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This paper investigated the internal factors that affecting profitability of banks in 
Pakistan. This study was used annual data of 19 banks of Pakistan from 2012 to 
2016. Descriptive statistics and regression analysis are used to test the relationship 
between return on equity as dependent variable and independent variables. Capital 
adequacy, liquidity, bank size and expense management are used as independent 
variables and return on equity is used as dependent variable. The findings of this 
study showed that all the independent variables have a significant impact on 
profitability. Capital adequacy, bank size and expense management are variables 
which have positive and significant impact on the return on equity. Other variable 
liquidity has a negative but significant relationship with the return on equity. The 
results of the descriptive statistics show that liquidity and bank size have high mean 
values while the standard deviation has low values, but the other variables have low 
mean values. 

 

INTRODUCTION 
Like the other economies in present world, 

banking sector is playing an important role in the 
financial system of Pakistan. The financial sector in 
Pakistan includes commercial banks, private banks, 
Islamic banks, foreign banks, insurance companies 
and banking finance companies. Banks are more 
important in developing countries because it serves 
as the main tool of resource mobilization in a 
country than the developed countries where 
resource are already more mobilized (Bilal, Rukh, 
& Qureshi, 2016; Abdullah, Karim, Tooheen, & 
Chowdhury, 2016; Asad & Qadeer, 2014). It is 
assumed that the banks plays an important role in 
the financial system of a developing economy due 
to less developed money and capital markets (Nisar, 
Susheng, Ahmed, & Ke, 2015; Al Kahtani, Nawab, 
& Allam, 2016; Asad, Aledeinat, Majali, Almajali, 
& Shrafat, 2024).  

Studies conducted in a number of developed 
countries for example Indonesia, Nigeria and Kenya 

have shown an important role of the banking system 
in the economic development of these countries 
(Kristianti, 2016; Onuonga, 2014; Zhang & Daly, 
2013; Allam & Ahmad, 2013; Asad, Majali, 
Aledeinat, & Almajali, 2023).   

In Indonesia, bank plays major role in 
reinvestment of profits in large industries which 
lead to the rapid growth of industrial sector 
(Kristianti, 2016; Allam Z. , Asad, Ali, & Ali, 2021; 
Asad, Asif, Sulaiman, Satar, & Alarifi, 2023). 
Similarly banking sector contributed to the growth 
of Kenya economy by providing needed capital to 
the industrial sector of the country (Onuonga, 2014; 
Allam Z. , Asad, Ali, & Ali, 2021; Allam Z. , Asad, 
Ali, & Malik, 2022). 

In the past a lot of work has been done by the 
researchers on factors affecting the profitability of 
banks (Qin & Pastory, 2012; Gremi, 2013; Roman 
& Tomuleasa, 2013; Iloska, 2014; Khan, Ijaz, & 
Aslam, 2014; Chinoda, 2014; Sharma & Gounder, 
2015; Nkegbe & Ustarz, 2015; Azar & 
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Kouyoumjian, 2016; Bilal, Rukh, & Qureshi, 2016). 
Some researchers have used the internal factors in 
their study but some also used the external factors 
in their studies along with internal factors (Nahang 
& Araghi, 2013; Djalilov, 2013; Khan, Ijaz, & 
Aslam, 2014; Rani & Zergaw, 2015; Amir & Asad, 
2018; Asad & Kashif, Unveiling success factors for 
small and medium enterprises during COVID-19 
pandemic, 2021).  

These studies indicated that some variables has 
positive (Paunovic & Popovic, 2016) or negative 
(Ding, Fung, & Jia, 2017)impact on the profitability 
of banks. According to the report of the State Bank 
of Pakistan, bank’s profitability in Pakistan 
nowadays is decline according to the quarterly 
performance review of the banking sector. There are 
also some other factors which effect the decline of 
profitability of banks in Pakistan. 

