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Abstract:  

The purpose of this research is to investigate supervisory support as moderator between 

work family conflict (WFC) and turnover intentions in banking sector employees, 

working in Sindh province of Pakistan. Primary data were collected through Likert type 

survey questionnaire, targeting the 181 employees, working in commercial banks. The 

findings of this study shows the significant positive effect of work family conflict on 

turnover intentions of employees. Moreover, supervisory support was found as the 

significant moderator of the relationship between work family conflict and turnover 

intentions. The moderating effect of supervisory support significantly reduced the 

turnover intentions level of employees which they experienced due to work family 

conflict.  
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1. Introduction 
The environment in banking sector of Pakistan is very challenging. It is a routine for 

employee to work late hours. Employees hardly leave their job before sunset. Due to 

cut-throat competitions, customer are given more than due care. In most of the banks, 

particularly in the area focused in current study, customers are allowed to deposit and 

withdraw amount even after official work hours. In such circumstances it becomes very 

difficult for employees to fulfill their family role demands, and as a result they are likely 

to face conflict between their work and family demands. In organizational behavior 

literature such inter-role conflict is termed as work family conflict (WFC). Netemeyer, 

et al. (1996) defines WFC as “a form of inter-role conflict in which the general demands 

of time devoted to, and strain created by the job interfere with performing family-related 

responsibilities” ( P. 401). WFC has been tested as the significant predictor of many 

work place attitudes and behaviors and one of the potential outcome of WFC in the 

workplace is turnover intentions (Amstad, Meier, Fasel, Elfering, & Semmer, 2011; 

Dinger, Thatcher, & Stepina, 2010; Haar, Roche, & Taylor, 2012; Pasupuleti, Allen, 

Lambert, & Cluse-Tolar, 2009). Further, WFC has also been tested as significant 

predictors of some workplace outcomes in context of Pakistan such as employees’ 

performance (Ashfaq, Mahmood, & Ahmad, 2013), job satisfaction (Ahmed & 

Muhammad Muddasar, 2012) but little attention has been given to the role of WFC in 
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developing turnover intentions. Therefore, this study tends to investigate the effect of 

WFC on the turnover intentions. Further, job demand resource model (Demerouti, 

Bakker, Nachreiner, & Schaufeli, 2001) posits that if employees are provided resources 

in the workplace than such resources can counter the effect of job demands. This model 

proposes supervisory support as one of the potential resource for managing the work 

role demands of employees. Furthermore, the research on context of current study 

shows that corporate sector of Pakistan, including the banking sector, is at stage of 

infancy in adopting the human resources management (HRM) practices and due to such 

ineffective HRM practices, employees form groups with each other for seeking help. 

However, managers of banks have been trying to implement the HRM practices 

informally (Khilji, 2013). Further, the collectivist cultural context of the current study 

(Hofstede, 2016) can be the added advantage, which can let us presume that supervisors 

can be very helpful for employees to reduce their turnover intentions. Therefore, based 

on the job demand resource model (Demerouti et al., 2001), and collectivist cultural 

context (Hofstede, 2016; Khilji, 2013), we argue that if employees are provided social 

support resources such as supervisory support then employees turnover intention level 

developed due to WFC can be decreased. Therefore, the overall objective of this 

research is to investigate supervisory support as the moderator between WFC and 

turnover intentions in the employees of banking sector of Sindh, Pakistan. 

2. Theoretical Framework and Hypotheses 
One of the initial works on work family conflict (WFC) by Greenhaus & Beutell (1985) 

defines WFC as  “a form of role conflict in which the role pressures from work and 

family domains are mutually incompatible in some respect that is participation in the 

work (family) role is made more difficult by virtue of participation in the family (work) 

role” (p. 77). Further, Gutek et al. (1991) argues that as WFC is related to two domains 

i.e., work and family. Therefore, they propose that WFC can be two directional i.e., 

work interference with family (WIF) and family interference with work (FIW). If 

conflict is initiated from work place and it does not allow an individual to perform 

family role, then such conflict is termed as WIF. Further, if conflict is initiated from 

home and it does not allow an individual to perform work role, then such conflict is 

termed as FIW. Furthermore, to measure these both direction of WFC, Netemeyer, et 

al. (1996) developed the scale which measures both directions of WFC but they called 

WIF as WFC and FIW as family-work Conflict. They defines WFC as “a form of inter-

role conflict in which the general demands of time devoted to, and strain created by the 

job interfere with performing family-related responsibilities” ( P. 401). This study 

investigates WFC rather than FWC due to the focus of this study which was to 

contribute in the organizational context of employees, rather than the home context. 

