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The construction sector is facing a period of change due to the
uprising used of new technology and innovation, movement of
the industry towards sustainable construction, emphasis on
strategic alliances and high demand from the clients. The
contractors are one of the important key players that
contribute to the development of the construction industry and
they are long known for their conventional roles during the
construction stage by hiring subcontractors and supervising the
construction works on site. However, due to current changes
in the industry, the contractors’ role has been evolving over the
years and this has impacted their roles to change as well. This
paper reviews the traditional roles of the contractor and
discusses the reasons for their evolving roles in the
construction industry. Finally, this paper delves into the various
diversification roles of the contractor which are categorized
into two which are the management and technical roles.

Copyright (c) 2019 The Author(s)

Introduction
Construction sector in Malaysia is categorized into the primary sector which involves activities in construction
whereas the secondary sector involves the engineering field, industrial and manufacturing and others (Chuan
et al., 2014). In the construction practice, the architects, quantity surveyors, and contractors must make
decisions first before the project reaches the development stage (Hughes, 1989). There are many professionals
involved in the construction projects and one of them is the contractor (Herman, 2016, Ernawati and
Flanagan, 2012). Contractors function as a constructor as they are involved in the physical construction of
buildings and they are one of the construction players who deal and works closely with the client (Yongtao,
2008, Anyanwu, 2013, Herman, 2016).
Due to the nature of the construction industry; construction projects are deemed as difficult to manage and
challenging due to its complex working culture and its condition and the numbers of people involved such as
1
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the architect, subcontractors, surveyors, suppliers, and others (Arditi and Balci, 2009). Contractors play a
significant role, especially during the construction stage. According’ to Kabiri et al. (2012), academic works of
literature and government reports have discussed and answered the questions of “who does what” by
explaining on the different professional roles in construction projects. However, research carried out by Ayo
(2005) found that there are misconception and misunderstanding of roles in some of the construction
industry professionals. Other than that, there is a lack of suitable working knowledge on the roles of each
professional during the construction projects (Anyanwu, 2013). Roles of every profession were not discussed
in detail even though some textbooks have provided general details and description of each role of
construction players (Ndekugri and Rycroft, 2000, Murdoch and Hughes, 2008, Kabiri et al., 2012). This
study aims to discuss the traditional roles of contractors and investigate the diversification roles of contractors
in the construction industry.

Reasons for the Evolving Roles of Contractors in the Construction Industry
Contractors range from sole owners to large multinational companies that hired thousands of people in their
workforce and up to date, the contractors are group into different grades based on the type of projects that
they are involved in, a number of workers, their company revenues and project capital (Herman, 2016).
Change is a force that is continually influencing the economy, culture, and construction (McDermott, 2009).
The construction industry is known as challenging and in order to successfully construct a building, few
aspects should be taken into such as it requires many workers and professionals to be involved in one project
(Hussin and Omran, 2009). To date, buildings are higher and more complex to construct as there are new
materials, new methods, and new constructional plant each year and this the whole pace of modern life has
transformed the roles of the contractor (Taylor, 1963). Due to the ever-increasing changes within the business
environment, it has created an urgency for every profession to evolve (Frei and Mbachu, 2009). Thus,
everyone involved in the construction industry whose roles are changing should be able to respond and adjust
according to the internal and external environment (Male et al., 2007).
In the 1970s, the construction industry has undergone numerous changes and lead to changes in the methods
of construction and different types of construction procurement (Alarayedh, 2005). There are few reports
identified in study by Egan (1998) that have played an important role and contributed in restructuring the
construction sector leading in the form of procurement that have influenced and have an impact on the
changing roles of professional involved such as the engineers, contractors, subcontractors, suppliers,
surveyors and manufacturers (Male et al., 2007). An increase in the complexity of building projects is due to
technological advancements and constant fragmentation of the construction industry (Gidado, 2004).
Construction industry has undergone radical changes over the years where we can see the changes which had
major effects on the nature of the construction business as the clients' emphasize more on the delivery of a
quality product in a safe and environmentally as well as delivery on time and at the right price as they demand
value for money (Bhutto et al., 2004, CIRIA, 2000).
The changes in the development business and increasing demand for safety and lower defects have resulted in
different resources used, different construction methods and practices and have the capacity to have an effect
on the production rates (Gidado, 2004). Currently, Malaysian construction industry scenario shows that there
is a shift towards the use of new technology, Building Information Modelling and venturing into green
projects even though it is deemed as new among construction players. With all these changes, the way
contractors perform their jobs has also transformed to adjust to the fast-paced of the construction sector.
Chan (2013) pointed out that the main contractor’s role has evolved, and many former contractors have
become service providers instead of product providers and redefined themselves as construction managers
even though the industry and academia did not realize that this change is happening. Kuhn (2007) referred
the ever-changing role of the contractor and defined different choices for materials to be used, the
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construction method and lastly manages works according to the owner’s requirement. As the contractors’ role
has evolved from time to time, many companies have expanded the services that they provide and oversee a
wider range of services (Peach, 2007). In order to survive upon these challenges, the contractors should alter
their own roles to adapt to the challenges. Diversification roles of the contractor are essential to suit with the
increasing demand from the market.

Traditional Roles of the Contractor
A role is defined as a group of actions that represent a purposeful of the member in the community and
occupying informally a defined position in social relations or known with a selected worth in society (Turner
1956). According to Heckman Jr. and Galletta (1988), the role is referred as an element of a position
consisting of essential revenant actions and role refers to what social actors are expected to try and do as
against what they are or however they are labeled. Contractors are the key performers within the construction
industry, and they have the skills in constructing physical of the buildings (Yongtao, 2008; Anyanwu, 2013).
Murdoch and Hughes (2000) described a contractor as somebody using all the required skills, providing all of
the materials and plant and in order to realized the client’s need. Where else CITB (2015) defined contractor
as a personal or self-employed worker that handle the construction project and someone who directly
communicate and involve with other staff on site. Contractors are known for their conventional roles such as
responsible for preparing and handling the subcontractor’s work and other personnel in a construction
project.
During the nineteenth century, general contracting has emerged in Great Britain and in the meantime, the
contractor’s profession has developed in the United States during the 1870s (Wermiel, 2006). Contractors’
profession began to emerge when building development turned out to be progressively and more complicated
thus create a need to place all the works under a general contractor (AIA 1906). The contractor starts their
work during the planning or design stage and plays a greater role during the construction stage where they will
administer the project and organizes all the subcontractors, suppliers and equipment before handing over the
project to the client (Anyawu, 2013, Saucerman, 1999). Contractor’s task starts from the design phase and
their responsibilities are highlighted such as to conduct constructability analysis and manage the construction
process (Anyanwu, 2013).
The main contractor can subcontract numerous elements of the development works and can be accountable
for their performance and coordinate the work of subcontractors consequently (APUC, 2017). Normally,
before construction starts, the contractor and the client are bound through contracts which have been signed
by both parties and thus, to fulfill the client’s requirements, the contractor needs to use their experiences and
knowledge in constructing a building and organize all the necessary resources (Yongtao, 2008). Some
contractors manage the entire building process whereas others are extending their scope of activities into
post-construction facility management (Murray and Appiah-Baiden, 2000).

The Diversification of Contractor’s Roles
The roles of contractors have developed and undergone significant changes over the years. There are eleven
new roles of contractors that have been identified in this study such as technology expert, health and safety
expert, design manager, green expert and environmental monitor, service provider, BIM expert, collaborate
with other stakeholders, value management, innovator, conservator, and risk analyzer. These roles of
contractors are later categorized into technical and management roles.