According to literature, bank size, liquidity, 
capital adequacy and expense management are 
considered as important independent variables for 
profitability (Nahang & Araghi, 2013; Nkegbe & 
Ustarz, 2015; Javaid, 2016; Islam, Sarker, Rahman, 
Sultana, & Prodhan, 2017; Zuhaib , Wenyuan, 
Sulaiman, Siddiqu, & Qalati, 2022; Xie, S. A., L., 
Sulaiman, & Qureshi, 2023). Bank size and 
liquidity has positive effect (Shah & Jan, 2014; 
Chinoda, 2014; Victor, ul Haq, Sankar, Akram, & 
Asad, 2021) on profitability but on the other hand 
some authors highlighted that both the variables 
have a negative effect on the profitability (Onuonga, 
2014; Javaid, 2016; Xie, S. A., L., Sulaiman, & 
Qureshi, 2023).   

Other variables such as capital adequacy and 
expense management have a positive (Azar, Bolbol, 
& Mouradian, 2016 ; Shah & Khan, 2017) but on 
the other hand, some reserchers showed a negative 
impact on the profitability of banks (Qin & Pastory, 
2012; Obamuyi, 2013). The inconsistencies show a 
clear gap in the body of literature. Therefore, this 
paper is conducted to fill the gap and find the 
impact of internal factors on the bank’s profitability 
of Pakistan.  

 
Literature Review 
This section of the research paper provides the 

overview of the previous studies related to the 
internal factors which affect the bank profitability. 
Several authors have contributed towards 
highlighting the internal factors which affect the 

profitability of bank (Azar, Bolbol, & Mouradian, 
2016). Accourding to Obamuyi (2013) and 
Onuonga (2014) high capital and interest income 
has positively impact on banks performance but size 
of bank has negative but significant impact on 
profitability.  

Cost efficiency, liquidity, capital adequacy, 
deposits and size are the major internal 
determinants of profitability of commercial banks in 
Pakistan (Ongore & Kusa, 2013; Dawood, 2014; 
Nkegbe & Ustarz, 2015; Khan, Ijaz, & Aslam, 
2014). Some internal factors such as total 
investment to total asset ratio, liquidity risk, net 
credit facilities to total asset ratio, net credit to total 
deposit ratio, cost to income ratio, total equity to 
total asset ratio and bank size also effect the 
profitability of the Saudi Arabian and Jordan 
banking sector (Almazari, 2014; Asad, Asif, Allam, 
& Sheikh, 2021).  

Literature on factors that affect the profitability 
of the banks has shown that capital adequacy also 
have negative impact on the profitability of the 
banks (Qin & Pastory, 2012; Putranto, Herwany, & 
Sumirat, 2014; Fredrick, 2015). Bank size had 
positive significant relationship on banking 
profitability but deposit had negative significant 
relationship with banking profitability (Javaid, 
2016; Rabiu & Saidu, 2017; Chethiyar, Asad, 
Kamaluddin, Ali, & Sulaiman, 2019).  

Another study also shown that some othe 
factors such as total equity to total asset and loan to 
deposit had a positive effect on the  of profitability 
and cost to income ratio had negative effect on 
profitability (Siddiqua, Chowdhury, Chowdhury, 
Mainuddin, & Rahman, 2014; Ramlan & Adnana, 
2015; Samad, 2015; Asad, Chethiyar, & Ali, 2020).  

Some other researchers also included some 
other relevent factors such as  equity to assets, debts 
to assets, deposits to assets, bank size and assets 
management that have a significant influence on the 
banks profitability in Pakistan (Shah & Khan, 2017; 
Hammami , Ahmed , Johny, & Sulaiman, 2021; 
Equatora, Chethiyar, Rachmayanthy, & Susanti, 
2022; Vedamanikam & Chethiyar, 2023). 
Macroeconomic determinants are also have 
significant impact on the profitability according to 
previous studies (Ebenezer, Omar, & Kamil, 2017; 
Asad, Asif, Khan, Allam, & Satar, 2022).   

Literature related to the profitability of the 
banks also shown that deposits, advances, total 
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Assets, equity and net income have significant 
impacts on bank profitability (Roman & Tomuleasa, 
2013; Abdullah, Karim, Tooheen, & Chowdhury, 
2016; Asif, Asad, Kashif, & Haq, 2021).  