WFC has been tested as the significant predictor of many work place attitudes and 

behaviors such as psychological strain (Kalliath, Hughes, & Newcombe, 2011), 

turnover intentions (Haar et al., 2012). turnover intentions, (Amstad et al., 2011). 

Although, WFC has been tested as predictor of turnover intentions (Amstad et al., 2011; 

Dinger et al., 2010; Haar et al., 2012; Pasupuleti et al., 2009) and WFC has also been 
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tested as the predictor of some work related outcomes in context of Pakistan such as 

employees’ performance (Ashfaq et al., 2013), job satisfaction (Ahmed & Muhammad 

Muddasar, 2012)  but it has hardly been tested as predictor of turnover intentions. 

SamGnanakkan (2010) describes turnover intentions as the employees’ thoughts about 

leaving an organization. Turnover intentions is actually a step to actual resignation 

(Alexander, Lichtenstein, Oh, & Ullman, 1998). Cinamon & Rich (2002) suggested that 

people who value their family may also show responsibility at work because of getting 

some extra financial benefit from their organization and as a result, the extra effort put 

to workplace creates stress and leads to turnover intentions. Therefore, based on these 

studies, we may argue that the negative experiences of WFC can create the intentions 

of turnover. Further, we argue that on the one hand, the environment in banking sector 

of Pakistan is very challenging. It is routine for employees to work late hours. 

Employees hardy leave their job before sunset. Due to cut-throat competitions customer 

are given more than due care. In most of the banks, particularly in the area focused in 

current study i.e., Sukkur, Khairpur districts of Sindh province of Pakistan, customers 

are allowed to deposit and withdraw amounts even after official work hours. In such 

circumstances it becomes very difficult for employees to fulfill their family role 

demands. On the other hand, the majority of people in Pakistan lives in joint family 

setup (Itrat, Taqui, Qazi, & Qidwai, 2007), where individuals not only take care of their 

wife and children but they also take care of the demands of their parents and other 

family members as well. In such circumstances, it is likely that employees will 

experience WFC which can develop the turnover intentions in the employees. 

Therefore, we propose that; 

Hypothesis 1: Work family conflict significantly increases the turnover intentions level 

of employees. 

Work family conflict theory (Greenhaus & Beutell, 1985) posits job demands as the one 

of the prime sources of WFC among the employees. Furthermore, the job demand 

resource model (Demerouti et al., 2001) posits that the work place resources can be 

used as the mechanism to counter the work demands. One of the resource is the 

supervisory support. Supervisory support is considered as the social support resource. 

This research has focused on the supervisory support as the resource based on job 

demand resource model and due to the collectivist cultural context of current study 

(Hofstede, 2016; Khilji, 2013). People living in collectivist cultural context are likely 

to offer love, support to each other and the lack of social resources such as supervisory 

support can lead to employees to make the decisions like withdrawal form job as the 

ultimate solution (Demerouti et al., 2001). Employees consider their supervisors as the 

agents of organization and they can play a significant role in retention of employees 

(Eisenberger, Stinglhamber, Vandenberghe, Sucharski, & Rhoades, 2002). Being 

agents of the organization, they have got some authority to help employees to meet their 

work demands. Further, they can provide information to employees, regarding the 

organizational work family policies, they can interact with employees and listen to their 
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personal problems (Allen, Amason, & Holmes, 1998). Therefore, based on the job 

demand resource model, and collectivist cultural context of this study, we argue that if 

the supervisor is supportive then employee’s turnover intentions level developed due to 

WFC can be decreased. Although supervisory support is already tested and found as 

significant moderator in work family conflict studies such as between work demands 

and WFC (Yildirim & Aycan, 2008), between job control, work overload and WFC 

(Warner & Hausdorf, 2009), it is rare to find any study testing supervisory support as 

moderator between WFC and turnover intentions. Thus, we propose that,  

Hypothesis 2: Supervisory support moderates the positive relationship between work 

family conflict and turnover intentions such that the positive relationship will be weaker 

when supervisory support is high as compared to when supervisory support is low. 