Technical Roles
Technical roles in contractors are also referred to as hard skills, which are specific talents and expertise that a
contractor can acquire and it is also known as abilities that a contractor can acquire through practice and
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learning (Kagen, 2017). There are nine roles of contractors that can be found under technical roles such as
technology expert, health and safety expert, design manager, green expert and environmental monitor, service
provider, BIM expert, innovator, conservator, and risk analyzer.

Green Expert and Environmental Monitor
Contractors play a vital role in the green buildings and their responsibilities confirm the success of the green
building method and to realize that they need to implement and document green building measures which are
totally different from the conventional projects (Rosenberg et al., 2003). According to the previous research,
Samari et al. (2013) stated that contractor as one of the key players in the construction field that can
encourage and reduce environmental impacts by using environmentally friendly products and new
technologies by going green. Constructing a green building needs contractors to take actions for managing
and designing the work relating to the minimization of environmental which has certain impacts such as
improving the efficiency of the construction process, being able to conserve additional energy, water, and
additional resources throughout construction and eventually having the ability to reduce the number of
construction waste which can increase productivity and reduce costs of the projects which would not bring an
impact on the project’s schedule or budget (Qi et al., 2010).
Contractor’s role in green construction starts from the design stage and they are highly involved throughout
the construction stage. Information related to the cost implications for contractors that pursue green
construction can be gained by the owner and designers through the early involvement of the contractor
(Dalpra and Salvaterra, 2012). A cost presented to the clients may prevent them from selecting the sustainable
materials to be used during in the project (Griffin, et al., 2010; Griffin, 2005). Thus, the involvement of
contractor in the early phase in green projects is crucial as they will give an early price estimation and giving
few options to be chosen by the client according to the client’s budget and in some cases, a contractor will
appoint a representative to represent those (Häkkinen & Belloni, 2011, Griffin, 2005). Contractors that
involved in sustainable construction monitored construction activities to make sure compliance with
commissioning requirements, control pollution, waste disposal, indoor air quality, and site management
protocol (Deane, 2004). Before installation was done, there few things that need to be carried out by the
contractor as this can be vital to get the approval of building materials such as review the manufacturers’ data
by collecting the actual test methods, data, and costs (Dalpra and Salvaterra, 2012).
In order have better environmental benefits; contractors are encouraged to take alternative construction
methods, design or supplies (Jasch, 2000, Kuhre, 1998, International Organization of Standardization, 2006,
Benneth & James, 1999, Tibor, 1996). As an environmental monitor, the contractor should commit to
reducing waste control and pollution (Shen et. a.l, 2005). Construction companies have become quite adept
and committed at recycling and the related job site and infrastructure as they needed to fully implement a
waste minimization and job site recycling (Riley et al., 2003). It is vital to construction product, which is
environmentally friendly, and evaluates the health and safety for workers involved in the product’s
manufacture or installation (Woolley, 2000; Edwards and Bennett, 2003). Contractors should hire well-trained
employees to identify events arising from construction activities, to administrate on-site environmental
aspects, and evaluate environmental impacts by using environmentally friendly products (Shen et al., 2005).

Technology Expert
Contractors play a crucial role as a technology expert in sustainable construction throughout the preconstruction and construction phase that are the most important phase (Gunhan, 2012). Throughout the preconstruction phase, contractors must develop and be ready to integrate technologies into buildings by
understanding few aspects of latest technologies like the technical scope, handling estimating, scheduling,
empowerment and testing aspects (Gunhan and Hatipkarasulu, 2012). Technology being used in green
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construction is more advanced and totally different than the normal conventional construction. Green
technologies are employed in industrial buildings and hospitals for the waste treatment and different
technologies found in green construction such as biothermal, bio-energy, geothermal and clean energy
technologies such as solar, wind, and hydrogen (Gunhan, 2012).

Health and Safety Expert
Contractors are qualified to manage and coordinate an efficient ‘health and safety’ program for all staff onsite
since they possessed data of the work activities, hazards, and also the means to regulate these hazards (Prime,
2008). In order to accomplish a harmonious approach for best practices and safety standards, the contractors
and owners ought to work along to form a standard of safety process during the design stage (Tamim et al.,
2017). However, owners, subcontractors, and even main contractors misapprehend this necessary role (Prime,
2008). Before the construction starts, the contractors should be responsible and ought to be blamed for the
choices they make during designing a process and the owners must ensure all the safety expectations are
accomplished (Tamim et al., 2017). There are five steps to oversee and coordinate an effective health program
at the site by the contractors as suggested by Prime (2008) which is to identify them and correct the hazards,
communicate with subcontractors, assign a certified coordinator, establish an emergency response plan and
finally maintain a final record.

Design Manager
In order to maintain a competitive advantage in the industry, the contractor needs to handle the design
process and reduce any waste that is being issued (Broadband and Laughlin, 2003). Design and build and
turnkey are the most widely used procurements today and through design and build, contractors can appoint
professionals like the architect, and consultant or engineer to handle the design and the involvement of
contractors during the early stage will fulfill the client’s requirements (Akintoye, 1994, Male at al., 2007,
Tzortzopoulos and Cooper, 2008). The contractor will act as a design manager due to their role in the design
and in certain circumstances, they may hire someone who is accountable to them such as the architect or
engineer (Male at al., 2007). As a design manager, the contractor must have technical capabilities such as
encourage teamwork through communication with other parties involved and solved any technical issues that
were brought up (Cross and Clayburn, 1995). In sustainable construction, constructability is the design efforts
within the construction phase where the contractors can implement activities easily and smoothly (CIRIA
1983). There ought to be no trouble in performing a constructability analysis if the attention is given to the
details of the design such as the choice of methods and materials, construction layout space, maintaining the
equipment and controls and space for installing as the contractor is involved with the weekly green team
meetings (Bayraktar et al., 2010). The contractor will play their role throughout the early design stage by
giving options to the clients in order to minimize the costs impacts of the projects.

Service Provider
Does a contractor provide a product or a service? According to Rogers (2013), in the United Kingdom, many
contractors have described their intention to provide services, or “integrated solutions” tailored to the
individual client’s needs. According to Maloney (2002), the contractor provides service that is categorized into
environment, distribution, and product while delivering a physical good.

BIM expert
Building Information Modelling (BIM) is outlined as an innovative approach for approaching the design,
construction and operation and maintenance of the building and is claimed as a project and method
simulation (Kymmell, 2008, Azhar, 2011, Azhar et al., 2012, Bryde, et al., 2013). BIM enhance safety,
improves the competitiveness of contractors and reduces risks of price (Anuar and Abidin, 2015).
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Innovator
Many authors stress that innovation in a company developed from numerous activities through research and
development and collaboration of companies with their customers (Rosenberg, 1993; Slaughter, 1993;
OECD, 1996, 1997). As an innovator, contractors’ roles in research and development provide technological
innovation and in certain countries, any company that would like to invest in research and development
should provide a presentation and explanation to boost up others to innovate (Na et al., 2007).

Conservator
Contractors involved in conservation projects are required to be an expert with high skills in working with
historic buildings. According to the Mansfield and Reyers (2000), conservation projects require high expertise
and professionals involved are the historic experts, consultants, and contractor with high experience and
knowledge in this type of project. If the contractor involved has a wide experience and knowledge in a
conservation project, the risk is low during the refurbishment period. In Malaysia, there are few conservation
projects such as the Cheong Fatt Tze Mansion, Suffolk House, Penang Peranakan Mansion and others
required the expertise of contractor which are highly skilled in conservation projects.

