) and is known as PACRA (Pakistan 

Credit Rating Agency). Up till today PACRA has done well over 100 credit ratings 

locally and has completed 2 foreign assignments. PACRA is completely independent 
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from Government, any private business or financial institution interventions and control 

(PACRA, 2005, p. 1). 

 

PACRA Bank Analysis Frame Work: 
 

Analysis and rating of the banks is based upon several qualitative and quantitative 

factors and all these factors have same weight age and importance in the rating process. 

Factors that are taken under consideration in PACRA rating methodology are discussed 

as under. 

 

Risk Management: 
 

Under the umbrella of risk management, PACRA analyzes the risk management process 

implemented by the banks, there adherence to polices implemented and its focus on all 

the risks that stick to the banks such as credit risk, market risk and operational risk. In 

the last few years SBP implemented Basel II accord on the banking industry of Pakistan 

to strengthen the risk management procedures and policies of the commercial banks 

(PACRA, 2005, p. 1). 

 

Credit Risk is analyzed on the basis of on-balance sheet activities and off-balance sheet 

activities. On balance sheet activities include loans, fixed income securities and 

interbank deposits and loans whereas off balance sheet activities include derivatives, 

guarantees and later of credit (LC). As loans make up the large proportion of bank 

assets, special attention is given of the portion. Analysis such as size of the loan, type of 

the loans, its currency and the economic sector in which loan is provided. They also 

consider larger exposure of loans to an individual such as more than 10% of the equity, 

bad debts and non performing loans. Off-balance sheet activities of banks such as LC‟s, 

guarantees and derivatives are increasing day by day so there for it is very important to 

analyze these activities (PACRA, 2005, p 2).  PACRA takes into consideration 

structural and trading risk in analyzing market risk of a bank. To analyze the structural 

risk PACRA inspect asset and liability management strategies of the banks and the 

hedging instruments used to offset the fluctuation in price or interest to cove the 

unwanted risk. Operational risk as defined by the Basel committee is “the risk of losses 

resulting from inadequate or failed internal process, people and system or events” To 

analyze the operational risk of a bank, PACRA‟s center of attention is on several 

important issues such as (1) definition of operational risks by the bank itself that is 

under examination (2) organizational structure of the bank (3) how the bank advance 

towards the identifying and assessing the risks (4) the procedures and efforts put in to 

collect the data and (5) on the whole approach of the banks towards quantification of 

operational risk and its management (PACRA, 2005, p. 3). 

 

Funding and Liquidity: 
 

At this stage of PACRA rating, composition of the bank‟s funding, diversification of its 

funding base, source of its funding and liquidity of the banks is analyzed. If a bank is 

not able to renew its maturing liabilities, this is a great threat and risk for bank‟s 

funding. This risk can be reduced by diversifying the fund base extend the source of 

suppliers. To measure the liquidity of a bank, PACRA analyze liquidity at both internal 

and external sources. Internal sources include marketable securities and maturing source 

whereas external sources include capital markets, rediscount of bills and securities at 
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central bank (Lenders last resort) etc. Mostly banks have their portfolios that contain 

several marketable securities that are used for to be sold in market in case of financial 

crisis. It is important to measure the liquidity of their portfolio whether they are liquid 

enough to be sold in market in case of any financial crisis. Analysis of the contingency 

plan is also part of their rating such as how good and feasible contingency plan they 

have in back up if there comes such a disasters (PACRA, 2005, p. 3). 

 

Capitalization:  
 

Equity capital‟s that are maintained by the banks can be used to mitigate the unexpected 

losses and thus offsets the possibility of bankruptcy and if bankruptcy is unavoidable it 

will absorb the losses that may be due upon the creditors. Thus it is of great importance 

to analyze bank‟s capital and its capital adequacy while assessing its creditworthiness. 

PACRA use its own set of standards to analyze the capitalization that is applied to all 

banks. One of the important measures is pure common equity to a proportion of total 

banking assets. If the percentage of banking assets are less than the pure common equity 

than it is a debt. Quality of the capital is also examining at this stage such as how much 

of the capital base is pure common equity and how much of the capital is perpetual and 

subordinate debts. Polices of the bank such as share buyback and dividend payout 

strategies are also taken into consideration (PACRA, 2005, p. 3). 

 

Earning and Performance: 
 

While analyzing the quality of the earnings, PACRA takes into account the 

chronological inclination in bank‟s earning, quality and stability in the bank‟s earning 

and its future competence to produce earnings. Where ever it is possible PACRA 

analyze earning of each business line of a bank where they look at the net interest 

revenue, non interest income, noninterest expenses, provision level and exceptional 

income and expenditure items. Not necessarily but where required PACRA make some 

minor changes in the income statement provided by the banks to make it comparable 

with the other banks in the industry. PACRA also take into account the budget and 

forecasted earning provided by the bank and at the same time they also evaluate 

management previous record in supply of trustworthy budgets and forecasts (PACRA, 

2005, p. 4). 

 

Diversification of Business and Franchise: 
 

Under this section of analysis diversification of the business activities commenced by 

the bank in different geographical and industrial segment are analyze by PACRA. They 

also observe diversification in business products and services that are delivered to their 

customers and their ability to develop new products and services. PACRA also take into 

account network of the bank‟s franchise spread throughout the country and 

internationally and their ability to retain their customers on hand and ability to make 

new customers (PACRA, 2005, p. 4). 

 

Corporate Governance: 
 

It is understood that bank‟s corporate governance have an impact on its 

creditworthiness. PACRA assess the quality of bank‟s corporate governance data on 

several qualitative and quantitative measures. Some of the important characteristics that 
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are assessed and discussed in the Bank’s rating methodology published by PACRA in 

2005 are as under: 

 

 How sovereign and efficient is the board of directors of the bank 

 Supervision of such transactions that may lead conflicts of interest 

 Board of director‟s supervision of the audit function 

 Remuneration paid to Board of directors and higher management 

 Ownership structure of the bank. 
 

Table 3: PACRA Standard rating scale and Definitions 

Long term Ratings Short term ratings 

AAA denotes highest credit quality of a bank 

under examination and lowest expectation of 

a bank to go into credit risk. This rating is 

given to the banks very rarely and only those 

eligible for it who maintains very timely 

repayment history of financial obligations. 

A+   indicates that all financial 

obligations are backed by the highest 

capacity of the bank to repay them 

when they become due.  

AA represents very high credit quality of a 

bank that is under examination and has very 

low prospect of credit risk. This rating is 

assigned to a bank who maintains very good 

capacity to repay their financial obligation on 

time. 

A1 denotes that financial obligations 

are backed by a strong capacity of 

the bank to repay them when they are 

mature. 

Rating A represents high credit quality of a 

bank and indicates low expectation of bank‟s 

credit risk. Bank has a strong capacity to 

repay its all financial obligations on time. 

A2 indicates that all financial 

obligations are supported by the 

satisfactory capacity of the bank to 

repay them when they become due. 

BBB rating represents good credit quality of a 

bank and signifies that there is less probability 

of the bank credit risk. Ability of the bank to 

repay all of its financial obligations is good 

but changes in economic conditions and 

circumstances can affect its capacity. 

A3 indicates that financial 

obligations are backed by a good 

level of capital capacity for the 

timely repayment of these 

obligations but changes in economic 

conditions and circumstances can 

affect its capacity to repay them. 

BB represents speculative position of a bank 

under examination and denotes likelihood of a 

bank‟s credit risk in development especially if 

there is any unfavorable economic change.  

B indicates that the capacity of the 

bank to repay their financial 

obligations is highly suspected to 

positive business activities and 

economic conditions.  

B rating scale represents highly speculative 

position of a bank and indicates presence of 

considerable credit risk with the bank. 

C denotes that bank have less 

capacity to repay their financial 

obligations in timely manner. 

CCC, CC & C: These ratings represent high 

default risk. Financial position of the bank is 

very weak and is totally dependent on positive 

business outcomes or economic changes. CC 

indicates that bankruptcy is somehow 

apparent where are C rating indicates 

forthcoming bank default. 

D indicates that financial obligations 

are in high risk of default or already 

in the default. 
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3.6.2 Standard and Poor´s:  
 

Standards and poor´s is one of the leading rating agencies of the world and is publishing 

credit rating of thousands of companies since 1916, providing autonomous analysis of 

credit risk to investors and market participants. It is an organization of professionals that 

provides analytical services. Here are some basic principles under which it operates. 

These are: 

 

 Independence 

 Objectivity 

 Credibility 

 Discloser. 

 

Standard & Poor´s is an independent organization with no influence from government, 

institution or any investment banking company. Recognition of S & P being a well 

reputed rating agency is totally dependent upon investor‟s willingness to accept the 

standard and poor´s judgment. Decades ago Standard & Poor´s started their operations 

from rating the debts and bonds of corporate and government issuers. S&P was the first 

rating agency that started to analyze the ability of the institution to pay back the debt in 

1971, in 1975 credit rating have grown to mortgage backed bonds, mutual funds in 1983 

and safe loan recovery analysis in 2003. Credit rating is the opinion of standard and 

poor´s of obligor creditworthiness or other financial obligations or obligator 

creditworthiness to a particular debt security based on relevant risk factors. The main 

concern of standard & poor´s credit rating is debt security. For long term and short term 

financial instruments Standard & poor´s has traditionally sustained different and well-

known rating scale. Standard & Poor´s rely on unaudited financial information it does 

not perform any audit for credit rating. If information is not available which needed in 

credit rating the credit rating may be suspended, changed or withdrawn (Standard & 

poor´s, 2006, p. 8). 

 

Long term credit rating: 

 

There are several categories in which long term rating can be divided, the strongest 

category start from „AAA‟ which reflects strongest credit quality; „D‟ reflecting is the 

lowest category. Long term rating add plus (+) or minus (–) rating from „AA‟ to „CCC‟ 

can be customized, plus or minus sign shows to stand within the major categories rating 

(Standard & poor´s, 2006, p. 8). 

 
Short term credit rating: 

A short term credit rating is an assessment of an issuer´s credit quality, a short term 

credit rating range from „A-1 to „D‟.  A-1 this category designated with plus (+) sign 

this shows that the issuer has a strong capability to meets its obligations.  The lowest 

level is „D‟ where the issuers don‟t have the ability to meet with financial obligation 

(Standard & poor´s, 2006, p. 8). 

 

The ABCs rating scales: 
 

The ABC rating scale is a very simple and well-organized way to discuss the 

creditworthiness and quality by Standard & poor´s. The global rating scale provides a 
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standard how to evaluate the credit risk of issuers and issues (Standard & poor´s, 2010, 

p. 10). The opinions of Standard and poor´s about rating are:   

General summary of the opinions reflected by Standard & Poor‟s ratings 
 

Table 4: S&P‟s ABCs rating scales 

‘AAA’ 

 

Highest rating, it is extremely strong capability to meet financial 

obligations. 