3. Research Model 

 
Figure 1: Research Model 

4. Research Methodology 
4.1 Sample 

The primary data for this study were collected form the employees of banking sector of 

Sindh province of Pakistan. Data were mainly collected from two districts i.e., Sukkur 

and Sindh. Although, around 300 questionnaires were distributed but some respondents 

either did not return the questionnaire even after two visits or some did not properly fill 

the questionnaire. We did not force any respondent to fill the questionnaire. They were 

given open choice to participate or do not participate in the study. Therefore, only 181 
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properly filled questionnaires were included in the current study which makes a healthy 

response rate of around 60 percent. The demographic information of respondents is 

given in table 01. 

Table 01: Respondents Demographics (N= 181) 

Demographic Variable    N  Percentage 

Gender 

 Male     136   75.0  

 Female       45   25.0  

Age (In Years)  

 20 – 29       92   50.8  

   

 30 – 39                   67   37.0  

 40 – 49       20   11.0  

 Above 50      02   01.1  

Experience (In years) 

 01 < 02       23   12.7 

 02 < 05     111   61.3 

 05 < 10       31   17.1 

 10 and above      16   08.8 

 

4.2 Measures 

A five point Likert scale questionnaire is used for conducting survey for data collection. 

WFC is measured by five items’ scale adopted from the study of Netemeyer, et al. 

(1996). Turnover intentions is measured by a four items’ scale adopted from Kelloway, 

et al. (1999). Supervisory support is measured through a five items’ scale adopted from 

Allen et al. (1998).  

5. Data Analysis and Results 
Initially we performed preliminary data screening tests (Pallant, 2010). It is very 

important to perform these tests before the analysis of results such as the presence of 

outliers may distort the results. The existence of missing values or aberrant values may 

provide alternative explanations. Further, confirmatory factor analysis (CFA) was 

conducted to assess the independent structure of the data and the fit of measures in 

context of current study. Model fit indices, recommended by Hair, et al. (2010) were 

followed. Comparative Fit Index (CFI) and Tucker–Lewis Index (TLI) value of .90 or 

above and Root-Mean Square Error of Approximation (RMSEA) value less than 0.08 

are considered as good fit for any model. CFA results show that our model best fits the 

data as all the fit indices were well above the threshold values (CMIN/DF= 1.16, CFI= 

97, TLI= .96, RMSEA=.03). We also checked the reliability of variables. This followed 

the descriptive statistical techniques that were applied to determine mean, standard 

deviation, correlations. Finally, regression analysis, through modprobe macro (Hayes 
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& Matthes, 2009) were conducted to test the main effect of WFC on turnover intentions 

and the moderating effect of supervisory support.  The results of mean, standard 

deviation and reliability are given in table 02. Although 0.7 is considered as an excellent 

value for reliability of a construct, however an score of 0.5 and above indicates the 

acceptability and a score of 0.6 is considered as good (Gliem & Gliem, 2003). 

Therefore, all the constructs, included in current study are well within the acceptable 

level. 
Table 02: Mean, Standard Deviation and Reliability 

            Mean  St. Deviation 

 Alpha Coefficient 

 

Work Family Conflict (WFC)        4.03 .52    .63

   

Supervisory Support                       3.19 .68                           .72 

Turnover Intentions                        4.10 .57    .75 

 

Correlation result between WFC and turnover intentions were significant (r =.30, p < 

.01). The correlation of supervisory support with WFC and turnover intentions were 

insignificant. The correlation of demographics (i.e., gender, age, experience) with the 

turnover intentions were insignificant therefore, these were not included in further 

regression analysis. Correlation results are given in table 03. 