Risk Analyzer
To achieve an improvement in project management; there is a requirement for systematic risk management
approaches which will facilitate contractors for minimizing the risks (Tam and Shen, 2012). According to
Enshassi et al. (2008), in order to have an effective risk preventive technique, contractors should thoughtabout obtaining updated project details and add risk premiums to time estimation during the planning stage.

Management Roles
Management roles of contractors are defined as certain abilities that the contractor should possess in order to
fulfill any job requirements in the construction industry and usually these roles involves good communication,
decision making, communication and good arrangement and planning (CFI, 2019).

Value management
Contractors have the capability to enhance project functions, reduce project costs and completion times
through value management (Kim et al., 2016). Research carried out by Lim (2016) found that industrialized
based contractor (IBS) and value management (VM) share the same goal of acquiring value for money by
minimizing value through reduction of wastage and taking into consideration the standard of the aforesaid
project. Due to the high potential of cost keeping, the contractors are inspired to utilize the VM analysis
within the beginning of the progression without limiting on the quality (Vellu, 2001). VM is a well-known
structured team approach technique that enhances the cooperation of people associated with the
development and for example, once the architects, engineers, and contractors can agree on the standard
components to be used as low standardization (Lim, 2016, Hamid, 2008).

Collaborate with other Stakeholders
Stiles (1985) stated that for contractors stay resilient and being an advantage other than construction
companies, they need to have a successful collaboration with other parties in the industry by having a strategic
alliance or through partnership. A relationship that contains trust, understanding and well-working
communication between the parties is important for the project to end in success (Guangdong et al., 2017).
Crouse (1991) concluded that business partnership in company comes with the benefits of the flexibility to
leverage internal investments and balanced partnership relationship, target core competencies, cut back capital
desires, widen product offerings and improve quality and productivity, ready to enter new markets, unfold
risk and chance, new technologies and ready to satisfy the client. Another importance of collaboration within
the industry is that the information transfer and learning method that is endlessly in progress (Huemer, 2004).
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Figure 1 - Diversification of contractors’ roles in the construction industry

Conclusion and Future Research
Contractors are known for their traditional role in building development process in general, is to construct the
building and have the necessary skills in taking charge of the activities during the construction stage. Over the
years, there are changes in the Malaysian construction industry and the changes identified are the increasing
demand from the clients, the movement towards green, Building Information Modelling (BIM) and the
increased adoption of technology. The question is, what are the new roles of contractors in the construction
environment today? The role of contractors has shifted today and evolved from time to time and their roles
now need to be re-defined. Diversification of the contractor shows that due to pressure and changes that are
happening in the construction sector, they need to evolve their roles to stay competitive and relevant. They
are no longer known for their common roles such as managing the subcontractors, planning and ensuring all
the works at the site completed within the timeline. Contractors have diversified from their conventional roles
and the finding from this study highlighted eleven new roles of the contractor such as they are now an
innovator, technology expert, health and safety, designer, green expert and environmental monitor, service
provider, building information modeling expert, collaborate with other stakeholders, value management,
conservator and risk analyzer. This study provides valuable insight into the contractor to stay resilient and
gain competitive advantage than others by showing them a clear view on their advanced roles in the current
market. In the future, a framework of diversification roles of the contractor will be developed to investigate
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the changing role process of the contractor from traditional to a diversified role. Future research will also
focus on the challenges, enablers and what motivates them to diversify into their new roles.
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Purpose- This article reviews literature related to peer effects
and different financial decisions. It further summarizes the
theory and motives that drive peer effects. Also, the study
highlights the influence of industry concentration on peer
interaction in financial decision making. This content analysis
of scantily available peer effect literature has been performed
to highlight the significance of peer effects in financial decision
making like investment, cash holding, leverage and many more.
Most of the existing peer effects literature focuses on the U.S.
However, peer effects also occur in other countries but
empirical evidence is comparatively limited. But, managers may
take into consideration their industry peers especially if their
firms are operating in highly competitive environments
Design/Methodology- Content analysis approach is applied
to review prevailing financial literature on peer interactions and
financial decisions with a special focus on industry
concentration in explaining the peer effects.
Practical Implications- As the prime focus of managerial
decisions is to maximize the firm’s value. Hence, information
about peers would be helpful in making better decisions,
especially in highly competitive environments. Also, this review
of selected literature provides pathways for future research in
investigating the motives of peer effects.
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Introduction
Recent empirical findings imply that managers are social agents that are exceptionally networked. Therefore,
while making corporate decisions, besides being guided by innate beliefs, their social experiences also exhibit
meaningful influence (Shue, 2013). A comprehensive corporate survey by Graham and Harvey (2001),
indicates that for many financial decisions like capital structure and capital budgeting, publically available
information about industry peers is an important determinant in risky corporate decisions. Similar views are
being held by corporate decision-makers around the world (Brounen, Jong, & Koedijk, 2006; Colombage,
2007; Maquieira, Preve, & Sarria-Allende, 2012).
Peer effects could occur and impact managerial decisions because information and ideas travel through social
networks. Theoretically, speaking variety of motives are discussed in the literature regarding this word-ofmouth effect or keep up with Joneses. These motives are discussed in detail later. Measuring peer effects
despite its importance is subject to twin challenges namely selection and common shocks (Manski, 1993),
however, its discussion is not the objective of this research.
Financial literature normally ignores the importance of peer firms and often time have controlled it through
dummy variables. But, these industry dummies are not useful in explaining the influence of peer firms on
firms’ decisions. Towards this end, Leary and Roberts (2014) study have revived the importance of peer
effects as a crucial input to financial decision making. They find that an increase in the average leverage of
the peers’ cause an increase in a firm’s leverage level in the U.S.
This study discusses the recent financial literature on peer effects and financial decisions. Existing empirical
evidence explore peer interaction on a variety of financial decisions like investment, dividend policy, equity
issuance and leverage and many others. Moreover, literature also shows that peer effects in finance are studied
across the globe and in both financial and non-financial corporations. Lastly, this study reviews limited
industry concentration research particularly influential in explaining why and when interaction peer happens.
These relationships are highlighted for researchers to build on prevailing peer effects research and expand it
further.