 

‘AA’ Very strong capability to meet financial obligation. 

 

‘A’ Strong capability to meet financial obligation, but at this stage there is a risk of 

unfavorable economic conditions. 

‘BBB’ Sufficient capacity to meet financial obligation, but there is more chance of 

unfavorable economic condition   

‘BBB-’ At this stage market contestant measured lowest investment grade  

‘BB+’  Here market contestant measured highest investment grade 

‘BB’ Great uncertainties to unfavorable business, economic and financial conditions, 

but less susceptible in the near term.     

‘B’ At this stage has the capability to meet its financial obligation, but more 

susceptible to unfavorable business, financial and economic conditions  

‘CCC’ Presently susceptible and totally rely on favorable business, here the financial 

and economic condition is good to meet financial obligations. 

‘CC’ Very weak  

‘C’ At this stage the company is giving payments for financial obligations, but the 

petition is filed for bankruptcy. 

 

‘D’ Financial obligations not fulfilled  

 To add plus (+) or minus (–) rating from „AA‟ to „CCC‟ can be customized, plus 

or minus sign shows to stand within the major categories rating.    

Standard & Poor´s guide to credit rating essentials 

 

3.6.3 Analytical Hierarchy Process (AHP): 
 

Analytical Hierarchy Process (AHP) model measures the bank performance and 

evaluation. The features of internal and external environment of bank are described 

through quantitative (measured by financial ratios) and qualitative data analysis (Hunjak 

& Jakovcevic, 2001, p. 149). AHP model is an excellent model for financial 

measurement for commercial banks. This model combines all information such as 

operational, strategic, financial, non-financial, quantitative, and qualitative. AHP give 

importance to credit evaluation of the firm. This is a well organized and logical 
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approach which tries to improve the multi standards and multi person credit evaluation 

process of banks. AHP model is very useful for understanding different characteristic of 

credit analysis process (Yurdakul & Tansel, 2003, p. 286). Usage of this model is 

usually for the solutions of complex decision making problem. Decompose the problem 

in hierarchy structure such as goals, the criteria, sub-criteria and alternatives (Hunjak & 

Jakovcevic, 2001, p. 151).  

 

How to make the hierarchy model it can be explained in four steps: 

 

1. Hierarchy model can be developed in such a way to position the goals at the top, 

followed by criteria and sub criteria on lower levels whereas alternative at the 

bottom level of the model. 

 

2. After the determination of hierarchy the decision makers start prioritizing the 

important elements at each level. To compare the all possible pair of the first 

level the pair-wise comparison should be done at each hierarchy structure level, 

to start from the top of the hierarchy level working this way to the lowest level. 

 

3. After the pair-wise comparison at each hierarchy level, important weights of 

elements are calculated for hierarchy structure. The computation for relative 

importance of every decision making element is carried out through several 

numerical calculations. Eventually these results combine into a generally 

priority list of alternatives. If there is anything wrong in the result the decision 

makers have the right to make changes.  

 

4. End result of the process is they come forward with a priority list that is formed 

in a tree shape showing relative importance of each priority. At fourth step of the 

process sensitivity analysis is carried out (Begicevie, et al, 2007, P. 20) 

 

3.7 Our theoretical framework: 
 

As we discussed in the beginning of this chapter that banking sector plays an important 

role in economic development of a country so therefore its performance measurement is 

very pivotal. Performance evaluation of banks takes place at several levels. At first level 

bank‟s management do critical evaluation of their banks at internal level to keep the 

bank on track and in second level banks performance is measured at regulatory level to 

counter check its compliance with the regulatory requirement. For that purpose both 

management of the bank and bank regulators perform on-site examination and off-site 

examination of the bank. But the results of these examinations are kept confidential and 

general public have no access to them. 

 

There are several on-site and off-site examination rating systems that have been 

developed on by regulator banks of the countries. CAMELS rating system was 

implemented in early 1980 by Federal Reserve System of USA. Compared to other on-

site and off-site examination system there has been much debate on the efficiency of 

CAMELS rating system. Before implementation of their national rating system, most of 

these countries were using CAMELS to evaluate their financial institutions. Much of the 

research work has been done on this system for its improvement. Compared to 

CAMELS system, the prior systems were newly developed and went through the phase 

of improvement and have improved a lot in the previous years. State Bank of Pakistan 
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implemented CAMELS in 1997, the year when other countries such as France and 

Germany developed their own rating systems and few years before England‟s Risk 

Assessment Tool of Supervision and Evaluation (RATE) Netherlands RAST. SBP 

decided for CAMELS rating system as the best to align the supervisory mechanism with 

international standards and requirements. 

 

Beside internal management of the bank and regulatory supervision there are outsiders 

who are also interested to know who these banks or institutions performed. These are 

the stakeholders of the banks that may include there shareholders, investors and 

expected investors.  For this purpose banks avail the services of external credit rating 

agencies (CRAs) for which theses banks or institutions are charged extensively. These 

agencies are independent of any control or interventions of any organization or 

governments. They do critical examination of bank‟s business activities and associated 

risk and rate them on the scale of their predefined performance scale. After getting these 

ratings from credit rating agencies, they are announced and published publically in their 

annual reports or magazines. This may help the bank to attract new investors that may 

be utilized in expansion of the bank. It is important that both of these examinations 

performed at the different levels have the same results so that both managements and 

investors get full advantage of them. Lehman Brothers is a best example of both internal 

(regulatory) rating systems and external credit rating agencies failure that leads to recent 

past financial crises.  

 

In Islamic Republic of Pakistan, central bank of the country means State Bank of 

Pakistan (SBP) aligned its supervisory rating framework with international standard and 

implemented CAMELS rating system in 1997. Financial position of all commercial 

national and private banks in Pakistan are assessed internally in banks and also in 

regulatory banks trough CAMELS rating system. For external credit ratings, banks in 

Pakistan mostly prefer PACRA and JCR-VIS their national credit rating agency instead 

of international rating agencies such as Standard & Poor‟s, Moody‟s and Fitch. Main 

reason behind this choice is the cost these banks have to incur on getting ratings from 

theses international agencies. Some large banks such as MCB Bank, ABL, HBL, UBL 

and NBP some time avail the services of Moody‟s. Foreign banks that are operating in 

Pakistan are availing services of international credit rating agencies but they are not 

included in the sample of our banks. S&P rating tries to investigate the future 

probability of the bank‟s default occurrence but they do not provide information about 

expected time in the default, type of bankruptcy or the any recovery values. Whereas 

Moody‟s claims that it examines the bank for its future expected loss that is bank‟s 

probability of default and also the expected recovery rate.  

 

Aim of both rating systems is to evaluate performance of the bank. CAMELS and 

PACRA rating system evaluate performance of the bank on almost same indicators of 

the bank. So in our research we will try to find out similarity of the results generated by 

CAMELS rating system with respect to PACRA rating agencies. This Selection of 

CAMELS system and PACRA is not because these systems are theoretically sound that 

attracts as but it‟s because their presence in the banking industry of Pakistan. 
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Chapter 4: Banking Sector of 
Pakistan: 

In this chapter of our thesis we will present overall banking industry of Islamic 

Republic of Pakistan. We will discuss economy of Pakistan in general, discuss its 

financial structure and then narrow down towards its banking sector. We will discuss 

the role of State Bank of Pakistan which is central bank of the country.  

 

4.1 Economy of Pakistan: 
 

Since independence of Islamic Republic of Pakistan, economy of the country is 

primarily agrarian. However Pakistan has transformed itself and there is a gradual 

decrease in contribution of agricultural sector in country‟s GDP from 50% in 1947 to 

22% of GDP in year 2010. Whereas industry contributed 25% and proportion of 

services is 53% of GDP. But according to new published reports 40% of 180 million of 

the population is living under poverty line so it indicates that there is still so much to do 

in economic and social development of the country (SBP) 

 

According to Consulate General of Switzerland (CGS) in last decade there has been 

significant development in the economic sector of Pakistan that is mainly because of the 

programs implemented by the government for poverty reduction, development of 

markets and real economy. Studies on the liberalization of markets and accomplishment 

of economic reforms have identified following developments in the economic and social 

sector of the country such as; high growth in GDP achieved through higher level of 

output and sales, stability in monetary policies, standardized money and security 

markets development and reduction in poverty level and improvement in standard of 

living of the inhabitants. Growth in economic development has reduced since 2008 

because of several national and international factors. National factors include worst 

security level, shortage of energy, unstable political conditions, increase in population 

and natural catastrophes such as the worst flood in the history of Pakistan in July 2010. 

Whereas international financial turmoil, international increase in commodities like oil 

and gold and Pakistan affiliation in war against terror have caused considerable damage 

to the economy in last few years (CGS, 2011, p. 1). 

 

4.2 Financial Sector of Pakistan: 
 

Financial sector of the economy is an important pillar for its economic development. 

Financial sector of Pakistan is constituted by large number of banking and non banking 

financial institutions. Institutions such as commercial banks, investments banks, 

specialized banks, development finance institutions, insurance companies, leasing 

companies, micro finance institution, national saving schemes, stock exchanges etc 

(CGS, 2011, p. 2). 

 

Prevailing composition of financial sector of Pakistan is resultant from numerous 

changes in policies. Like many other developing countries, liberalization of financial 

sector of Pakistan in 1990‟s also brings a drastic growth and boom in the economic 

sector. Since last decade, institutions in financial sector of Pakistan observe 

considerable amount of changes in diversifications of the businesses. In same period of 
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time more than 40 mergers and acquisitions took place among banks and non-banking 

financial institutions (CGS, 2011, p. 2). 

 

According to World Economic Forum (WEF) Pakistan is ranked 49
th

 out of 55 countries 

in the “Financial development report 2009” published by world economic forum‟s. 

Pakistan is ranked 52
nd

 in industrial environment, ranked 48
th

 in financial stability and 

50
th

 in business environment. Pakistan is ranked 46
th

 in banking, 51
st
 in non banking 

financial institutions and 25
th
 in financial market under the heading of market 

intermediation pillar of financial sector. Pakistan has been ranked 50
th
 in financial 

access in the published report of world economic forum (WEF, 2010). 

 

4.3 Banking development in Pakistan: 
 

There is big role of religion, socio-culture features or economy in identification of the 

country. All these factors represent the country stability and future. To know the success 

of the country you have to look through the economy whether it is sound or not. 