Table 03: Correlation Matrix 

     1 2 3 4 5 6 

 

1. Gender    1 

2. Age    -.21** 1 

3. Experience   -.18* .62**  1 

4. Work Family Conflict  .04 .13 .11 1  

   

5. Supervisory Support  .09 -.19** -.09 -.02 1 

   

6. Turnover Intentions  .03 .04 -.07 .30** .07 1 

* * Correlations are significant at 0.01 levels 

Subsequently, regression results showed that WFC has significant effect on turnover 

intentions (β= .28, p< .01). Therefore, H1 was fully supported. Furthermore, the 

interactive effect of WFC and supervisory support on turnover intentions was also 

significant (β= -.37, p< .01). Therefore, H2 was also fully supported. Overall, model 

explained around 15 percent of significant variance in turnover intentions of the 

employees and the change in r-square due to moderating effect was around 05 percent 
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which was also significant. These results are given in table 04. 

Table 04: Main effect of work family conflict and moderating effect of supervisory support on 

turnover intentions 

Independent Variables  β   Std. Error  t     

 p 

Work family conflict  .28  .07   3.6 

 .00** 

Supervisory Support  .07  .05   1.18 

 .23  

WFC X Supervisory Support -.37  .11   -3.22 

 .0015** 

Dependent Variable: Turnover Intentions 

R-Square: .15; R-Square change due to moderation:  .05 

F – Value: 10.36; Significance level: ** =.00 

Furthermore, slopes were drawn to check the effects of moderator (i.e., supervisory 

support) on the relationship between WFC and turnover intentions at different levels of 

moderators. The slope showed that the level of turnover intentions increased as WFC 

increased, when supervisory support was low. The level of turnover intentions 

decreased as WFC increased, when supervisory support was high. These results are 

consistent with our hypothesis 2 for interactive effects of WFC and supervisory support 

on turnover intension. The Slope is given in figures 2. 

 
Figure 2: Slope for the Interactive Effect of Work Family Conflict (WFC) and Supervisory 

Support (SS) on Turnover Intentions 

6. Discussion 
The results of this study showed existence of WFC in the employees. The reasons for 

existence of WFC could be larger growing number of banks branches as compared to 
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increase in customers. To keep good relations with customers, banks facilitate their 

customers even after official work hours, which does not allow employees to go to their 

homes timely, and resultantly it is creating the WFC in the employees of banking sector. 

The employees’ perceptions regarding turnover intentions were also high. The reasons 

for turnover intentions of employees could be the growing number of new banks and 

their branches and extra work hours without pay that employees perform in routine. 

Further, the results of this study showed that WFC has significant effect on turnover 

intentions of the employees of banking sector. These results are also consistent with the 

studies testing effect of WFC on turnover intentions (Amstad et al., 2011; Dinger et al., 

2010; Haar et al., 2012; Pasupuleti et al., 2009).  

Furthermore, based on demand resource model (Demerouti et al., 2001), we proposed 

supervisory support as the moderator between WFC and turnover intentions. Our results 

showed that supervisory support significantly moderates the relationship between WFC 

and turnover intentions as we proposed. The role of supervisory support as moderator 

was found very effective to reduce the turnover intentions level of employees 

experienced due to WFC. The interactive effect of supervisory support with WFC not 

just made the relationship between WFC and turnover intentions weaker but actually 

the supervisory support’s moderating effect changed the direction of the relationship 

from positive to negative, which shows the influential role of supervisory support as 

moderator. Such strong influence of moderator can be due to the collectivist cultural 

context of Pakistan (Hofstede, 2016; Khilji, 2013).  

6.1 Theoretical and Managerial Implications 

This research contributed theoretically by incorporating the WFC theory (Greenhaus & 

Beutell, 1985) and demand resource model (Demerouti et al., 2001) in context of 

Pakistan. From the managerial implications point of view, this research recommends 

that the employees of banking sector are experiencing WFC and such negative 

experiences are developing the turnover intentions. Environment in banking sector of 

Pakistan is very competitive which results in heavy workload on employees (Kumar & 

Arain, 2014). Further, even there is no limit of time and employees are likely to work 

long work hours beyond the specific job timings (Bashir & Ismail Ramay, 2010). As a 

result, it becomes very difficult for employees to balance their work and family role 