Peer Effects – Theory and Motives
Peer effects refer to a state where a firm takes a specific action solely in response to its peers. However, it
should not be confused with common or correlated effects. As in these correlated effects, firms behave alike
due to the fact that they exhibit similar characteristics or due to a common reason or context (Manski, 1993;
Grennan, 2017). In capital structure context, peer effects occur when one firm makes changes to its capital
structure decisions and its industry peers adjust their capital structure policies accordingly. Consequently, the
firm adapts to the changes made by peers (Leary & Roberts, 2014).
Peer effects literature uses a variety of terminologies for representing this phenomenon like herd behavior,
mimicking, social interaction, and information cascade. Theoretically, peer effects fall under the domain of
herd behavior model (Park, Yang, & Yang, 2017). In a seminal study, Banerjee (1992) defines herd behavior
as doing what everyone else is doing even when one’s private information suggests doing something different.
Likewise, herd behavior identifies the motives that drive peer effects. Prominently, these include strategic
intentions, learning behavior, behavioral preferences or reputational apprehension. Thus, all forms of peer
effects or mimicking have some rational explanation.
According to the strategic intentions model, firms may use peer effects for two reasons. They do so either to
conspire or banish a competitor from the group (Chevalier & Scharfstein, 1996; Rajan, 1994). In doing so, a
specific peer group may conspire to remove a competitor from the industry by means of increasing debt
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levels thus making it insolvent. Likewise, a manager may raise a firm’s debt ratio, to increase the debt burden
on the competitor firm and bring it on the verge of bankruptcy.
Another model that explains a slightly different motive for peer effects is the learning behavior model. This
model emphasizes that managers use information as a tool for making rational decisions. Traditionally,
managers could choose an optimal capital structure for their firms. But, being a rational decision maker, it
would be preferable to consider the information contents of the peer firms’ financial decision. Since, direct
observation is both costly and time-consuming, following peers provide a feasible and rational alternate
(Bikhchandani, Hirshleifer, & Welch, 1992).
In reputational apprehension model of peer effects, the manager makes rational but ineffective decisions.
Therefore, under certain conditions, managers imitate the decisions of their peers due to apprehension for
their reputation and overlook any pertinent information that they may have (Chevalier & Scharfstein, 1996).
Like, when the market consists of many managers and labor market participants rationally adjust their view
about the managerial styles i.e. smart and dumb managers. In such a situation, managers focus more on saving
their reputation by following their peers ignoring the relevant information.
Behavioral preferences model advocates that peer effects are driven due to managerial irrational anticipations
based on behavioral predispositions. For example, due to overconfidence, a manager may think that he could
predict future events than he actually can. Thus, when peer firms increase their debt level, the manager would
be convinced to increase their firm’s debt level in response to others (Malmendier & Tate, 2005).
In contrast to the aforementioned motives regarding peer effects, it is important to distinguish them from
traditional signaling theory of optimal capital structure. According to signaling theory, information about the
issuance of new debt or equity provides clues about the firm’s future prospects (Brigham & Houston, 2009).
Thus, signaling theory suggests that managers make their capital structure decisions based on their private
information. However, in peer effects managers utilize the information provided by peer firms actions or
characteristics with regard to capital structure, while deciding their own leverage levels.
In accordance with these perspectives, Lieberman and Asaba (2006), broadly categorize them into
information based and rivalry based theories. Furthermore, they argue that these two types of imitation
magnify the outcomes although they may have different implications. Imitation, as backed by the
information-based view, can increase the adoption speed of better processes and products. Yet, it may lead to
huge failures at the time. Rivalry based mimicking, on the other hand, escalates competition but can also
cause a collision. Thus, these theoretical views provide insight into “why and when” it is more likely that firms
may imitate their industry peers.

Literature Review
Peer Effects in Finance
Peer effects in financial decisions are comparatively new but it is gaining popularity and growing because of
the variety of motives that seemingly drive such effects. Leary and Roberts (2014), presented the evidence
that the U.S. firms consider their peers’ financial decisions especially capital structure levels while determining
their firm’s own leverage levels. Following this fundamental research regarding peer effects in finance, a
stream of related research started evolving exploring the role of peers in various financial decisions.
Francis, Hasan, and Kostova (2016) conducted an international study, analyzing peer effects globally. They
show that firms in both developed and developing countries, follow their industry peers when deciding their
leverage level. Moreover, these effects are stronger in countries with weak protection laws for investors,
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strong laws for creditor rights and more developed equity markets. Peer effects are also observed in the firm’s
debt maturity choices (Duong, Ngo, & McGowan, 2015). Another upcoming study by Fairhurst and Nam
(2018), shows that the U.S. firms that have weak external corporate governance, and higher chances of being
taken over are more inclined towards mimicking their peers’ capital structure choices.
Among peer effects studies, it's not only non-financial firms that exhibit such effects but these are evident in
banks. Lee, Lee, Zeng, and Hsu (2017), show that the peer banks debt ratio significantly influence a bank’s
leverage level. However, Shroff, Verdi, and Yost (2017) find that peer effects are not constant over time
among U.S. firms. Interestingly, they find that peer effects are more influential when the firm’s own
information is limited.
Like, while analyzing 7156 dividend change events in the U.S. from 1975 till 2011, Grennan (2017), conclude
that managers take into consideration peers dividend policies when deciding their own firms’ dividend
policies. Furthermore, she observes that if investors adjust their portfolios based on these dividend signals,
they can earn 7.4 percent on their investment annually. Also, Adhikari and Agrawal (2018), find that among
the U.S. public firms, both dividend and share repurchase decisions of a firm are influenced by the industry
peers related decisions.
Another study by Shue (2013), explores the role of social interaction in managerial decision making among
Harvard business graduates. The study found peer effects in a firm’s decisions particularly in investment, firm
size, debt financing and coverage with more pronounced effect in the acquisition and compensation-related
decisions. Similarly, Chen and Chang (2013), finds that U.S. manufacturing firms’ follow their peers in
deciding their own cash holding levels. Moreover, this behavior is stronger in firms that are research and
development intensive or/and financially constrained.
Investment literature also explored the importance of peers in making this crucial decision. In, Foucault and
Fresard (2014) study, managers in the U.S. firms are found to be following the industry peers while deciding
their firm’s investments decisions. Similarly, Park et al. (2017), confirms the existence of peer effects among
U.S. firms while making investment decisions. And, this effect is stronger among firms that are financially
constrained. Additionally, firms are more sensitive to their peer firms’ investment decisions when faced with
more industrial competition.
Peer influence also serves as a medium to create a social multiplier effect. Under such effect, an initial shock
may bring about large change, as individuals or entities are directly influenced by each other’s actions. Kaustia
and Rantala (2015), observe that a recent stock split by the peer firms increases the chances that a firm also
goes for splitting its stocks in the U.S. Moreover, such behavior shows that managers interpret stock split by
peers, as a signal that nominal stock price has a positive association with firm value.
Billett, Garfinkel, and Jiang, (2016), attempt to investigate peer effects transmission through the capital’s
supply-side in financial policies. The study reveals the role of capital supply, information, and intermediaries
connecting peer ﬁrms’ ﬁnancial policy. Further, it shows that constrained ﬁrms’ equity issuance decisions
depend on peers’ recent SEO activities and those common ﬁnancial intermediaries strengthen the
transmission of peer effects. Besides these, capital structure decisions also show the importance of peer
effects.
Peer effects are also seen in other countries besides the U.S. Like, in a Chinese study, Chen and Ma (2017),
find peer effects the investment decisions of Chinese listed firms. They find that a one standard deviation
rises in peer firms’ investments are accompanied by a 4 percent increase in a firm’s own corporate
investments. Moreover, firms that are comparatively younger, industry followers and are faced with severe
competition, have a higher tendency to follow their peers. Another Chinese study also shows that peer effects
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in investment decisions are greater under higher economic policy uncertainty (EPU) (Im, Kang, & Park,
2018).
Likewise, Joo, Yang, and Yang (2016) observe that peer firms cash ratio influences a firm’s cash holding
decisions among Korean manufacturing firms. Small and medium enterprises (SME) in Spain, show that
peers’ geographical closeness affects these firms’ financial decisions such as profitability, liquidity, and
indebtedness (Maté-Sánchez-Val, López-Hernández, & Mur-Lacambra, 2017). Evidence from financial sector
also verify the importance of peers in the banking industry in countries outside the U.S. Like, Malik, Mamun,
and Amin (2018), find a link between bank’s corporate social responsibility (CSR) activities expenses and its
peers CSR expenditures in Bangladesh.