Tunisian banks also conducted a study related 
to this topic which indicated that quotation in stock 
exchange and size positively affect the performance 
of the Tunisian banks (Ayadi & Ellouze, 2015; Asif, 
Asad, Bhutta, & Khan, 2021; Haq, Asad, Natarajan, 
Sankar, & Asif, 2021). Non-interest income to total 
assets also have significant impact on profitability 
(Bashir & Asad, 2018; Bilal & Sulaiman, 2021). 
Another factor net interest margin ratio had no 
significant effect on the profitability (Islam, Sarker, 
Rahman, Sultana, & Prodhan, 2017; Ding, Fung, & 
Jia, 2017; Vedamanikam, Chethiyar, & Awan, 
2022). 

Interest rate and GDP has positive and 
significant relationship with the profitability (Jamal, 
Hamidi, & Karim, 2012; Djalilov, 2013; Kapaya, 
Salaam, & Raphael, 2016; Damer, Al-Znaimat, 
Asad, & Almansour, 2021).  Gearing ratio is also 
another factor affect the profitability of Islamic 
banking industry (Khan, Ijaz, & Aslam, 2014; 
Farrukh & Asad, 2017; Qalati, Ostic, Sulaiman, 
Gopang, & Khan, 2022).  

Another factor level of income has an 
important impact on the determinants of bank 
profitability (Dietricha & Wanzenriedb, 2014; 
Fadhel, Aljalahma, Almuhanadi, Asad, & Sheikh, 
2022). Fixed assets and liabilities has significant 
and negative relationship profitability (Bilal, Rukh, 
& Qureshi, 2016; Damer, Al-Znaimat, Asad, & 
Almansour, 2021; Qalati, Qureshi, Ostic, & 
Sulaiman, 2022).  

Cost assets ratio of permanent and total assets 
and the scope of the bank are also internal factors 
which have most significant impact on the 
profitability (Gremi, 2013; Paunovic & Popovic, 
2016; Fatima & Asad, 2018; Farrukh & Asad, 2017; 
Salem, Alanadoly, & Sulaiman, 2023).  Credit risk 
and bank risk are also other factors which also have 
positive impact on the profitability (Zhang & Daly, 
2013; Alkhuzaie & Asad, 2018; Shaker, Asad, & 
Zulfiqar, 2018).  Profitability of the banks is also 
affected by the liquidity which have negative and 
significant impact on the profitability (Nahang & 
Araghi, 2013; Almansour, Asad, & Shahzad, 2016; 
Kashif, et al., 2020).  

This study examines some of the theories 
related to capital and profitability as well as bank 
size and profitability. These theories include 
signaling theory, risk and return hypothesis and 
market power and efficiency structures hypothesis. 
Signaling theory (Javaid, 2016; Khan S. N., Asad, 
Fatima, Anjum, & Akhtar, 2020; Riphah, Ali, 
Danish, & Sulaiman, 2022) and risk-return 
hypothesis (Dietricha & Wanzenriedb, 2014; 
Khushi, din, & Sulaiman, 2020; Tariq A. , Badir, 
Tariq, & Bhutta, 2017; Tariq, Badir, & 
Chonglerttham, Green innovation and performance: 
moderation analyses from Thailand, 2019) 
explained the relationship between capital and 
profitability.  

The signaling theory suggests that a higher 
capital is a positive signal to the market value of a 
bank (Javaid, 2016; Majali, Alkaraki, Asad, 
Aladwan, & Aledeinat, 2022; Satar, Alarifi, 
Alkhoraif, & Asad, 2023). However, the risk-return 
hypothesis suggests that if the risk increase then 
leverage of the firm is increase due to expected 
returns also increase (Israr, Asad, Altaf, & Victor, 
2021; Tariq, Ehsan, Badir, Memon, & Sumbal, 
2022) which is in accordance with the theory of 
risk.  