(Kumar, Channa, & Bhutto, 2017). This study can be considered as the wakeup call for 

the banking sector organizations to pay serious attentions to the issue of work family 

conflict arising. Loyal employees are the long term asset of an organization. Human 

resources practices in organizations of Pakistan or even in banking sector are at the 

stage of infancy (Khilji, 2013). Further, the policies for just the work role of an 

employee may not work anymore and organizations should also develop the policies 

and programs which provide support for managing the family role responsibilities of an 

employee. If measures are not taken by the banking sector organization, the turnover 

intentions developed due to experiences of WFC can lead to actual turnover. Based on 

the results of this study, this research suggests that in absences of effective human 
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resources management practices and work family policies, the resource of supervisory 

support can be very helpful to reduce the turnover intentions of employees. Employees 

consider their supervisors as the agents of organization and they can play a significant 

role in retention of employees (Eisenberger et al., 2002). Therefore, organizations 

should also provide training opportunities to supervisors. Further, supervisors may be 

provided detailed information, regarding the work family policies of organization, for 

effective management of the work family role of employees.  At the time when 

employees are experiencing WFC or when such negative experiences are developing 

turnover intentions, supervisors with their interpersonal skills, by providing work 

family policies related information to employees and discussing with employees their 

personal problems can work like a savior for the employees to reduce their turnover 

intentions. 

6.2 Limitations and Future Directions 

The cross-sectional data were used in the current study which may not establish the 

casual effects. Therefore, the future research may use longitudinal data. The other 

potential moderators such as coworkers’ support, organizational support can be used in 

the relationship between WFC and turnover intentions because these are also considered 

as the potential sources of social support. The other possible outcomes of WFC such as 

job satisfaction, burnout, can be tested. It could provide the interesting insights to test 

the WFC and family work conflict together and comparing their effects. Other studies 

may take job demands, proposed in job demand resource model and test their effect on 

WFC of employees. The other potential antecedent of turnover intentions such as target 

oriented banking can be tested. Further, it can be studied that do the turnover intention 

is converted into real turnover or not. Moreover, it should be tested in other sectors of 

Pakistan for more generalizable results, as results of this study are limited only to 

banking sector employees.  
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Impact of Credit Risk Transfer Techniques on Lending 
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Abstract 

Application of risk management techniques gain significant importance after the 

financial crises of 2008. Banks adopt contemporary risk management techniques to 

eliminate credit risk associated with the enlargement of their lending volume. The 

present study aims to analyze the impact of credit derivatives on lending/financing 

behavior of conventional and Islamic banks of Pakistan. The study used comparative 

analysis by employing random effect model for the sample of 20 conventional banks 

and pooled OLS regression on sample size of 5 Islamic banks for the period of 2006-

2016. Results of the study show that conventional banks effectively increase their 

lending volumes by utilizing risk transfer techniques. However, Islamic banks are still 

at its infancy in utilizing risk transfer techniques due to shariah restrictions. The study 

recommends policy implications for Islamic bank to introduce innovative shariah 

compliant hedging instruments to boost their financing portfolios. 

Keywords: Lending Behavior, Bank Credit Supply, Credit Risk Transfer, Credit 

Derivatives. 

1. Introduction 
The financial crises in 2008 exposed high insolvency costs which motivate both 

conventional and Islamic banks to implement risk management procedures. These risk 

management procedures facilitate banks to achieve desire results in their portfolio by 

the transmission of risk. Innovation in financial markets and development of new 

financial instruments such as credit derivatives and collateralized debt obligations 

(CDO) lead to better diversification of portfolios by providing a wider range of 

techniques for risk management (Cebenoyan & Strahan, 2004; Greenspan, 2005). 