Macroeconomic variables can give positive economic soundness through combination 

of resources i.e. human resources, physical resources, information resources, and 

financial resources. For the supervision of financial resources banks are important 

component across the world (Ahmad. et al, 2010, p. 12).      

 

Pakistan came into existence in August 14, 1947. This study imitates to Pakistan 

banking sector since 14
th

 of august 1947. State Bank of Pakistan established in July 14, 

1948 as a central bank. There is a brief history about the developments of banking 

sector in Pakistan (Ahmad. et al, 2010, p. 12). 

 

4.3.1 Commercial Banking system (1947-1973): 
 

Since independence Pakistan Banking industry has changed radically over a period of 

62 years. Due to uncertainty in political and socioeconomic conditions, shortage of 

resources, at the start it suffered a lot. At the time banks were giving awful products and 

services because of scarcity of professionals and lack of trained human resources. To 

control the financial sector of the country State Bank of Pakistan was established in 

1948 as a central bank. To control and expand the functions of the State Bank of 

Pakistan many modifications were made through State Bank of Pakistan act 1956. 

During 1950s and 1960s due to corruption and bribery, unhealthy competition and 

unlawful practices took place in the country, and all this is because of SBP 

encouragement of private sectors to establish banks and financial institutions in the 

country. With the passage of time governance and financial reforms Pakistan Banking 

industry has improved (Ahmad. et al, 2010, p. 13).     

 

4.3.2 Nationalization of Banks (1974-1978):       
 

The Government nationalized the entire existing banking industry in 1974. The 

government protections to employees laid down the performance of nationalized banks. 

Due to employee‟s protection and bad performance of the banks the private investors 

and financial institutions were discouraged to invest. A strong competition between 

public, private and foreign banks resulted in a severe change in Pakistan Banking 

industry. Private Banks dominated in 1950s to 1960s and were nationalized in 1974 but 
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due to poor performance and bad economic conditions in 1992 the banking sector once 

again became privatized (Ahmad. et al, 2010, p. 13).  

 

4.3.3 Islamization of the Banking sector (1979-1992):      
 

According to principles of Islamic finance in 1963 first Islamic bank was developed in 

Egypt. In 1973 Organization of Islamic Conference (OIC) supported Islamic Banking 

system in Saudi Arabia. In the same way many countries established Islamic banking 

system in different years i.e. in 1973 Amanah Bank in Philippine, in 1975 Dubai Islamic 

bank, in 1977 Faisal Bank of Sudan, in 1977 Faisal Bank of Egypt, in 1979 Bahrain 

Islamic Bank, and in 2002 Meezan Islamic Bank of Pakistan (Ahmad. et al, 2010, p. 

13).  

 

Since 1979 to 1992 Government of Pakistan has taken so many actions to bring in 

interest free products in banking sector of the country. In 1979 many financial 

organizations started interest free transactions. These organizations are: Investment 

Corporation of Pakistan (ICP), National Investment Trust (NIT) and House Building 

Finance Corporation (HBFC). Likewise many Mudarbaha companies were established 

during the year of 1980, introduction of Zakat ordinance and Participatory Term 

Certificate (PTC). In 1981 nationalized banks were forced by the market demands to 

open interest free counters for their customers. In 1983 Usher ordinance announced all 

over Pakistan. Islamic Banking almost spread all over the world particularly in the 

Muslim countries in 1990´s. To introduce fully Islamic Banking system in the private 

sectors, State Bank of Pakistan issued detailed criteria in December 2001. SBP issued 

licensed to Al Meezan Investment Bank in January 2002 and first Islamic bank came 

into existence in March 2002 with the name of Meezan Islamic Bank. In the initial 

stages Islamic banks faced difficulties like; rigid system and lack of flexibility, little 

interest from shareholders and lack of products that fulfill Shariah requirements 

(Ahmad. et al, 2010, p. 13-14).  

 

4.3.4 Privatization Process of Banking (1991-2000): 
 

In 1990s foreign banks and local investors inspired by financial liberalization and 

deregulation started their businesses in Pakistan. With the passage of time as banking 

industry expanded in Pakistan the competition between banks rise. Looking at the 

demand of the market and opportunity to attract more customers many banks started 

their operations in Pakistan (Ahmad. et al, 2010, p. 14). To regenerate the financial 

system of the country in early nineties, privatization of the government owned banks 

has started. In 1991 Muslim commercial bank (MCB) and Allied Bank limited (ABL) 

became privatized. Similarly at the same time 10 more banks got license to operate as 

private banks in the country. With the passage of time financial health of the banks were 

a bit improved because of liberalization and privatization (Khalid, 2006, p. 404). 

 

4.4 Banking sector supervision in Pakistan: 
 

State Bank of Pakistan is the Central Bank of the country, established on 1
st
 July 1948 

has been provided the responsibilities of supervising the banking sector of Pakistan. 

Banking Companies Ordinance 1962 empowers SBP and provides appropriate 

provisions under the law of the country to carry out inspection of the member banks. 

Beside Banking Companies Ordinance 1962 there are several other constitutional 
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legislations which supervise the activities of banking sector of the country. These 

legislations include State Bank of Pakistan Act 1956, Banks Nationalization Act 1974, 

Companies Ordinance 1984, Financial Institution ordinance 2001 and Statutory 

Regulatory Orders (SRO‟s) (CGS, 2011, p. 18). 

 

Under World Trade Organization commitment by Pakistan on 31
st
 Dec 1997, operations 

of the foreign banks has been frozen and those foreign banks that have less than 3 

branches were restricted to increase their branches up to maximum limit of 3. Beside 

that if new foreign banks are interested to enter in the banking sector of Pakistan, they 

have to incorporate as a local or domestic banks under the law of the country. Foreign 

banks that have their branches operating in Pakistan can also incorporated as local 

commercial banks under the local law of the country subjected to 1 billion paid up 

capital and restriction of maximum 49% of foreign share holdings (CGS, 2011, p. 19).  

 

In 1997 some important changes were made in the Banking Companies Ordinance and 

under section 40(A) Sate Bank of Pakistan is handed over the autonomy for the 

supervision of the banks. Under this section it is responsibility of SBP to observe 

fulfillment of every banking company with the rules and regulation and statutory 

criteria set for their operations. SBP also monitors performance of these banks. If at any 

point SBP observes that a banking company did not comply with the standard rules and 

regulations, if board of directors are not working in the best interest of the bank and 

they do not give due diligence to the interest of depositors or investors, SBP is empower 

to take indispensable actions (CGS, 2011, p. 19). 

 

4.5 Statutory Liquidity and Reserve requirements: 
 

SBP is authorized to establish the statutory cash reserve and liquidity requirement for 

the banks and DFI‟s operating with in Pakistan. Cash reserve requirement at this 

moment is 5% of weekly average however this cannot be lower than 4% of that time 

demand and liabilities. Banks are also subjected to maintain a minimum SLR (Statutory 

Liquidity Reserve) at 15% of the time and demand liabilities. SLR for Islamic banks 

and DFI‟s is 14% whereas cash reserve requirement for Islamic banks is 5% and for 

DFI‟s is 1%. Statutory regulations for minimum capital reserves are based upon the 

standards set by Basel authorities. Banks have to maintain Capital Adequacy Ratios at 

8% of their total risk weighted assets and a minimum of 1 Billion paid up capital. Off 

site examination of the banks is the responsibility of Banking Supervision Department 

whereas on site examination is the responsibility of Banking Inspection Department of 

SBP (CGS, 2011, p. 20). 

 

4.6 Current Banking Sector of Pakistan: 
 

Banking sector of an economy is an important constituent of financial sector of a 

country that facilitates proper utilization of financial resources. Banking sector of 

Pakistan constitute Conventional commercial banks, Islamic banks, Microfinance 

banks, specialized banks and Development financial institutions. As of the report 

published by Pakistan & Gulf economist on Dec 23
rd

 2010, banking sector of Pakistan 

comprises of 38 commercial banks that include 24 local private banks, 4 nationalized 

public sector commercial banks and 6 foreign banks and 4 specialized national banks. 

Out of these 24 private commercial banks 5 are Islamic banks. There are in total 7 
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microfinance banks and 8 development financial institutions (Pakistan & Golf 

Economist, 2010). 

 

 

 

 

 

 

 

 

 

  

 

 

Figure 4.1 shows financial sector of Pakistan 

 

Below is the list of member‟s banks of Pakistan banking association with the number of 

branches brought the country and total assets at the end of financial year 2010. We also 

presented these figures in Euro currency so that it may give an idea to the international 

readers. We used conversion rate from an international currency exchange website. 1 € 

= 121.95 Rs dated 17
th
 May 2011. 

 
Table 5: Pakistan Public Sector Banks  

Public Sector Banks Branches Assets in Rs 

Millions(Dec 2010) 

Figure in 

Million € 

1 First Women Bank 38 12,703 104.16 

2 National Bank of Pakistan 1266 1,035,024 8487.19 

3 The Bank of Khyber 50 50,794 416.50 

4 The Bank of Punjab 273 -  

 
These nationalized commercial banks are playing an important role in the banking industry of 

the country. As obvious from the name, First Women Bank is the bank especially targeting 

female population of the country. National bank of Pakistan is the country‟s oldest and largest 
bank on the basis of assets market share. Bank of Khyber and Bank of Punjab are provincial 

public sector banks. 

 
 

 

 

 

 

Financial Sectors of Pakistan. 

NBFI’s (7) Banking Sector (38) 

Foreign Banks (6) Pakistani Banks (32) 

Private Banks (24) 
Nationalized Banks (8) 

Commercial Banks (4) 

Specialized Banks (4) 

Conventional 

Commercial Banks (19) 
Islamic Banks (5) 
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Table 6: Pakistan Specialized Banks  

Specialized Banks Branches Assets in Rs in 

Millions(Dec 2009) 

Figure in 

Million € 

1 Industrial Development 

Bank of Pakistan 
15 -  

2 The Punjab Provincial 

Cooperative Bank 
159 -  

3 SME Bank Limited 13 6,299 51.65 

4 Zarai Taraqiati Bank 

Limited 
349 -  

 

Specialized Banks are playing their role in development of the country and society. 

Industrial Development Bank of Pakistan is supporting industries in the country; SME 

Banks is providing loans for small and medium sized industries, Zarai Taraqiati Bank 

Limited is providing financial support in the agricultural sector of economy. 