Therefore, if a bank expect to increase the 
return then risk is increase due to leverage is also 
increase and then equity to asset ratio is decrease 
(Kahtani, Khan, & Allam, 2016; Sattar, Alarifi, & 
Asad, 2021). Thus, risk-return hypothesis suggests a 
negative relationship between capital and 
profitability (Dietricha & Wanzenriedb, 2014; 
Khalil, Asad, & Khan, 2018; Sulaiman, Asad, 
Shabbir, & Ismail, 2023). Which calls for further 
research due to controversial findings (Baron & 
Kenny, 1986; Sulaiman, Asad, Ismail, & Shabbir, 
2023). 

 Consequently, the Market Power (MP) and 
Efficiency Structure (ES) theories explained the 
relationship between the bank size and profitability 
(Khalil, Asad, & Khan, 2018). Market power 
suggest that market structure of the company has an 
important impact on the performance of banks and 
that the Efficiency Structure (ES) hypothesis posits 
that if the internal efficiency of the banks is high 
then the banks earns high profit because of effective 
management (Islam, Sarker, Rahman, Sultana, & 
Prodhan, 2017; Khan, Ijaz, & Aslam, 2014; 
Sulaiman & Asad, Organizational learning, 
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innovation, organizational structure and 
performance evidence from Oman, 2023).  

Concluding on the MP and ES theories, MP 
theory assumed that the profitability of a bank is a 
function of external market factors, while the ES 
assume that bank profitability is influenced by 
internal efficiencies (Islam, Sarker, Rahman, 
Sultana, & Prodhan, 2017; Obamuyi, 2013; Khan 
A. A., Asad, Khan, Asif, & Aftab, 2021). 
 
Picture 1. Theoritical Framework 

 
 
 
 
 
 
 
 
 
 
 
 

METHODS 
The current study finds the impact of internal 

factors on banks profitability in Pakistan. There are 
48 banks in Pakistan including Government-owned 
Scheduled Banks, Specialized Banks, Commercial 
Banks, Development Finance Institutions, Foreign 
Banks, Islamic Banks, and Microfinance Banks 
(Shah & Khan, 2017). The population of this study 
all banks that operate in Pakistan. Data is collected 
from 19 banks of Pakistan from 2012 to 2016. 
Cross sectional data is used in this study. The 
research is quantitative in nature for which 
secondary data is used. The unit of analysis in this 
research is the banks of Pakistan. Descriptive 
statistics and regression model is used for the 
analysis of data (Asad, Muhammad, Rasheed, 
Chethiyar, & Ali, 2020). Return on asset is used as 
dependent variable in this study. Bank size, 
liquidity, capital adequacy and expense 
management is used as independent variables in this 
study. 

 Dependent variable return on assets is an 
important profitability ratio because it measures the 
efficiency of the investment of the banks in the 
assets and using them to generate profit (Rani & 
Zergaw, 2015).  Return on equity is calculated by 
dividing net income after tax on total equity capital.  

Large banks want to create economies of scale 
which help to decrease cost and has a positive 
impact on bank profits (Almazari, 2014). Size has 
an impact on various activities of banks including 
investing opportunities, portfolio diversification, 
reputation, and access to equity capital (Rahman, 
Hamid, & Khan, 2015). Bank size is calculated by 
taking the log of total assets. 

Liquidity is another factor that explains the 
level of bank performance. Liquidity refers to the 
ability of the bank to pay its obligations, especially 
for depositors. Adequate level of liquidity is 
positively related with bank profitability (Zhang & 
Daly, 2013). The ratio of total loan to total customer 
deposits is used in this study as a measure of 
liquidity. Expenses management shows how 
efficiently a bank manage its resources. For this 
study, the variable measures the ratio of operating 
expenses to total assets. Positive and negative 
relationship is expected between expenses 
management and profitability so, good management 
of the expenses will increase efficiency due to 
which profits will also increase (Obamuyi, 2013). 

The capital adequacy of the bank is another 
independent variable included in the paper. Capital 
adequacy was measured as total capital divided by 
total assets (Ding, Fung, & Jia, 2017). This variable 
measures the safety and soundness of the bank 
(Onuonga, 2014). Capital adequacy is more 
important for financial institutions of developing 
economies because it provides more strength to 
survive in the financial crises and increased safety 
for depositors in difficult conditions (Nisar, 
Susheng, Ahmed, & Ke, 2015) 

 

RESULTS AND DISCUSSION 
The study is conducted on the impact of 

internal factors on banks profitability in Pakistan. 
Secondary and cross-sectional data is used for this 
purpose. In this study, descriptive statistics and 
regression analysis is used. Return on equity is used 
as dependent variable and capital adequacy, 
liquidity, bank size and expense management are 
used as independent variables. The result of this 
study shows similarities with the previous studies. 
 