Credit derivatives are financial instruments used to transfer credit risk of loans and other 

assets. There are various types of credit derivatives such as options, forwards and swaps 

etc. Utilization of these tools raised the question by conventional as well as Islamic 

banks regarding their impact on lending volume (DUFFIE, 2007). Market analysts and 

risk managers stress on the importance of these new techniques as they empower banks 

to divest their risks and ensure the growth in lending (Forum, 2008; Hirtle, 2009; 

Wagner & Marsh, 2006). 
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Islamic banks acknowledge the importance of credit risk transfer techniques to actively 

manage financial risks. However, they are reluctant to use these techniques due to 

shariah controversies (Ahmed & Khan, 2007). Literature shows that Islamic banks 

procedures involved high credit risk due to trading with shariah rules as well as with 

government laws in contrast to these of conventional banks (Zahan & S Kenett, 2012). 

Therefore, Islamic banks may need to employ innovative shariah compliant risk 

management practices to divest their existing and projected credit risk. Till to date, 

literature on analyzing the comparative impact of credit risk transfer techniques on 

lending behavior of conventional and Islamic banks is scarce. More precisely, there is 

a limited work available on this topic in the context of Pakistan, where the parallel 

banking system exists. The impressive growth of Islamic banking share in Pakistan also 

motivates the researcher to conduct the comparative analysis by examining the impact 

of risk transfer techniques (derivatives) on lending behavior of conventional as well 

Islamic banks of Pakistan. 

The study provides policy implications to regulators and risk managers in conventional 

and Islamic banks.  As the results of study confirmed the significance of using credit 

risk mitigation techniques to increase the lending volume of conventional banks. 

Therefore, risk managers in conventional banks need to focus on introducing innovative 

derivative tools to support their lending growth. However, the study also suggests the 

Islamic banks to develop Shariah complaint derivative products to enhance their 

financing performance. For future research, this study extends the literature on the 

comparative credit risk transfer/management techniques. 

The remaining part of the study is structured as the literature review presents the 

existing knowledge on the credit risk transfer instruments and techniques. Third section 

discusses the methodology of the study. Moreover, next section comprises the 

discussion based on estimated results connecting them to the existing knowledge 

specified in literature review. The last section presents conclusion along with the 

recommendations of the study. 

2. Literature Review 
Risk management is imperative for the performance of banks. Banks increasingly 

recognized the necessity to estimate and supervise the risk associated in their lending 

portfolio by using quantitative methods. Banks realized that concentration of credits can 

adversely influence their financial efficiency. They also employ risk derivatives 

concerning the portfolio theory to protect customer relationships and mainly to transfer 

risk proficiently (Kairu, 2009). Haensel and Krahnen (2007) Conclude that risk appetite 

of issuing bank can be enhanced by use of modern risk instruments.  Literature shows 

that there are several innovative derivative products such as futures, forwards, swaps, 

options etc. that can improve the lending behavior of banks. These derivative products 

are used by conventional banks to cope up with their credit risk (DUFFIE, 2007). With 

respect to the innovation in risk transfer instruments, Goderis, Marsh, Castello, and 
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Wagner (2007) conducted a study by including all the banks in the sample which are 

applying risk mitigation techniques to remove credit risk from their borrowers. By 

applying the panel data approach, they found that modern risk mitigation tools have 

positive influence on the lending growth of banks. It is identified from the previous 

empirical studies that to mitigate the risk exposure of firm, derivatives are widely in 

exercise.  2Allen and Gale (2004) Concluded that in times of distress no doubt these 

developments (derivative products) enhance the benefits by increasing the capacity of 

banks to expand their lending activities. 

Academic studies in context of conventional banking sector concentrate more on the 

trend of risk transfer as compare to Islamic sector. Due to some shariah controversies 

this phenomenon exhibits little concentration by Islamic banks.  Islamic banks may be 

expected to face two types of risks: risks that are similar to those faced by traditional 

financial intermediaries and risks that are unique owing to their compliance with the 

shariah. Furthermore, Islamic banks are constrained in using some of the risk mitigation 

instruments that their conventional counterparts use as these are not allowed under 

Islamic commercial law due to the presence of gharar and element of riba (Ahmed & 

Khan, 2007). 