 
Table 7: Private Banks  

Private Banks Branches Assets in Rs in 

Millions(Dec 2010) 

Figure in 

Million € 

1 Allied Bank Limited 806 449,966 3869.72 

2 Askari Bank Limited 235 314,744 2580.90 

3 Bank Alfallah Limited 378 411,803 3376.78 

4 Bank Al Habib Limited 277 301,796 2474.72 

5 Faysal Bank Limited 225 267,439 2193 

6 Habib Bank Limited 1459 924,699 7582.32 

7 Habib Metropolitan Bank 

Limited   
135 252,130 2067.46 

8 JS Bank Limited 126 39,383 322.94 

9 KASB Bank Limited 70 59,223 485.62 

10 MCB Bank Limited 1,132 570,481 4677.94 

11 MyBank Limited  82 39,479 323.72 

12 NIB Bank Limited 178 164,557 1349.36 

13 Samba Bank Limited 28 23,734 194.61 

14 Silk Bank Limited 85 68,664 563.04 

15 Soneri Bank Limited 156 95,310 781.54 

16 Standard Chartered Bank 

(Pakistan) Limited 
162 327,297 2683.83 

17 Summit Bank Limited     76 49,891 409.10 

18 The Royal Bank of 

Scotland Limited    
79 -  

19 United Bank Limited  1106 725,389 5948.19 

 
Private sector banks constitute 80% banking assets of the banking industry of Pakistan. ABL, 

HBL, MCB and UBL are the largest banks and were previously nationalized banks are 
dominating strong position. Habaib Bank Limited has the most branches than any other bank in 

the country. Banks whose figures are bold in above table are from 2009. 
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Table 8: Foreign Banks  

Foreign  Banks Branches Assets in Rs in 

Millions(Dec 2009) 

Figure in 

Million € 

1 Barclays Bank PLC 15 42,542 348.84 

2 Citibank N.A. – Pakistan 

Operations 
17 101,651 833.53 

3 Deutsche Bank AG – 

Pakistan Operations 
3 15,183 124.50 

4 HSBC Bank Middle East 

Limited – Pakistan 
12   

5 Oman International Bank 

S.A.O.G – Pakistan 

Operations 

3 3,441 28.21 

6 The Bank of Tokyo – 

Mitsubishi UFJ Limited 

Pakistan Operations.  

1 -  

 
Banking laws of Pakistan are such that it restricts foreign banks to incorporate as a local bank if 

they want to commence their business. Present foreign banks are those banks that started their 

operations before implementation of the law from the government. Citibank is the leading 

foreign bank among the few banks operating in Pakistan.  

 
Table 9: Islamic Banks of Pakistan 

Islamic Banks Branches Assets in Rs in 

Millions(Dec 2009) 

Figure in 

Million € 

1 Albarak Bank Pakistan 

Limited  
87 60,763 498.25 

2 Bank Islami Pakistan 

Limited 
70 34,271 281.02 

3 Dawood Islamic Bank 

Limited 
42 13,008 106.66 

4 Dubai Islamic Bank 

Pakistan Limited  
36 35,368 290.17 

5 Meezan Bank Limited 180 124,169 1018.18 
Sources: Pakistan & Golf Economist magazine.                    
 

Islamic banking is on the boom in the country and is growing with a rapid pace. Meezan 

Bank limited being the 1
st
 and largest Islamic Bank of the country is dominating the 

largest share of the sector. 

 

As we had mentioned in our sampling that we will manipulate financial data of only 17 

banks out of 38 banks performing their business in Pakistan. There we also discussed 

the criteria of selection and rejection of the banks. Our sample excludes all Islamic 

commercial banks and foreign banks operating in Pakistan. Out of 4 public sector 

commercial banks we unable to find annual report of The Bank of Punjab for the year 

ended 31
st
 Dec 2010. Specialized banks operating with in Pakistan under government 

supervision are only four in number and unfortunately none of the bank have uploaded 

or published their annual report for the year ended 31
st
 Dec 2010. That would be of 

great significance if we had these annual reports because it would have provided 

strength to our conclusion. An interesting fact that we find out during the search for 
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total banking assets of every individual bank, we observe that out of top 10 banks on the 

basis of total assets 9 banks are from private commercial banks. And only one bank 

from public sector commercial banks that is National Bank of Pakistan and is the 

biggest bank on the banking assets. There are 19 private sector banks in Pakistan that 

constitute 80% assets share of banking sector (Ahamed et al, 2010, p 14). Out of 19 

banks we were unable to find annual report of 5 private commercial banks for the year 

ended 30
th
 Dec 2010. So we will work upon financial reports of 17 banks that include 3 

Public sector commercial banks and 14 private sector commercial banks. 
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Chapter 5: Empirical Findings: 
In section of our thesis we will present empirical findings which are based upon financial tools such as ratios implemented on the annual 

consolidated financial statements of the banks for the year ended 31
st
 Dec 2010. Sample of our research includes 17 local banks of 

Pakistan. We calculated in total eight financial ratios for all 17 banks of our sample that represent six components of CAMELS rating 

system. Here we will present tables of each component of CAMELS rating system with brief description of the ratios and used financial 

terms. Analysis and conclusion chapter of our thesis will be based upon this chapter. 

 

5.1 Presentation of sample Banks:  
 
Table 10 represents sample banks characteristics (Figures in Million Rs except branches)  

Bank Name Branches Total Assets Total Capital Deposits Advances Profit after tax 

Allied Bank Limited 806 449,966 37,916 371,280 253,102 8,283 

Askari Bank Limited 235 314,780 18,612 255,908 152,784 919 

Bank Al Fallah Limited 378 411,803 25,625 354,010 207,152 1,166 

Bank Al Habib Limited 277 301,796 20,574 249,760 125,733 3,667 

Bank of Khyber 50 50,794 5,765 36,981 18,238 563 

Faysal Bank 225 267,439 18,092 195,315 133,706 1,192 

First Women Bank Pakistan 38 12,703 1,093 10,195 6,308 23 

Habib Bank Limited 1459 924,699 94,901 747,374 459,750 17,034 

Habib Metropolitan Bank 135 252,130 19,869 160,314 119,827 2,809 

JS Bank Limited 126 39,383 3,712 26,276 13,978 (40) 

MCB Bank 1132 570,481 72,856 431,295 254,565 16,872 

My Bank 82 39,479 3,554 29,479 19,645 (10,430) 

National Bank Of Pakistan 1266 1,035,024 112,297 832,151 478,886 17,563 

NIB Bank 178 164,557 12,946 99,111 74,583 (9,706) 

Standard Chartered Bank 162 327,297 24,706 220,187 144,721 3,740 

Summit Bank 76 49,891 2,998 61,537 38,771 (3,032) 

United Bank Limited 1106 725,389 79,273 567,611 341,510 11,020 
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5.2 CAMELS rating base: 
 

All six components of CAMELS rating model are rated on the basis of following criteria on the scale of 1 to 5. Component having rating 1 

shows strong position while rating 5 indicates worst position of a bank in the particular component. Each component has a well thought out 

scale of rating based on the prevailing financial and economic conditions (Saltzman & Salinger, 1998).  

Key ratios of CAMELS rating system to evaluate the rating for different banks are:  

 
Table 11: rating base of CAMELS components  

 
CAMELS Rating 
Components Rating 1 Rating 2 Rating 3 Rating 4 Rating 5 

Capital Adequacy Ratio ≥15% 12% - 14.99%  8% - 11.99% 7% - 7.99 ≤6.99% 
Assets quality Ratio ≤1.25% ≤2.5% - 1.26% ≤3.5% - 2.6% ≤5.5% – 3.6% ≥5.6% 
Management ≤25% 30% – 26%  38% – 31% 45% – 39%  ≥46% 
Earnings (ROA) ≥1% 0.9% – 0.8 0.35 – 0.7 0.25 – 0.34  ≤0.24 
ROE ≥22% 17% -21.99 % 10% - 16.99% 7 – 9.99% ≤6.99 
Liquidity Ratio L1 ≤0.55 0.62 - 0.56 0.68 – 0.63 0.80 – 0.69 ≥0.81 
Liquidity Ratio L2 ≥50% 45% - 49.99% 38% - 44.99% 33% - 37.99 ≤32% 
Sensitivity Ratio ≤25% 30% - 26% 37% - 31% 42% - 38% ≥43% 

 

5.2.1 Capital Adequacy: 
 

Capital Adequacy shows the financial strength of a bank, and this financial strength usually shows by bank through Capital Adequacy ratio 

(CAR). CAR = Tier I + Tier II/Risk weighted Assets. This ratio determines the ability of the bank to meet with obligation on time and other 

risks such as operational risk, credit risk, etc. Tire I is a type of capital, it is a composed of core capital or we can say own capital which 

consists primarily of common stock, preferred stock, retain earnings. Tier II is a supplementary form of capital of banks. Items include in 

tier II Capital are, undisclosed reserves, subordinate term debt, general provision, revaluation reserves (Christopoulos, et al, 2011, p. 12). In 

Risk weighted Assets, according to the credit risk assets are weighted. For example loans could be more risky than mortgage loans because 

loans are secured by letter of credit and mortgage loans are secured by collateral.  
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Below is a table of banks showing their ratio of Tier I + Tier II to Risk weighted Assets, placed in alphabetical order. (Figures in 

Rs 000) 

  
Table 12: Capital Adequacy Ratio 

Bank Name Tier I Tier II 

Total 

Regulatory 

Capital base 

Total Risk 

Weighted 
CAR Rating 

Allied Bank Limited 30,927,772 6,988,497 37,916,269 271,443,632 13.97% 2 

Askari Bank Limited 13,387,031 5,225,550 18,612,581 179,665,533 10.36% 2 

Bank Al Fallah Limited 17,238,821 8,386,610 25,625,431 249,313,322 10.28% 2 

Bank Al Habib Limited 14,662,424 5,911,855 20,574,279 158,447,052 12.98% 2 

Bank of Khyber 5,583,867 181,746 5,765,613 30,113,766 19.15% 1 

Faysal Bank 13,958,439 4,134,365 18,092,804 180,120,251 10.04% 2 

First Women Bank Pakistan 1,079,997 13,314 1,093,311 4,013,182 27.24% 1 

Habib Bank Limited 78,257,227 16,644,140 94,901,367 649,365,898 14.10% 2 

Habib Metropolitan Bank 19,847,781 22,117 19,869,898 184,454,033 10.77% 2 

JS Bank Limited 3,698,467 13,607 3,712,074 21,047,144 17.64% 1 

MCB Bank 67,701,274 5,155,086 72,856,360 330,135,367 22.07% 1 

My Bank 3,133,990 420,787 3,554,777 29,155,196 12.19% 2 

National Bank Of Pakistan 91,707,414 20,589,747 112,297,161 663,426,847 16.93% 1 

NIB Bank 8,892,639 4,053,511 12,946,150 96,266,012 13.45% 2 

Standard Chartered Bank 22,445,148 2,261,319 24,706,467 194,024,114 12.73% 1 

Summit Bank 2,994,409 4,430 2,998,839 53,623,174 5.59% 5 

UBL 54,655,198 24,618,706 79,273,904 527,032,530 15.04% 1 



56 
 

5.2.2 Assets Quality: 
 

Quality of bank‟s assets is related to the left side of its balance sheet. Usually top 

management of the bank is concerned mostly with quality of the loans they provided to 

their customers as it provides earnings to their bank. Assets quality and loan quality are 

two words that have same meaning but most often they are used inter changeably. 