Industry Concentration and Peer Effects
Financial decision making also varies with the industry’s characteristics such as competition level in which
firms’ operate. Williams (1995), suggests that firms’ choice of financing is related to the interaction with their
industry’s competitive position. Theoretically, he argues that in equilibrium, capital intensive firms may
become more profitable than labor-intensive firms. Thus, managers of capital intensive firms may include
debt in their firms’ capital structure but still, are less risky as compared to labor-intensive firms.
Environmental pressure traditionally governs by the level of competition in the industry, influences firms’
decisions. Therefore, firms belonging to less competitive industries (also known as concentrated industries),
attain rents that let them survive without curtailing costs including cost of financing. Whereas, firms operating
in industries with high competition must adjust their financial policies in order to safeguard their market
position.
Aligning with the rationale presented by Lieberman and Asaba (2006), an evolving strand of financial
literature analyzes the role of rivalry based theories in explaining the peer effects. Though these studies are
limited; they provide a plausible explanation when peers matter more particularly in financial decision making.
MacKay and Phillips (2005), find that firm-specific financial decisions are subject to industry peers’ decisions.
Also, they suggest that this interdependency between a firm and peers’ financial decisions is substantial both
statistically and economically. Moreover, their study highlight that financial decision making is more diffused
in competitive industries.
Almazan, and Molina, (2005), observe that firms have different capital structures when the industry in which
they operate is more concentrated. Differences in leverage ratios within the industry can be explained through
the agency theory of capital structure. Therefore, for industries with low levels of agency conflict, the firm’s
value maximization is achieved through capital structure decisions. Whereas, in industries where agency
conflict is severe, firms’ debt choices are influenced by managerial objectives and preferences.
Similarly, industry concentration is also helpful in explaining the motivation for peer effects and capital
structure decisions. As rival based theory suggest that firms mimicking serves as a method firms use to
moderate competitive pressure. Thus, firms mimic others in order to preserve their relative position or to
mitigate their competitors’ assertive actions. This imitation is more common when firms having similar
resources and positions in the market, face each other. Rauh and Sufi (2012), observe that a high degree of
correlation exists among firms’ financing decisions operating in the same industry and similar assets.
Likewise, when bankruptcy risk increases in a highly competitive environment, firms find it more appropriate
to learn from their peers’ financial policy (Ozoguz & Rebello, 2013). And, this learning behavior also reduces
competitors pressure on firms to an extent. Hence, learning behavior enable firms to maintain their status quo
amongst close competitors, even for the strongly competitive industries. Highly indebted firms may also
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imitate the financing decisions of their less indebted competitors when the expected cost of predation
becomes severe (Bolton, & Scharfstein, 1990).
Leary and Roberts (2014), argue that among various theoretical motivations of peer effects in financial
decision making, product market interaction (also known as level of competition/concentration in any
industry) may also be influential. When a firm mimics the financial policies of its peers, it may also avoid
falling behind the industry rivals. This mimicking behavior is more pronounced in case of moderate
competition when competing firms are more homogeneous in terms of resources and market share. Most of
the studies have used the Herfindahl-Hirschman index as a measure of industry concentration (Almazan &
Molina, 2005; Smith, Chen, & Anderson, 2015; Valta, 2012).
Similarly, in the case of Chinese firms, it is found that the interaction between peer firms and the level of
competition is significant and positive (Chen & Ma, 2017). Thus, taking similar actions as competitors, no
firm would fail or succeed relative to others. Mimicking peer firms’ investment behavior help in maintaining
the status quo in a competitive market. However, in another study, Park et al. (2017), find peer effects in
investment decisions vary with the level of competition among the U.S. firms. Since mimicking behavior is
attributed to taking less risk and being collective. Therefore, in a market where firms want to differentiate
from their competitors and try to discourage others, this conservative and collective behavior in financial
decisions is likely to be weak.
Liu and Wu (2016), investigate the peer interaction in CSR activities among the U.S. firms. They find that
when peer firms show a higher level of CSR, it's more likely that a firm also engages in CSR activities.
Moreover, this response is stronger in highly competitive industries. Likewise, Cao, Liang, and Zhan (2018),
also explore the influence of competition on the relationship between peers and the firm’s CSR activities.
They found that the U.S firms don’t want to lose their competitive advantage to their peers, hence they
consider opting for the CSR practices of their peers. They further suggest that this spillover behavior occurs
as a response to avoid competitive threat not just because managers want to keep up with the Joneses. Thus,
this limited literature shows that the level of competition does play a role in explaining why and when it is
more likely that managers mimic other firms’ financial decisions.

Conclusion
Financial decisions have traditionally ignored the importance of other firms in the industry. Thus, much of
the financial research either focus on the firm’s own characteristics as a critical determinant for decision
making or have controlled for the industry effects through industry dummies. However, there is a consensus
among corporate leaders globally that peers’ financial decisions are an important input for their own firms’
decision making (Brounen et al., 2006; Graham & Harvey, 2001; Maquieira et al., 2012). Therefore,
comparatively a new strand of literature emerges exploring the role of peer firms in financial decision making.
This paper attempts to bring together that selective literature and identify the critical areas in financial
decision making where peer effects are observed. Moreover, this article provides additional insight into the
role of industry concentration in explaining peer effects in financial decisions. Overall, this review of the peer
literature highlights the prospective domains that can still be explored to solve the puzzle regarding situations
that causes firms to follow their industry peers across different countries.