Khan et al. (2016) Suggests to the fiqh scholars to review their position and allow the 

Islamic banks to use these contemporary contracts such as future. Swaps and options 

for hedging3. Ali (2015) and Zakaria and Ismail (2007) constructed the empirical and 

conceptual setting to examine the impact of CRT on lending and financial stability of 

Islamic banks. The results of their study demonstrated that Islamic banks behave like 

conventional banks in context of using risk mitigation techniques. Many empirical 

studies discuss the evolution of financial sector and factors influencing the growth of 

credit in commercial banks. However, less concentration is paid in the context of 

developing economies like Pakistan. Financial market of Pakistan has enormous space 

for improvement of derivatives. Banking  organizations need to enhance their 

capabilities to use a range of derivative products (S. Akhtar, 2006).The outstanding 

improvements in fundamental derivatives instrument have been witnessed during 2004-

2005 in Pakistan (R. I. McKinnon, 2010). 

Afza and Alam (2011) and Khan et al. (2016) conducted quantitative research to 

examine the factors that affect the decision of firms to use the foreign exchange 

derivative (FX). This research is conducted by taking 86 non-financial firms listed in 

                                                           
2 Nwankwo; (Chodechai, 2004); (Chernykh & Theodossiou, 2015; Olokoyo, 2011); Ansari (2006); 

(Aisen & Franken, 2010; Berrospide & Edge, 2010; Rai & Kamil, 2010; Stepanyan & Guo, 2011); 

Grodzicki et al. (2010); (R. I. McKinnon, 2010); (Demirgüç-Kunt & Levine, 2004). 

3 Hedging contracts like forward and future contracts, repurchase agreements, forward rate agreements 

etc. such contracts are adjustable according to shariah perspective. Like future contracts can be made 

using salam for animals, mineral oils etc. 
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KSE for the time duration of 2004-2007. In Pakistani context, many studies (e.g. (Afza 

& Alam, 2011; Ahmad, Malik, & Humayoun, 2010; Imran & Nishat, 2013)) tried to 

explore different forms of risk mitigation instruments and also explain how they are 

utilized for hedging purposes. But very few studies focus on the comparative analysis 

of conventional and Islamic banks on the risk mitigation techniques and its influence 

on lending behavior of Pakistani banking sector. Afza and Alam (2011)) and Ahmed 

and Khan (2007) in their studies examined factors that affected the decision of firm to 

utilize FX derivatives, without considering other forms of derivatives i.e. futures, 

forwards and swaps and their impact comparatively on the lending behavior of 

conventional and Islamic banks. Present manuscript aims to fill up this gap by 

considering the influence of these innovative instruments on the lending behavior of 

Pakistani financial sector by including conventional as well as Islamic banks. 

3. Methodology 
This section provides the research design and the method for the gathering and analysis 

of data. This section represents the model specification, estimation technique and 

support test for the data analysis and interpretation. 

3.1. Model specification 

Literature shows that there is a positive effect on credit growth due to the usage of 

modern risk management practices. From literature it is analyzed that by using 

derivative instruments lending volume of banks increases (Ali, 2015; Rodríguez & 

Carbó, 2000). The present study uses two proxies for lending behavior i.e. gross 

financing to total assets (GF), net financing to total assets (NF). By adopting the 

methodology of Afza and Alam (2011) and Khan et al. (2016), this study takes the 

nominal sum of credit derivative instruments as a proxy of risk transfer techniques. 

Further some bank specific factors and macro-economic factors are also included in the 

equation (1) that is; capital ratio, profitability ratio, liquidity ratio, GDP, interest rate 

and exchange rate. 

It is hypothesized in the current study and also proved by the previous studies that bank 

specific variables have impact on the lending behavior of banks. Moreover economic 

development encourages the expansion of credit by financial institutions4. 

3.2. Econometric Model 

The econometric model for this study is;  

LBit=‌+ ‍1CRT+ ‍2(ROA)it +‍3(LIQ)it +‍4(CAP)it +‍5GDP+‍6IRit 

+‍7ERit+‐Ὥt…….(1) 

                                                           
4 Paroush and Schreiber (2008); M. F. Akhtar, Ali, and Sadaqat (2011); Ali (2015); (Gurley & Shaw, 1967); 

(R. McKinnon & Shaw, 1973); (R. I. McKinnon, 2010) and present researchers like (Rehman & Cheema, 

2013) and (Beck, 2000). 