Quality of the assets as its affects both cost to the banks and economies of scales for the 

bank (Bernstein, 1996, p. 1). Assets that have low quality usually have higher 

possibility to become a Non-Performing Loan. Non-Performing loans are usually bad 

debts that are in default or they are near to be in default. There is no specific standard 

for the banks across the globe that elaborates which assets to be included in non-

performing loans, but in Pakistan those which are in default for more than three months 

are included in non-performing loans (Chang, 2006). 

 

Below is the list of banks in alphabetical order that shows total advances of the banks, 

their total non-performing assets and provision provided by the banks to cover theses 

non-performing loans. Lower asset quality ratio shows higher performance of the bank. 

(Figures in Rs 000)  

 
Table 13: Asset quality ratios 

Bank Name Advances 

Provision 

Non 

Performing 

Assets 

Total Non 

Performing 

Assets 

Asset 

Quality 

Ratio 

% 

Rating 

Allied Bank Limited 253,102,710 15,430,262 18,688,085 1.29 2 

Askari Bank Limited 152,784,254 15,651,625 21,598,648 3.89 4 

Bank Al Fallah 

Limited 
207,152,456 11,279,307 18,320,022 3.3 3 

Bank Al Habib 

Limited 
125,733,292 3,310,481 2,943,863 - 1 

Bank of Khyber 18,238,333 3,033,700 4,457,159 7.8 5 

Faysal Bank 133,706,769 17,163,067 24,707,758 5.6 5 

First Women Bank 

Pakistan 
6,308,140 222,799 430,232 3.2 3 

Habib Bank Limited 459,750,012 42,695,625 53,608,000 2.37 2 

Habib Metropolitan 

Bank 
119,827,636 7,522,371 10,961,145 2.86 3 

JS Bank Limited 13,978,113 527,424 1,902,566 9.83 5 

MCB Bank 254,565,471 19,592,335 23,238,723 1.43 2 

My Bank 19,645,545 4,658,042 9,016,399 22.18 5 

National Bank Of 

Pakistan 
478,886,755 61,243,632 86,871,353 5.35 4 

NIB Bank 74,583,584 23,778,539 34,711,468 14.66 5 

Standard Chartered 

Bank 
144,721,557 18,991,715 22,581,390 2.48 2 

Summit Bank 38,771,189 5,723,944 11,394,074 14.62 5 

UBL 341,510,412 335,44,116 48,613,078 4.41 4 
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5.2.3 Management: 
 

It is difficult to determine the sound performance of management of the bank. For 

individual institution it is not a quantitative factor it is primarily qualitative factor. 

However to determine the soundness of the management we took the ratio which is, 

Management expenses/total earning. The lower ratio, the better for bank since it 

shows that management has good ability to handle the bank operations (Baral, 2005, p. 

44). 

 

Below is a table of banks shows the ratio of Management expenses to total earnings, 

placed in alphabetical order. (Figures in Rs 000) 

 
Table 14: Management quality ratio 

Bank Name 

Mgt 

Expense 
Sale % Rating 

Allied Bank Limited 11,344,090 45,011,184 25.2 1 

Askari Bank Limited 7,812,618 27,952,162 27.94 2 

Bank Al Fallah Limited 12,658,021 37,530,398 33.72 3 

Bank Al Habib Limited 6,225,457 27,480,798 22.65 1 

Bank of Khyber 943,680 4,207,155 22.43 1 

Faysal Bank 6,653,046 19,722,409 33.73 3 

First Women Bank Pakistan 533,679 1,374,548 38.83 3 

Habib Bank Limited 24,252,960 81,325,028 29.82 2 

Habib Metropolitan Bank 4,119,115 23,381,800 17.64 1 

JS Bank Limited 1,846,840 3,299,767 55.92 5 

MCB Bank 12,327,496 54,829,366 22.5 1 

My Bank 1,110,129 2,887,135 38.43 3 

National Bank Of Pakistan 26,202,577 88,472,134 29.62 2 

NIB Bank 7,055,824 16,482,767 42.8 4 

Standard Chartered Bank 12,997,894 28,569,842 45.52 4 

Summit Bank 2,790,634 7,068,952 39.54 4 

United Bank Limited 18,996,661 60,100,410 31.6 3 

 

5.2.4 Earning: 
 

According to Couto & Brasil, it is necessary for the banks to generate sufficient earning 

to stay in the market for a longer period of time, to make shareholders satisfied, protect 

and improve its capital (Couto & Brasil, 2002, p. 3). To measure earnings the ratios 

used are, Return on Assets, and Return on Equity. ROA = Net profit/total assets. This 

ratio avoids the volatility of earnings linked with unusual items, and measures the 

profitability of the bank. The higher the ratio, the greater profitability. The second ratio 

is ROE = net profit/own capital. This ratio shows the efficiency of the bank, that how 

the bank uses its own capital in an efficient manner (Christopoulos, et al, 2011, p. 13). 
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Below is a table of banks shows the ratios of Return on Assets and Return on Equity, placed in alphabetical order. (Figures in Rs 

000)   

 

ROA & ROE: 

 
Table 15: Earning ratios 

Bank Name 
Average Total 

Assets 

Average Total 

Equity 

Net 

IncomeAfter 

Tax 

ROA in % ROE in % 
Rating 

ROA 

Rating 

ROE 

Allied Bank Limited 434,153,630 28,524,344.50 8,283,817 1.9 29 1 1 

Askari Bank Limited 284,566,783.50 13,992,078.50 919,461 0.33 6.5 4 5 

Bank Al Fallah Limited 400,549,074 18,938,785.50 1,166,983 0.29 6.16 4 5 

Bank Al Habib Limited 275,806,709 13,513,480.50 3,667,980 1.32 27 1 1 

Bank of Khyber 44,802,436 5,322,376 563,486 1.25 10.58 1 3 

Faysal Bank 224,116,151.50 14,028,950 1,192,778 0.53 8.5 3 4 

First Women Bank Pakistan 11,480,610 1,071,417.50 23,714 0.2 2.21 5 5 

Habib Bank Limited 894,312,098 80,987,887 17,034,380 1.9 21 1 2 

Habib Metropolitan Bank 244,644,691.50 19,928,594 2,809,369 1.14 14.09 1 3 

JS Bank Limited 36,139,283.50 5,722,030 (407,479) - - 5 5 

MCB Bank 541,111,620 67,172,738 16,872,126 3.12 25.14 1 1 

My Bank 37,485,040 3,723,658 (10,430,411) - - 5 5 

National Bank Of Pakistan 989,803,721.50 98,952,114.50 17,563,214 1.77 17.74 1 2 

NIB Bank 185,721,367.50 28,032,500 (9,706,760) - - 5 5 

Standard Chartered Bank 322,438,762 46,578,637.50 3,740,855 1.16 8.03 1 4 

Summit Bank 706,827,991.50 50,13,879 (3,032,144) - - 5 5 

UBL 682,905,777 59,917,352.50 11,020,925 1.61 18.39 1 2 
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5.2.5 Liquidity Management: 
 

To well manage liquidity of the financial institutions such as banks is a prime objective 

of its management. Liquidity is ability of a firm to convert its financial assets into cash 

most rapidly or in a quick succession or we can say availability of the funds to pay off 

all its financial obligations when they become due. Liquidity of a firm can be calculated 

by using liquidity financial ratios. There are several ratios that can be used to measure 

liquidity of the firm but in our research that is based upon the usage of CAMELS 

system, we used two liquidity ratios. These ratios are Loan to Total Deposits (L1) ═ 

Total Loans / Total Deposits and Circulating Assets to Total Assets (L2). 

 

Below is a table of banks showing the liquidity ratios such as loan to deposits ratio and 

circulating Assets to total assets ratio, placed in alphabetical order. (Figures in Rs 000) 

 

Advances to Deposits: 
 

Table 16: Advances to Deposits 

Bank Name Advances Deposits Ratio Rating 

Allied Bank Limited 253,102,710 371,280,948 0.681 3 

Askari Bank Limited 152,784,254 255,908,149 0.597 2 

Bank Al Fallah Limited 207,152,054 354,010,690 0.585 2 

Bank Al Habib Limited 125,773,292 249,760,885 0.503 1 

Bank of Khyber 18,238,333 36,981,351 0.493 1 

Faysal Bank 133,706,769 195,315,204 0.684 3 

First Women Bank Pakistan 6,308,140 10,195,214 0.618 2 

Habib Bank Limited 459,750,012 747,374,799 0.615 2 

Habib Metropolitan Bank 119,827,636 160,314,211 0.747 4 

JS Bank Limited 13,978,113 26,276,328 0.532 1 

MCB Bank 254,565,471 431,295,499 0.59 2 

My Bank 19,645,545 29,479,139 0.666 3 

National Bank Of Pakistan 477,506,564 832,151,888 0.574 2 

NIB Bank 74,583,584 99,111,741 0.752 4 

Standard Chartered Bank 144,721,557 220,187,888 0.657 3 

Summit Bank 38,771,413 61,537,424 0.63 3 

United Bank Limited 341,510,412 567,611,258 0.602 2 
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Circulating Assets to Total Assets: 

 

Circulating Assets / Total Assets to measure liquidity of the sample banks of our 

research. 