Managerial Implication
Managerial decision making always strives towards achieving greater value for the firm. Hence, the review of
the literature shows that different financial actions of peer firms may help a firm in making better decisions
especially if it operates in a competitive industry. Hence, for managers, information about peers’ financial
decisions is a strategic tool for decision making under difficult situations. Likewise, for shareholders,
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following peers may signify the managerial motives enabling them to take appropriate action to discipline or
compensate managers accordingly.
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Abstract
Purpose- Innovation repositions and strengthens the
competitive advantage and revenue drive of corporate
businesses. The aim of this study is to assess the extent of the
process and product innovation in Nigerian Quantity
Surveying firms with a view to determining the innovative
tools/concepts used.
Design/Methodology- The study adopted a questionnaire
survey in which simple random sampling was used to collect
data from Quantity Surveyors working with Quantity
Surveying firms in the study area. Relative importance Index,
mean score, frequencies, and percentages were used to analyze
the data collected, and Rogers' innovation adopters
categorization was employed to determine the level of
adoption of innovation by Quantity Surveyors
Findings- The study found that Quantity Surveying firms do
not engage the services of innovation specialist because of
financial constraint. The most adopted innovative
tools/concept by Quantity Surveying firms are MS Excel,
Computer Aided Taking-off, CATO, and CA Estimating, and
these firms are an early majority in the adoption of process and
product/technological innovations.
Practical Implications-. The study would assist Quantity
Surveying firms who have not embraced innovation to do so,
by adopting and incorporating innovative practices in the
running of the business transactions and operations to improve
clients' satisfaction, profit generation, and company image.
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Introduction
The construction industry is a powerful sector that provides job and stimulates growth for other
construction-related economic activities. Construction project consists of processes; a process consists of a
series of actions and task which leads to certain goals. The construction system involves a careful, coordinated
and the integration of scarce resource inputs such as finance, design know-how, construction materials and
skilled and unskilled labor during the erection processes of the structure or building; while the finished
building or completed structure is the product of the coordinated construction activities that meet clients
need and the desired projects objectives (Chan, 2007). The environment of the construction industry is
unique and it houses a lot of creative minds and stakeholders; this is so as no two projects are the same. The
industry consists of diverse stakeholders with different expertise which encourages innovation and innovative
problems solving at a practical level (Jamie, 2007). In the construction industry, there is a wide perception of
the environment not offering opportunities to nurture creativity, even when studies have shown the existence
of large volume and excellence ideas within the industry (Jamie, 2007). Many people perceive innovation as
crucial to the future of many industries. Consequently, there has been a knowledge vacuum that exists, which
has to be filled through an innovative process as the professionals in the construction projects continuously
preoccupied with seeking idea on how the finished product is to be attained within a minimum time and cost
and at an enhanced quality and function.
According to Winch (2003) and Taghizadeh et al. (2013), in their separate studies evaluated construction
industry against other industry and noted that the main reason for low productivity and value in the
construction industry is due to lack of innovation. All divisions in the construction industry with regard to the
economy are faced with the pressure of expanding to offer a wide range of services that are innovative, value
added, and in addition, to develop solutions on how to improve performance. Innovation is the fruitful
utilization of new ideas. With regards to the pace of changes in the construction global market, innovation has
become a prerequisite in the construction industry; organizations that may probably survive are those that are
able to introduce novelties and device a more proactive and meaning ways of managing associated risks to
meet market demand (Foust, 2008; Oyewobi, 2019). Thus, due to the low-profit drive of innovation, the
construction industry now varying its procedures and processes to accommodate the environmental concerns
of both the government and the public (Jamie, 2007).
Barrett et al. (2001) observed that successful innovation enables construction firms to well satisfy the
aspiration and needs of society and clients. Also, Blayse and Manley (2004) added that the organization needs
to innovate to win projects. Innovation practice is a vital issue for most firms or organization principally for
those whose environment of operation is competitive and dynamic, as they need to device continuously new
business model, products and services to survive. Innovative practices have operational existence in different
stages of business; hence for sustained growth and survival of a firm or an organization, persistent innovative
practices are essential which would enhance service delivery in the firms. Gopalakrishnan and Damanpour
(1997) defined innovative practices as the introduction of new processes ideas, products in an organization or
in a firm.
This has triggered the interest of many researchers to harness the practice of innovation. The practicing of
innovation in Nigeria will require sophisticated construction technology, which will cover a wider range of
modern methods and practices that encompass the latest development in procedures for design, materials
technology, management of facilities, information and communication technology, services, analysis of
structures, design, and management education. The practice of innovation also has its own inhibitors as noted
by Hardie et al. (2005), who observed that the shortage of capital and time inhibits innovation among
Quantity Surveyors. However, there is a need to try to adopt advanced and latest technologies if a sector-wide
innovation is to be kept.
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The different dimensions of innovation are viewed include; process innovation, product/technological
innovation, and business innovation. These are aimed at exploring new ideas and concepts into an
organizational system. Quantity Surveyors in the construction industry continually seek solutions to enhance
their profession and provide efficient services to clients/employers. This is achieved through either creating
its own idea or adopting already created ideas. Quantity Surveyors within the construction industry play an
important role for both clients and other professionals in the industry (Perera et al., 2007). The uniqueness of
Quantity Surveyors responsibility is saddled with continuous knowledge improvement in ensuring that
projects meet client requirement in terms of cost, time and value. Over the years and recently, there has been
a lot of innovative improvement in the construction industry. In addition, professionals in the industry have
explored the growing technological trend in innovation to spur the efficient delivery of services to their
clients. Despite the much impact of the Quantity Surveyors in the construction industry, more is still required
in innovative advancement of Nigerian Quantity Surveying firms and organizations in the adoption of process
and product/technological innovation for efficient services delivery.
Hardie et al., (2005) examined the role of Quantity Surveyors in the generation of innovation, adoption, and
diffusion in the Construction industry of Australia, and reported that Quantity Surveyors perceived
themselves not to be blockers but promoters of innovation, and they are usually not team leaders but
excellent team contributors and players. Musa et al. (2010) evaluated the impact of information and
communication technology on the quality of Quantity Surveying in Nigeria and revealed that ICT has been
adopted in the Quantity Surveying firms. Moohamad et al. (2014) conducted an empirical assessment of the
consultancy services innovation practices in the Nigerian construction industry and observed that they were
adopters of the product/technological, process and business system innovation. Nor et al. (2015) in a study of
innovation practices in Malaysian construction firms, innovation is categorized into two; adoption and
creation. The study concluded that old and big firms with non- public clients try to create innovation while
young and small firms with public clients adopt innovative processes. Owusu-Manu et al. (2017) carried out
an empirical assessment of Quantity Surveying firms' innovation practices in Ghana and found that Ghana
Quantity Surveying firms are early adopters of product/technological innovation, process innovation, and
business system innovation. In Nigeria, there has not been an empirical study on the innovative practice of
Quantity Surveying firms. It, therefore, becomes imperative, to explore the acceptability of such innovative
practices in the Nigerian construction industry as well as to determine the pertinent tools invoked in
improving the quality of the service delivery and the extent of adoption of process and product/technological
innovation in Quantity Surveying firms in the Nigeria construction industry.
Therefore, the aim of this study is to assess the extent of the process and product innovation in Nigerian
Quantity Surveyor firms with a view to determining the innovative tools/concepts used. The specific
objectives are to determine the innovative tools/concept used by Nigerian Quantity Surveying firms and
organization and to assess the extent of adoption of process and product/technological innovation in
Quantity Surveying firms and organization.
The adoption of process and product/technological innovation are an essential tool as well as a means of
achieving organizational goals which make services delivery very effective. However, the state of involvement
in the process and product/technological innovation by the Nigeria Quantity Surveyors has not been
empirically determined; hence, scholars have widely advocated important innovative strategies to survive the
challenges faced in the construction industry (Terzungwe, 2013). It is, therefore, imperative that all sphere of
innovative trend be examined to determine their relevance and the adoption of process and
product/technological innovation are two of the dimensions of innovation require the attention of the
Nigerian Quantity Surveyors for professional advancement and efficient service delivery. It is important that a
study of this type will invoke the technological ideas, structural and financial ideas required in their firms and
organization.
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Literature Review
The Quantity Surveyors and Quantity Surveying Firms in Nigeria
A Quantity surveyor is a professional who is responsible for providing independent expert advice on the cost,
financial, economic and commercial management services of a building or civil engineering construction
projects (Dada and Jagboro, 2012). The Quantity Surveyor analyses the elemental and trade costs of the
components of construction work; adopt its findings to proffering solutions to the problem found in each
project (Badu and Amoah, 2003). Quantity surveying profession over time have transited from being a tradebased vocation into a well-developed profession that is widely recognized in the construction industry.
Quantity surveyors assist developers and designers in solving financial and economic problems by carrying
out a detailed cost analysis of the components of construction projects in a more refined and scientific way
and providing professional advice. In addition to the roles of the Quantity Surveyors, they now administer
contracts, act as witnesses on arbitrations/legal issues, play project manager roles, financial advisors and
construction managers (Perara et al., 2007; Ashworth and Hogg, 2002; Leveson, 1999). However, the
modern-day quantity surveyor is viewed as a client representative (or advocate) who is skilled in the design,
planning, administration and management of construction contracts and projects from commencement to
handing over (Moss, 2004).
Quantity surveying firms (QSFs) are business organizations inducted and registered by the Quantity Surveying
Registration Board of Nigerian, QSRBN, to provide financial and construction project management
consultancy services to their clients. Their functions are serviced-based as noted by (Abidin et al., 2011;
Oyediran, 2011). QSFs are also required to register with corporate affairs commission, CAC, to be able to
practice in Nigeria construction market. QSFs are knowledge-based, construction-based business
organizations run by Quantity Surveyor(s) who transform their knowledge or expertise into services which are
eventually delivered to clients/customers (Oyediran, 2011). The clients include government, private
developers or investors among others. When in operation, the QSFs do not sell physical products but
knowledge. It has been observed that only a very few of QSFs are involved in governments developmental
projects, and this has resulted in their performance being adjudged less impressive (Kawu, 2011).
In recent times, QSFs are only considered for their cost management function in the procurement of building
projects, which is the result of their reduced involvement by government in developmental projects across
Nigeria. Also, the engineers argued that the Quantity surveyors lacks the capability to provide cost
management function on engineering projects which form the bulk of government projects. This position was
disproved by (Eze et al., 2017) who observed that Quantity Surveyors are not well patronized by the public
because of the high cost of hiring the professionals. It was observed that other construction-based
professionals are involved more in the conception and execution of public projects than the Quantity
Surveyors (Jagun, 2006). This was attributed to poor performance, loss of value for monies suffered by clients
and their low numerical strength. Thus, the QSFs have lost their position in the Nigerian construction market.
It is widely recommended that the sure way to overcome these challenges is the adoption of innovative
strategies (Terzungwe, 2013). This situation has changed in recent time as a result of the embracement of
innovative concepts by most Quantity Surveying firms as reported by (Musa et al., 2010; Moohamad et al.,
2014).