 
 
 
 

Return on 

Equity 

Capital 

Adequacy 

Bank Size 

Expense 

Manageme

nt 

Liquidity 
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Table 1. Descriptive Statistics 
Variables N Min Max Mean Standard 

Deviation 
Return on 
Equity 
Capital 
Adequacy 
Liquidity 
Bank Size  
Expense 
Management 

95 
95 
95 
95 
95 

0.02 
0.01 
0.08 
8.70 
0.02 

1.43 
6.47 
6.09 
16.54 
3.79 

0.2862 
0.6215 
1.7399 

11.6687 
0.3056 

0.29440 
0.88748 
1.56475 
1.84663 
0.50748 

 
The mean value of the return on equity is 

0.2862 which is low as compared to standard 
deviation is 0.29440. The mean value of capital 
adequacy is 0.6215 which is also low as compared 
to standard deviation is 0.88748. Liquidity mean 
value is 1.7399 which is high while standard 
deviation is 1.56475. Bank size measured as log of 
total assets have very high mean 11.6687 while 
standard deviation is 1.84663.  The mean value of 
the expense management is 0.3056 but the standard 
deviation is 0.50748. 

 
Table 2. Regression Analysis 
Variables Beta  

Values 
t- Statistics 

Values 
Probab 

Capital Adequacy 
Liquidity 
Bank Size  
Expense Management 
R Square      0.472 

0.272 
-0.101 
0.258 
0.284 

2.229 
1.989 
2.171 
3.069 

0.000 
0.003 
0.001 
0.001 

 
The above-mentioned table shows that capital 

adequacy, liquidity, bank size and expense 
management have significant impact on banks 
profitability of Pakistan. The value of r square is 
0.472 which means regression model shows the 
47.2% variation in the dependent variable which is 
significant. The p value shows that capital adequacy 
have strong significant impact on the profitability. 
The value of coefficient shows that there is a 
positive relationship between capital adequacy and 
return on equity which relates to previous study 
(Azar, Bolbol, & Mouradian, 2016; Ullah, et al., 
2021).  

The p value of liquidity shows a significant 
impact on profitability. The value of coefficient 
shows a negative relationship between them which 
relate to previous studies (Javaid, 2016; U, O, J, & 
O, 2012) . Bank size p value shows a significant 

relationship between bank size and profitability and 
value of coefficient shows a positive relationship 
between them (Shah & Jan, 2014; Ta’Amnha, 
Magableh, Asad, & Al-Qudah, 2023).  The p value 
of expense management also shows significant 
impact on the profitability of banks but value of 
coefficient shows positive relationship between 
expense management and profitability which is also 
relevant to the previous studies (Shah & Jan, 2014; 
Dawood, 2014; Zahra, Majeed, Mahmood, & Asad, 
2012; Ullah, et al., 2021). 

 
CONCLUSION 

The purpose of research was to find the impact 
of internal factors on the profitability of banks of 
Pakistan. There are many factors which effect the 
profitability of banks in Pakistan. Cross sectional 
data is used to find the impact of internal factors on 
banks profitability. Descriptive statistics and 
regression analysis is used to test the relationship 
between the variables. Capital adequacy, liquidity, 
bank size and expense management are the 
variables which affect the profitability of banks. 

Descriptive statistics results show that the 
mean values of return on equity, capital adequacy 
and expense management are low as compared to 
the standard deviation. Liquidity and bank size have 
high mean values while the standard deviation is 
low. Conclude that capital adequacy has a more 
significant impact on the profitability of banks. 
Expense management has significant but positive 
impact on the profitability of banks. Liquidity also 
has a significant but negative impact on the 
profitability of banks. Bank size has a positive and 
significant impact on the profitability of banks. 
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