 

Table 17: Circulating Assets to Total Assets 

Bank Name 

Circulating 

assets 
Total Assets % Rating 

Allied Bank Limited 164,493,032 449,966,408 36.55 4 

Askari Bank Limited 137,646,977 314,780,129 43.73 2 

Bank Al Fallah Limited 177,498,491 411,803,882 43.1 2 

Bank Al Habib Limited 159,507,720 301,796,346 52.85 1 

Bank of Khyber 28,997,227 50,794,303 57.08 1 

Faysal Bank 109,502,634 267,439,850 40.94 3 

First Women Bank Pakistan 5,793,113 12,703,160 45.6 2 

Habib Bank Limited 404,301,891 924,699,403 43.72 3 

Habib Metropolitan Bank 121,086,032 252,130,881 48.02 2 

JS Bank Limited 20,571,667 39,383,647 52.2 1 

MCB Bank 267,108,407 570,481,863 46.08 2 

My Bank 14,419,925 39,479,376 36.53 4 

National Bank Of Pakistan 470,180,984 1,035,024,680 45.42 2 

NIB Bank 68,427,316 164,557,066 41.6 3 

Standard Chartered Bank 127,725,976 327,297,400 39.02 3 

Summit Bank 22,837,922 49,891,630 45.78 2 

United Bank Limited 33750146 725,389,643 46.56 2 

 

5.2.6 Sensitivity to market Risk: 
 

Earnings and capital of financial institutions can be adversely affected by changes in 

exchange rate, interest rate, equity price or commodity price. Many financial institutions 

consider changes in interest rates as market risk. The ratio we used to measure 

sensitivity of the sample banks in our thesis research is, Total securities to total assets 
= Total securities/Total assets.  
 

Below is a table of banks showing the ratio of total securities to total assets ratio, placed 

in alphabetical order. (Figures in Rs 000) 

 
Table 18: Sensitivity to market risk ratio 

Bank Name 
Total 

Securities 
Total Assets 

Ratio in 

% 
Rating 

Allied Bank Limited 121,158,730 449,966,408 26.92 2 

Askari Bank Limited 102,259,757 314,744,552 32.48 3 

Bank Al Fallah Limited 113,622,561 411,803,882 27.59 2 

Bank Al Habib Limited 137,234,656 301,796,346 45.47 5 

Bank of Khyber 19,852,730 50,794,303 39.08 4 
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Faysal Bank 86,345,801 267,439,850 32.28 3 

First Women Bank  3,430,251 12,703,160 27 2 

Habib Bank Limited 254,909,116 924,699,403 27.53 2 

Habib Metropolitan Bank 100,849,146 252,130,881 40 4 

JS Bank Limited 13,701,699 39,383,647 34.82 3 

MCB Bank 215,747,844 570,481,863 37.8 3 

My Bank 9,410,881 39,479,376 23.92 1 

National Bank Of Pakistan 301,323,804 1,035,024,680 29.11 2 

NIB Bank 50,209,083 164,557,066 30.5 2 

Standard Chartered Bank 72,294,275 327,297,400 22.13 1 

Summit Bank 20,204,357 72,174,904 28 2 

United Bank Limited 231,717,214 725,389,643 31.94 3 

 

5.3 PACRA short term and long term ratings: 
 

Below is the list of the banks places alphabetically showing short term and long term 

ratings of the banks published by PACRA rating agency. PACRA announces rating of 

its customers very often. Ratings of the bank presented below are quoted from the 

issued ratings of PACRA on 1
st
 Feb 2011. 

 

Table 19: PACRA short term and long term ratings 

 

 
 

 

 

 

 

 

 

 

 

 

 

 

In this chapter we calculated financial ratios of all six components of CAMELS rating 

system of our 17 Sample banks. The required information‟s for financial ratios were not 

 

PACRA ratings 

Bank Name Short term Long term 

Allied Bank Limited A1+ AA 

Askari Bank Limited A1+ AA 

Bank Al Fallah Limited A1+ AA 

Bank Al Habib Limited A1+ AA+ 

Bank of Khyber A2 BBB 

Faysal Bank A1+ BBB+ 

First Women Bank Pakistan A2 BBB+ 

Habib Bank Limited A-1 + AA+ 

HabibMetropolitan Bank A1+ AA+ 

JS Bank Limited A1 A 

MCB Bank A1+ AA+ 

My Bank A2 A- 

National Bank of Pakistan A-1 + AAA 

NIB Bank A1+ AA- 

Standard Chartered Bank A1+ AAA 

Summit Bank NA NA 

United Bank Limited A-1 + AA+ 
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readily available through any single reliable source. For that purpose we studied 

consolidated annual financial statements of all sample banks in details to collect the 

required information scattered throughout the reports. This extensive study of financial 

reports of the sample banks gives us some practical experience to analyze the financial 

position of the banks. Financial position of all seventeen banks were analyzed and rated 

on the basis of the CAMELS rating scale presented in the beginning of the chapter. In 

the following chapter we will do analysis of the ratings presented in this chapter. 
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Chapter 6: Analysis & Discussion: 
 

In this chapter of our thesis we will analyze the findings of our research that are 

presented in the previous chapter. First we will analyze rating results of each component 

separately and afterward we will analyze CAMELS composite rating of the banks with 

respect to the rating assigned to these banks by external credit rating agencies for 

similarities in the results. We will also rank these banks on the basis of results generated 

in components rating of every banks. 

 

6.1 Components rating analysis: 
 

6.1.1 Capital Adequacy Rating (CAR): 
 

Capital adequacy ratio is calculated with the help of Tier I capital and Tier II capital of 

the bank with respect to its total risk weighted assets. Regulatory banks in most 

countries determine and keep an eye on minimum CAR for commercial banks of the 

country. Minimum CAR determine by State Bank of Pakistan is 14%.  Most sample 

banks of our research show good CAR and their ratio shows good quality of compliance 

with the regulatory requirements. All nationalized national banks included in our 

sample have a higher CAR and have good compliance to the regulatory requirements. 

Summit bank is the only bank whose CAR is worst and is well below regulatory 

requirements. CAR of Summit bank is 5.59% and that is the reason it is the only bank 

that have a component rating of “5”. Almost all sample banks have a good capital 

adequacy ratio and are rated between 1 and 2. Hence they show satisfactory position of 

the sample banks. 

 

6.1.2 Assets Quality Rating: 
 

Management of the banks are usually concerned with the quality of their assets as they 

constitute most part of the bank‟s cost and play an important role in the profitability of a 

bank. Banks having large amount of non-performing assets usually have to provide 

more provision against these non-performing loans. What we observed in our findings is 

almost all banks whether they are national or private banks, small or big banks, they 

have their non-performing loans greater than the provision they provided against these 

loans. Only one bank that is Bank Al Habib has its provision against non-performing 

loans is greater than actual non-performing loans. What we observed in our empirical 

findings is all small banks such as BoK, Faysal Bank, JS Bank, NIB Bank, Mybank and 

summit bank have large amount of non-performing loans and all of them are rated “5” 

on the component rating for asset quality. Interestingly contrary to the results of other 

large banks of the country National Bank of Pakistan have rating “4” in assets quality.  

 

6.1.3 Management Quality Rating: 
 

We observed in the findings of our sample banks that management of most banks is 

performing considerably well. Management of all large banks not surprisingly 

performed better than small banks. But the obvious reason behind their better 

performance is the availability of large pool of resources and fund to large banks to hire 

best management personal available in the market. Only JS Bank is in the worst 
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condition and needs considerable regulatory authorities supervision to come out of the 

management problems. Summit Bank and NIB Bank are other two small banks that 

have their component rating of “4” which shows management performance concerns. 

Summit Bank is a newly created merger of Arif Habib Bank Limited and Atlas Bank 

Limited that might be the reason why it shows several loop holes in its management and 

performance. 

 

6.1.4 Earnings Quality Rating: 
 

As it is obvious that all commercial financial institution are undertaking their business 

activities and accept risk only for the purpose of attaining positive earnings. It is earning 

out of which divided is paid to the shareholders and investors of the institution. 

Earnings are accumulated with the help of assets and capital. As economy of Pakistan is 

going through the phase of recovery after the great financial crisis which hit whole 

world and a massive devastated flood ever in the history of the country, earnings of 

most sectors of the economy are decreased. Earnings of our sample banks displayed the 

same results and almost all small banks have negative earnings in the year 2010. All 

those banks that have negative earnings are rated “5” in their earnings component 

rating. Medium size banks such as Askari Bank limited, Bank Al Falah limited and 

Standard Chartered Bank Pakistan also end up with unsatisfactory earning. It is only the 

large banks such as Allied Bank Limited, Bank Al Habib, MCB Bank, National Bank of 

Pakistan and UBL that have adequate earnings. 

 

6.1.5 Liquidity Management Ratings: 
 

In our research we measure liquidity position of our sample banks with the help of two 

formulas that take into consideration advances of the banks, their deposits, circulating 

assets and total assets. What we observed is almost all banks have a good level of 

liquidity position and no alarming liquidity concerns for any particular bank. Only few 

sample banks have some minor dispositions in there liquidity level but that can be 

rectified with the proper attention by management of the banks and regulatory 

authorities. 

 

6.1.6 Sensitivity to Market Risk Rating: 
 

Sensitivity to market risk shows exposure of the bank assets to the risk associated with 

its investment in the marketable securities. Grater the marketable securities on the 

bank‟s asset list, the grater will be the risk to the bank. We observed in the findings of 

our sample banks that only 1 bank that is Bank Al Habib Limited has extreme level of 

risk associated with its assets and have a component rating of “5” in sensitivity to 

market risk. Habib Metropolitan and Bank of Khyber are two other banks that have 

some concerns regarding their marketable securities and are rated “4” on the component 

rating. 
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6.2 Banks ranking on the basis of CAMELS rating system: 
 

                Table 20: Sample banks ranking 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

In above table all sample banks of our research are ranked on the basis of the total 

component soccer attained by every individual bank. The lower the score is the better is 

the ranking of the banks. We observed that almost all large banks are included on the 

top of the list that shows their better performance as compare to the small banks. Only 1 

small bank that is Bank of Khyber which is a nationalized commercial bank is included 

in top 10 banks. Large banks showed better performance in all components of 

CAMELS rating system and are rated lower on the individual component ratings and 

ultimately they have lower total for component ratings and secure ranking on the top of 

the table. These banks maintain adequate performance and very good risk management 

practices and has high quality of management that maintains a good level of liquidity. 

These banks have satisfactory level of capital adequacy ratio and quality of assets on the 

right hand side of their balance sheet. Whereas all small banks beside Bank of Khyber 

are ranked lower in the ranking table of the sample banks. The reasons are first of all 

these bank have negative earnings mostly because of large amount of non-performing 

assets that started the problems for the banks, inefficient management to take care of the 

bank‟s assets to be utilized efficiently. 