Innovation and its Importance
Examination of the innovation literature shows diversity in views and approaches to what innovation
activities are. Innovation refers to the genuine use of significant improvement and change in a process,
product or system that is unique to the firm developing and devising the change (Slaughter, 1998). Innovation
is also seen as change, creative thinking, perception, invention, and entrepreneurial philosophies. Summarily,
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it is the implementation of creative ideas within an organization. Innovation in most developing economies is
the key determining factor for organizational growth, and it is at the center of organizational competitiveness
in the economy (Goh, 2006). More so, for firms to achieve and sustain competitive advantage, the firm must
balance and integrate innovation in their policy statement (Barrett & Sexton, 2006).
Reichstein et al. (2005) and Slaughter (1998) posits that the need for innovation is well recognized and plays a
central and critical role in clarifying industry productivity, economic progression and foreign trade.
Innovation contributes and strengthens firms’ competitive advantage through the establishment of new value
propositions, and offering novel or unique products or services and by continuously redefining the
cost/performance boundary (Dodgson et al, 2005; Tidd, 2001; Shaw, 2010). It is observed that a significant
substitute to the overwhelming cost-based competition that is facing the construction industry can be
provided through innovation (Dulaimi et al, 2005; Shaw, 2010). It supports revenue generation and profits of
firms in times of recession (Reichstein et al., 2005; Goh, 2006). It improves the chances of winning new jobs,
and meeting and satisfying clients desire (Seaden et al., 2003; Dulaimi et al., 2005). Innovation is a major
strategic tool of competition, which triggers wider market penetration and broadens profit generation (Seaden
et al., 2003; Goh, 2006).

Dimensions of Innovation
Process innovation is one of the dimensions of innovation. Wang and Ahmed (2004) described process
innovation as the improvement of the production and management process in an organization through the
introduction of new production procedures, new management approaches, and new technologies. It is
generally perceived as the introduction of new elements and features into an organization’s services and
production processes. These elements, according to Reichstein and Salter (2006) include materials input,
information exchange mechanisms, workflows, task specifications, production or services rendering
equipment with the major aim of achieving better product quality and lower cost.
Another dimension of innovation is Product/Technological innovation. This according to Wang and Ahmed
(2004) has gained much attention because the success of a product and the sustainability of the success of
business growth; and expansion into new areas depend on it. Polder et al. (2010) defined product innovation
as a new or (significantly) improved good or service. The significance and ingenuity of new ideas or products
introduced to the competitive market at a suitable period are referred to as Product innovation (Wang and
Ahmed, 2004). This study, however, focuses on the product and process innovation among the Quantity
Surveying firms in Nigeria.
The third dimension of Innovation is the Business system innovation, which is adjudged to have a broader
scope than process and production innovations (Sawhney et al., 2011). In spite of this, Vilà and MacGregor
(2007) confirmed that the business concept of innovation is neglected during the measurement of the overall
innovation capacity of companies. Sawhney et al. (2011) defined business innovation as the establishment of
substantial or radical novel value for customers and the firm by creatively changing one or more of the
current business systems or completely establishing novel business systems. Business innovation is only
germane if it creates value for customers (new value, not new things) and if the customers are willing to pay
for it, thereby creating value for the firm (Sawhney et al., 2011).

Innovative tools/concepts and Information handling among Quantity Surveying
Firms in Nigeria.
With the latest improvements in the industry coupled with the explosion in information technology,
stakeholders in the industry find it practically impossible to handle and disseminate all available and relevant
information (Perera et al., 2007). The fragmented nature of the Construction Industry, of which Quantity
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Surveying firms are a major component (Oladapo, 2006), and the demand of heavy exchange of data and
information between project participants on a daily basis (Maqsood et al., 2004) makes it more imperative to
implement information technology (IT) and other innovative tools/concepts. Construction professionals are
required to have the capability of managing and communicating projects information and documents; this is
the general competency required of them (Oladapo, 2006). Thus, effective information management in the
form of information flows enables rapid inter and intra-organizational communications. For Quantity
Surveying practices, the most common Innovative tools/concepts for handling information flow including
but not limited to QS Elite, Vector, Digitizers, AutoCAD, Autosketch, SuperProject, Master Bill, WinQs,
QSlotus, Computer Aided Taking Off (CATO), Estimator Pro.MB3, QS Cad, RIPAC, CANDY, On-Screen
Takeoff Pro, QS Plus2001 and Masterbill (MB3+) (Willis et al., 1994; Murray et al., 2001). These tools do not
only reduce the length of time for discharge of Quantity Surveyors duties but also enhance the accuracy of
their functions from the estimating stage to the preparation of final accounts. Although, not all have adopted
these innovative tools because of operational inhibitors like educational problems, a high cost of software,
poor return on investments among others (Oyediran and Odusami, 2005), a good number of the firms have
overcome these challenges.