 

 

 

 

 

Bank Name 
Total components 

score 
Ranking 

MCB Bank 13 1 

Bank Al Habib Limited 13 2 

Allied Bank Limited 15 3 

Habib Bank Limited 16 4 

National Bank Of Pakistan 16 5 

Bank of Khyber 17 6 

United Bank Limited 18 7 

Standard Chartered Bank 19 8 

Habib Metropolitan Bank 20 9 

Bank Al Fallah Limited 23 10 

First Women Bank Pakistan 23 11 

Askari Bank Limited 24 12 

Faysal Bank 25 13 

JS Bank Limited 26 14 

My Bank 28 15 

NIB Bank 30 16 

Summit Bank 31 17 
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6.3 Composite rating against PACRA short term and long term ratings: 
 

Bank Name CAR 

Assets 

Quality 

Ratio 

management ROA ROE 
Liquidity 

L1 

Liquidity 

L2 

Senstivity 

rating 

Composit 

rating 

Allied Bank Limited 2 2 1 1 1 2 4 2 2 

Askari Bank Limited 2 4 2 4 5 2 2 3 4 

Bank Al Fallah Limited 2 3 3 4 5 2 2 2 4 

Bank Al Habib Limited 2 1 1 1 1 1 1 5 2 

Bank of Khyber 1 5 1 1 3 1 1 4 3 

Faysal Bank 2 5 3 3 4 2 3 3 4 

Firt Women Bank 

Pakistan 

1 

3 

3 5 5 2 2 2 4 

Habib Bank Limited 2 2 2 1 2 2 3 2 2 

Habib Metropolitan 

Bank 

2 

3 

1 1 3 4 2 4 4 

JS Bank Limited 1 5 5 5 5 1 1 3 5 

MCB Bank 1 2 1 1 1 2 2 3 2 

My Bank 2 5 3 5 5 3 4 1 5 

National Bank Of 

Pakistan 

1 

4 

2 1 2 2 2 2 2 

NIB Bank 2 5 4 5 5 4 3 2 5 

Standard Chartered 

Bank 

1 

2 

4 1 4 3 3 1 4 

Summit Bank 5 5 4 5 5 3 2 2 5 

United Bank Limited 1 4 3 1 2 2 2 3 3 
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Table 21: Composite ratings VS PACRA ratings 
PACRA ratings 

Bank Name 
Composite 

rating 
Total score Short term Long term 

Allied Bank Limited 2 15 A1+ AA 

Askari Bank Limited 4 24 A1+ AA 

Bank Al Fallah Limited 4 23 A1+ AA 

Bank Al Habib Limited 2 13 A1+ AA+ 

Bank of Khyber 3 17 A2 BBB 

Faysal Bank 4 25 A1+ BBB+ 

First Women Bank Pakistan 4 23 A2 BBB+ 

Habib Bank Limited 2 16 A-1 + AA+ 

Habib Metropolitan Bank 4 20 A1+ AA+ 

JS Bank Limited 5 26 A1 A 

MCB Bank 2 13 A1+ AA+ 

My Bank 5 28 A2 A- 

National Bank of Pakistan 2 16 A-1 + AAA 

NIB Bank 5 30 A1+ AA- 

Standard Chartered Bank 4 19 A1+ AAA 

Summit Bank 5 31 NA NA 

United Bank Limited 3 18 A-1 + AA+ 

 

6.3.1 Allied Bank Limited (ABL): 
 

After implementation of CAMELS rating system on Allied Bank Limited (ABL), our 

findings rated ABL a composite rating of “2” which indicates that it is a fundamentally 

and financially strong bank. It indicates that ABL has good management that very 

efficiently look after its business activities and have a good control over the risk 

associated with the bank operations. We also observed that bank maintain a high level 

of liquidity as well. On the other side ABL is rated A1+ for its short term rating issued 

by PACRA which means good level of liquidity in near future and its fulfillment of all 

its current short term obligations on time. ABL is rated AA on its long term rating 

announced by PACRA which represent strong financial position of the bank and timely 

fulfillment of its commitment of all financial obligations. So we can say both CAMELS 

and PACRA has same rating for ABL. 

 

6.3.2 Askari Bank Limited: 
 

Askari Bank Limited is assigned a composite rating of “4” which denotes unstable and 

risky performance of the bank. This is mainly because of its management failure to 

utilize its assets properly and the banks end up with unsatisfactory earnings. Askari 

Bank Limited is assigned a short term rating of A1+ by PACRA which indicates good 

level of short term liquidity where as its long term rating is AA which represent strong 

financial position of the bank. So here we can observe that the results provided by 

CAMELS rating system and PACRA are not similar. 
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6.3.3 Bank Al-Fallah Limited: 
 

Composite rating assigned to Bank Al Fallah limited on the basis of component score in 

CAMELS rating system is “4” which denotes unstable and risky performance of the 

bank. The reasons behind lower level of performance of bank are unsatisfactory earning 

and improper utilization of banks assets by their management. PACRA rated Bank Al 

Fallah Limited A1+ which shows satisfactory level of short term liquidity by the bank 

whereas bank is rated AA on its long term rating scale which represent strong financial 

position of the bank and ability for its timely repayment of financial obligations. So here 

we also observe that CAMELS rating system are different from PACRA rating agency. 

 

6.3.4 Bank Al-Habib Limited: 
 

Bank Al-Habib Limited is assigned a composite rating of “2” and is ranked 2
nd

 in the 

sample banks on the basis of its total component rating score based on CAMELS rating 

system. This indicates bank has a very high level of performance and all its departments 

are doing a very good job. Bank Al-Habib Limited is assigned A1+ in its short term 

rating while it is long term rating is AA+ by PACRA which represent strong financial 

position of the bank and ability for its timely repayment of its long term financial 

obligations. So we can say both CAMELS rating system and PACRA has same rating 

for Bank Al-Habib Limited. 

 

6.3.5 Bank of Khyber (BoK): 
 

Composite rating assigned to Bank of Khyber on the basis of its components score in 

CAMELS rating system is “3” which denotes bank has some weaknesses in few 

components. These deficiencies are in quality of its assets and sensitivity to market risk 

but bank can overcome them with the proper attention of its management and regulatory 

bank. Bank of Khyber is assigned A2 rating in its short term rating while it is long term 

rating is BBB by PACRA. This represent its short term obligations are supported by 

satisfactory level of capital for its timely repayment but its long term commitments and 

obligations are related with its future performance and macro economic conditions. So 

here we can say that both CAMELS rating system and PACRA have same rating for 

Bank of Khyber. 

 

6.3.6 Faysal Bank Limited: 
 

Faysal Bank Limited is assigned a composite rating of “4” which denotes unstable and 

risky performance of the bank. Reasons behind lower level of performance of the bank 

are its unsatisfactory earning and improper utilization of banks assets by their 

management. Faysal Bank Limited is assigned A1+ in its short term rating while it is 

long term rating is BBB by PACRA which represent short term obligations are 

supported by highest level of capital for its timely repayment and its long term 

commitments and obligations are related with its future performance and macro 

economic conditions. Here we also observe that CAMELS rating system has a better 

monitoring mechanism of the bank performance as compare to external credit rating 

agency. 
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6.3.7 First Women Bank: 
 

Composite rating assigned to First Women Bank on the basis of its component score in 

CAMELS rating system is “4” which denotes unstable and risky performance of the 

bank. This is mainly because of lowest level of its earnings. First Women Bank is 

assigned A2 in its short term rating while it is long term rating is BBB+ by PACRA 

which represent short term obligations are supported by satisfactory level of capital and 

long term obligation are associated with its future performance. So here we can observe 

that the results provided by CAMELS rating system and PACRA are not similar. 

 

6.3.8 Habib Bank Limited (HBL): 
 

Habib Bank Limited is assigned a composite rating of “2” which indicates that bank has 

a very high performance and is a financially strong bank. It shows that HBL have 

excellent management that very competently look after its business activities and have 

good control on the risk related with the bank operations. HBL is assigned A-1+ in its 

short term rating while it is long term rating is AA+ by JCR-VIS which indicates 

highest level of certainty of its timely payments for its short term obligations and have 

modest level of risk associated for its long term obligations. We can say both CAMELS 

rating system and JCR-VIS has same rating for HBL. 

 

6.3.9 Habib Metropolitan Bank Limited: 
 

Composite rating assigned to Habib Metropolitan Bank Limited on the basis of its 

component score in CAMELS rating system is “4” which denotes unstable and risky 

performance of the bank. It is because bank has some discrepancies liquidity concerns 

and its sensitivity to market risk. PACRA rated Habib Metropolitan Bank Limited A1+ 

which indicates acceptable level of short term liquidity by the bank whereas bank is 

rated AA+ on its long term rating scale which represent strong financial position of the 

bank and ability for its timely repayment of its financial obligations. So here we can 

observe that the results provided by CAMELS rating system and PACRA are not 

similar. 

 

6.3.10 JS Bank Limited: 
 

JS Bank Limited is assigned a composite rating of “5” which indicates extremely 

unsound, risky and unstable performance of the bank. It is because JS Bank has 

component rating of 5 in quality of its assets, quality of its management and has 

negatives earnings. JS Bank is assigned “A1” in its short term rating while it is long 

term rating is “A” by PACRA which indicates acceptable level of short term liquidity 

by the bank and its long term financial obligations are related with its future 

performance and macro economic conditions. Here we observe a complete disparity of 

ratings assigned by CAMELS rating system and PACRA. 

 

6.3.11 MCB Bank Limited (MCB):  
 

MCB Bank Limited is assigned a composite rating of “2” and is ranked 1st in the 

sample banks. This indicates bank has a very high level of performance and all its 

sections are doing a very good job. MCB is assigned A1+ in its short term rating while 

it is long term rating is AA+ by PACRA which represent strong financial position of the 
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bank and ability for its timely repayment of its financial obligations. Here we observe 

that both CAMELS rating system and PACRA have same rating for MCB Bank 

Limited. 

 

6.3.12 MyBank Limited: 
 

MyBank Limited is assigned a composite rating of “5” which indicates shaky, risky and 

unstable performance of the bank. MyBank Limited is assigned A2 in its short term 

rating while long term rating assigned by PACRA is A-. This represents its short term 

financial commitments are supported by satisfactory level of capital its long term 

financial obligations are associated with its future performance. We examine an 

absolute difference in the ratings assign by CAMELS rating system and PACRA.  

 

6.3.13 National Bank of Pakistan (NBP): 
 

NBP is assigned a composite rating of “2” which indicates that bank has a very good 

performance and is a financially stable bank. NBP is assigned A-1+ in its short term 

rating while it is long term rating is AAA+ by JCR-VIS which indicates uppermost level 

of certainty of its timely payments for its short term financial obligations and have 

lowest level of risk associated for its long term financial obligations. We can say both 

CAMELS rating system and JCR-VIS has same rating for NBP. 

 

6.3.14 NIB Bank Limited: 
 

Composite rating assigned to NIB Bank Limited on the basis of its components score is 

“5” which denotes extremely unsound, risky and unstable performance of the bank. NIB 

Bank has low quality of assets, poor management, negative earnings and liquidity 

concerns. PACRA has rated NIB Bank limited A1+ in on its short term ratings whereas 

AA- on its long term rating scale. This indicates acceptable level of short term liquidity 

and ability of the bank for its timely repayment of its long term financial obligations. 

Here we observe a complete disparity of ratings assigned by CAMELS rating system 

and PACRA assign to NIB Bank limited. 

 

6.3.15 Standard Chartered Bank Limited: 
 

Composite rating assigned to Standard Chartered Bank Limited in CAMELS rating 

system is “4” which denotes unstable and risky performance of the bank. Standard 

Chartered Bank Limited is assigned A1+ in its short term rating while long term rating 

assigned to the banks by PACRA is AAA. This denotes acceptable level of short term 

liquidity and highest level of capability in the bank to pay its long term financial 

obligations. We examine an absolute difference in the ratings assign to Standard 

Chartered Bank Limited by CAMELS rating system and PACRA. 

 

6.3.16 Summit Bank Limited: 
 
Summit Bank Limited is assigned a composite rating of “5” and is ranked 17th in the sample 

banks which indicates extremely risky and unstable performance of the bank. Summit Bank 

Limited is a recently developed merger of Arif Habib Bank Limited and Atlas Bank 

Limited and have no ratings published after its merger. 
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6.3.17 United Bank Limited (UBL): 
 

Composite rating assigned to United Bank Limited on the basis of its components score 

is “3” which indicates bank has some weaknesses in few components. These 

deficiencies are in quality of its assets and sensitivity to market risk. UBL is assigned A-

1+ in its short term rating while it is long term rating is AA+ by JCR-VIS which 

indicate highest level of certainty of its timely payments of its short term obligations 

and have modest level of risk associated for its long term obligations. Here we observe 

that CAMELS rating system and JCR-VIS does not have the same rating for UBL and 

there are some minor differences.  

 

6.4 Sample banks composite rating standings: 
 

In our research we implemented CAMELS rating system on 17 sample banks that 

belong from Islamic Republic of Pakistan. All these banks are rated on the scale of 1 to 

5. Out of 17 banks none of the sample bank is able to achieve a composite rating 1, total 

five sample banks have a composite rating of “2” that is 29% of the total sample. Two 

banks are able to secure composite rating “3” that is 12% of the total sample. Majority 

of banks that are six in numbers have achieved composite rating “4”that is 35% of the 

whole sample. Four banks are rated “5” in their composite rating that is the lowest 

rating and 24 % of the total sample. Below is the pie-chart of composite rating 

distribution of the sample banks. 

 

 
 

Figure 6.1 shows composite rating 

 

 

This shows that 60% of our sample banks are in unstable and risky position. This is 

quite a huge proportion of our sample. Based on these analysis and discussions we will 

conclude our research in the next chapter. 
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Chapter 7: Conclusion & 
Recommendations: 

This is last chapter of our thesis in which we will conclude our research that is based 

upon a theoretical framework, the findings and analysis chapter of our thesis. Here we 

will answer our research question and will also provide some recommendations and 

future research studies in this field of rating systems. 

 

7.1 Conclusion: 
 

The core intention of our research study was to answer our research question that is 

“Does CAMELS system provide similar rating as PACRA system in assessing the 

performance of banks in Pakistan”. In our research we took positivist stance in 

epistemological consideration to accept or reject our hypothesis whereas in ontological 

consideration ours research is objectivist in nature. To undergo with our research we 

opted for deductive research approach that is mostly suited with quantitative research 

strategy. As we were trying to analyze the similarities in the results of CAMELS and 

PACRA rating systems on which no study was conducted in the past, our research is 

exploratory in nature. To answer our research question we analyzed consolidated annual 

financial statements of our seventeen sample banks, this makes our research cross-

sectional in nature with respect to its time horizon. For sample selection of the banks for 

our research we used criteria sampling method that is a type of non-probability 

sampling. To answer our research question we used secondary data such as annual 

reports of the banks, researches in the field of banking industry by other researchers, 

studied literature discussing CAMELS rating system and its six components in different 

perspectives. We also studied literature about procedures of PACRA rating agency and 

its methodology to assess performance of the banks. CAMELS is and internal 

supervisory rating system for examination of the banks whereas PACRA is an external 

credit rating agency. Theoretically we observed that both CAMELS and PACRA rating 

system assess same characteristics and performance criteria of the banks. But to find out 

similarities in the results of these both ratings systems, we decided to practically 

implement and evaluate consolidated annual financial reports of 17 sample banks. As 

CAMELS is an internal rating system and its results are not available to the general 

public other than supervisory bank and management of the banks themselves, so we 

implement its ratios to avail the result of the sample banks. PACRA publish rating list 

of its clients almost every month and are accessible to everyone. 

 

When we collected the results of both CAMELS and PACRA rating systems, we 

counter checked the results provided by them for similarities on our sample banks made 

of 17 banks. What we observed is there are similarities in the results of the large banks 

such as ABL, HBL, MCB, NBP and UBL where as there are no similarities in the 

results of medium sized banks such as Askari Bank, Bank Al-Falah and Standard 

Chartered bank Limited. Results of the small banks such as Faysal Bank, JS Bank, 

Mybank and NIB banks shows complete difference in the their results. PACRA Rating 

of all sample banks in our research is in the range of AAA and BBB for long term rating 

whereas its short term rating is A1 and A2 for all sample banks. The similarities in the 

large banks cannot be considered as accuracy of rating systems but it is coincidently in 

the same rating scale as other small and medium sized banks.  
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Primary purpose of our research was to analyze similarities in the results generated by 

CAMELS rating system and PACRA rating agency.  Our research findings show that 

ratings published by PACRA rating agency show almost all banks are financially strong 

and stable where as results of CAMELS rating system are completely different from 

these ratings. So we can conclude that there are no similarities in the results of these 

rating systems. Sub purpose of our research was to rank sample banks that would be 

based upon the total score of CAMELS components ratings. Based on the component 

rating displayed by 17 sample banks selected for our research from banking industry of 

Pakistan MCB Bank is ranked 1
st
, Bank Al-Habib 2

nd
 and ABL 3

rd
 where as Summit 

Bank is at the bottom of the table. Details of the ranking are showed in table 20. Large 

banks dominating upper portion of the table whereas small banks are at the bottom of 

ranking table. 

 

7.2 Recommendations: 

 

At the end of our research we are able to put forward few recommendations to State 

Bank of Pakistan (SBP) that is supervisory and regulator bank of the country and 

Securities and Exchange Commission of Pakistan (SECP). 

 

 After assessment of CAMELS rating system in the context of Pakistan banking 

industry we found disparities in its results with respect to PACRA ratings. So for 

that reason we will not recommend the usage of CAMELS as a regulator 

supervisory rating system in the context of Pakistan banking industry. 

 

 We strongly recommend that SBP should try and put some efforts to customize 

their own regulator‟s supervisory rating system. A rating system that can 

effectively evaluate the performance of commercial banks and other affiliated 

financial institutions operating in the local banking industry of Pakistan. If not 

possible 

 

 We also recommend that SBP should evaluate other international regulatory 

rating system such PATROL, ORAP, RATE, RUST and BAKIS for the 

adoptability in local banking industry of Pakistan. 

 

 Security and Exchange Commission of Pakistan is required to critically evaluate 

procedures of national credit rating agencies such as PACRA and JCR-VIS and 

bring them to the level of international standard.  

 

7.3 Further research suggestions: 
 

This research was carried out on the similarities of rating results generated by CAMELS 

rating system and PACRA rating agency in Pakistan. For further research in this field 

we have some suggestion 

 

 Results of international credit rating agencies such as S&P, Moody‟s and Fitch 

should also be compare for similarities with CAMELS or any other supervisory 

rating systems implemented in different countries.  

 

 It would be productive research to study adoptability of CAMELS rating system 

in the context of Islamic banking system. 
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 For future research related with CAMELS rating system, we suggest its 

implementation on other financial institutions such as investment banks, mutual 

funds and insurance companies. 

 

 For further research in future we suggest to extend time horizon of the research 

and should analyze more than one year annual financial statements such as three, 

four or five might be a good research period.  

 

 To expend the geographical boundaries of the research to four or five countries 

where CAMELS is the supervisory rating system and to compare the results 

produces in the research with the one we produced. 

 

 There is also a need for research work on comparison of supervisory rating 

systems of several countries such as ORAP, RUST and RATE with one another 

and accuracy of their results. 

 

 Performance analysis and results comparisons of S&P, Moody‟s and Fitch that 

are the most famous international credit rating agencies in the world could also 

be an interesting research study for those who are interested in the ratings of 

these institutions. 

 

7.4 Quality criteria of our research: 
 

A quality research makes use of a strong and sound research design to answer the 

important research question of the study. Three criteria are used to evaluate quality of 

quantitative research studies. Namely these are reliability, validity and generalizability 

of the research.  

 

Reliability: 

 

Reliability is principally apprehensive with the regularity of measure of a concept or 

phenomenon. It mostly deals with the repeatability of the results generated by the 

research (Bryman & Bell, 2007, p.163). According to Saunders et al. reliability is the 

consistency of the research findings with the implementation of same data collection 

tools and same procedures for analysis of the empirical findings (Saunders et al., 2009, 

p. 156). Based on the reliability criteria of quantitative research, we believe that our 

research findings can be repeated with the usage of same data collection tool and 

analysis procedure. If same data is collected from the consolidated annual financial 

statements of our sample banks will present the same result on the financial ratios used 

in this research study.  

 

Validity: 

 

According to Golafshani, (2003) validity of a research is mainly related with the 

research that positivist in nature in it epistemological consideration. According to 

Wainer and Braun (1998) Validity in a quantitative research is “construct validity”. 

validity of a research concludes whether the research actually answers or measures the 

same research problem which it was proposed to do. Or we can say that did the research 

findings really hit the bull‟s eye of the research problem? (Joppe, 2000, p. 1). Objective 
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of our research was to analyze the results generated by CAMELS rating system against 

PACRA rating agency and observe similarities in the results. In the conclusion of our 

research we implicitly answer our research question that there are no similarities in the 

results of both ratings (Golafshani, 2003, p 599). 

 

Generalizability: 

 

Generalizability of a research is the extent to which conclusions of a research study 

carried out on a sample set from a population can be functional or useful to the whole 

population or a large population. Sample size of our research includes seventeen 

commercial banks out of the population of 23 local commercial banks from banking 

industry of Pakistan. So results presented by the sample banks can fulfill the quality 

criteria of generalizability of whole population of the commercial banks.  
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