Rogers’ Innovation Diffusion Theory
The relative speed with which an innovation is adopted by members of a social system is regarded as the rate
of adoption (Rogers, 2003). Construction firms and consultancy firms (particularly the Quantity Surveying
firms) have a relative rate of adopting new concepts. This uneven adoption rate of innovation has an effect
on the survival of the firms, their advancement, and competitive advantages. Thus, the internal environment
and dynamic forces of an organizational system, which is such that they respond readily to changes (Steel and
Murray, 2004). The members of an organization or social system have been classified into 5 adopters’
categorization by Rogers (2003) on the basis which an individual is relatively earlier in adopting new ideas
than other members of a social system (organization). As shown in Table 1, the major classification is
innovators, early adopters, early majority, late majority, and laggards.
Innovators are individuals (or organizations) who initiate new ideas by introducing innovation from outside
the social system (Rogers, 2003; Steele and Murray, 2004). According to Steele and Murray (2004), the early
adopters are the category that has the highest degree of leadership opinion in the social system, and from
which prospective adopters get advice and guidance about innovative tools/concepts. Rogers (2003) states
that the early majority adopters of innovation do not play a leadership role but interact effectively with other
members of the organization or social system. The late majority feels safe to adopt innovation when most of
their colleagues have adopted it (Rogers, 2003). The laggards' category is usually the last member to adopt an
innovation. They always desire to maintain their positions and function according to tradition; however, their
line of interaction in the social system is only with other laggards (Steele and Murray, 2004). This study
adopted Roger's classification of the rate of adoption of innovation in its analysis.
Table 1 - Likert Scale Interpretation
Likert Scale Interpretation and
Distribution of Value
Likert Scale
Likert
Value
Description
Allocation
1
Not at all
1.0 - 1.49
2
Slightly true
1.5 – 2.49
3
Moderately true 2.5 – 3.49
4
Mostly true
3.5 – 4.49
5
Completely true 4.5 – 5.00

Interpretation of Roger’s Innovation Adoption
classification based on the 5-point Likert Scale
Value Range Allocation
Roger’s Innovation
Adoption Status
0.1 – 1.0
Laggard
1.1 – 2.0
Late Majority
2.1 – 3.0
Early Majority
3.1 – 4.0
Early adopter
4.1 – 5.0
Innovators
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Source: Moohammad et al. (2014)

Research Methodology
The study sought to establish the level of adoption of process and product/technological innovation by
Nigerian Quantity Surveying firms, using Rogers' adopters' categorization. The study adopted Abuja (the
Nigerian capital) as the study area. Abuja was chosen for the study based on the premise that it is the
administrative center of the country with lots of construction and consultancy firms having their head office
or branches in the country's capital (Aje et al., 2015). In addition, there are many construction projects being
executed on a daily basis. Furthermore, most of the professional bodies’ construction-based consultants have
either their head office or liaison office in Abuja. According to Saidu and Shakantu (2016a), Abuja is one of
the metropolitan cities in Nigeria with the highest population of construction professionals practicing in
either constructing or consulting firms within the built environment. Thus, being the administrative
headquarters of Nigeria, Abuja attracts many Quantity Surveying firms and other Quantity Surveying related
organizations from neighboring states, to practice for delivery of their services.
The study adopted a descriptive research design aimed at collecting data for the purpose of describing and
interpreting the current and existing conditions regarding the innovative practices of Quantity Surveying
firms. It involved the determination of the extent of innovative tools/concepts, adoption, and the creation of
new ideas and concepts in the delivery of Quantity Surveying services. The study adopted a well-structured
questionnaire in the collection of the data from Quantity Surveying firms and organization within Abuja.
These firms and organizations ranging from small, medium to large in Federal Capital Territory (FCT), Abuja.
The questionnaires were administered by the authors and through the help of trained field assistants who
were well informed about the research topic and given the necessary materials and information to aid the
administration of the questionnaires to target respondents.
The questionnaire was designed in three sections using information derived from the review of the related
literature. Section A covered the general information of the target respondents. Information gathered from
section A served as a quality check and verification of the data from the other part of the questionnaire.
Section B focuses on the adoption of innovative tools/concept used in Quantity Surveying firms or
organizations and this contains twenty-eight (28) tools/concepts. Section C concerns on adoption of process
and product innovation in Quantity Surveying firms or organizations and this contains sixteen (16) variables.
A pilot survey was adopted to test the suitability and appropriateness of the questionnaire to meet the study
objectives as suggested by Fellows and Liu (2008). Six (6) of the draft questionnaire were randomly
distributed to the selected construction professionals and academics, and the final draft was adjusted based on
their feedback. The details of the Quantity Surveyors within Abuja was obtained from the professional
regulatory body. A total of 386 questionnaires were randomly distributed to Quantity Surveyors working with
Quantity Surveying firms and related organizations within Abuja. 169 of the questionnaires were retrieved, of
which 9 were discarded as a result of incomplete response. 160 of the questionnaires were deemed valid and
used for the analysis, this represents a 41.45% effective response rate. This response is above the usual
response rate of 20-30% for questionnaire surveys in construction management studies, as suggested by
Akintoye (2000). Furthermore, the reliability and internal consistency of the questionnaire was carried out
using Cronbach's alpha test. This test measured the reliability of each of the field of the questionnaire and the
mean of the entire fields of the same questionnaire. The acceptable value range of Cronbach alpha is between
0.0 and +1.0 and as the value tends toward 1, the higher the degree of internal consistency. The Cronbach
alpha value for the variables is 0.811 and 0.905, thereby implying that the questionnaire is credible and have a
high degree of reliability. According to Moser and Kalton (1999), a research instrument is perfect as the value
of the Cronbach alpha tends towards 1.0.
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Frequencies, percentages, Relative Importance Index (RII) and mean score were used to analyze the collected
data and in interpreting the scale of adoption using Rogers' adoptions categorization table. Frequencies and
percentages were used to analyze the general information of the respondents; RII and Mean score were used
to assess the adoption of tools/concepts and in determining the adoption level of processes and
products/technological innovation. These analyses were carried using out a statistical package for social
science (SPSS) Version 20.
Table 2 - Reliability Statistics
Case Processing Summary
N
%
Case 1
Valid
160
100
Cronbach's Alpha
Excludeda
0
0
N of Items
Total
160
100
Case 2
Valid
160
100
Cronbach's Alpha
Excludeda
0
0
N of Items
Total
160
100
a. Listwise deletion based on all variables in the procedure.
Case 1- Innovative tools/concepts; Case 2 – Processes and product/technological Innovative

0.811
28
0.905
16

Result and Discussion
General Information of Respondents
The result of the analysis of the general information of the respondents is shown in Table 3. 31.25% of the
respondents had 11-15years work experience, this is followed by 25.00% for 6-10years, 18.75% of the
respondents have worked for between 16.20years and 21years and above respectively. Finally, only 6.25% of
them have worked for 0.5years.
Table 3 - Demographic characteristics of Respondents
Category
Years of experience

Academic Qualification

Professional Qualification

Firm employment of innovation research specialist

Firms consider cost before embarking on the
innovative practice

Classification
0-5years
6-10 years
11-15 years
16-20 years
21-above
Total
Higher National Diploma
BSc / BTech
Master degree
Doctorate degree
Total
Fellow member
Corporate member
Probationer member
Total
Yes
No
Total
Yes
No
Total

Freq.
10
40
50
30
30
160
48
72
36
4
160
8
127
25
160
33
127
160
149

%
6.25%
25.00%
31.25%
18.75%
18.75%
100.00%
30.00%
45.00%
22.50%
2.50%
100.00%
5.00%
79.38%
15.63%
100.00%
20.63%
79.38%
100.00%
93.13%

11
160

6.88%
100.00%
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The average year of working experience of all the respondents was put at 11.56 years. Thus, this implies that
information gathered from the respondents can be depended upon as they have a substantial number of years
of working experience in the construction industry and in Quantity Surveying firms and organizations. In
terms of academic qualification, 30% has a Higher National Diploma, 45% holds BSc/B. Tech, 22.5%, and
2.5% hold Master degree and Doctorate degree respectively. Furthermore, 79.38% are corporate members of
the Quantity Surveying professional body. These imply that the respondents are both academically and
professionally qualifies to give reliable information on the subject under consideration. On whether their
firms employ the services of a specialist on innovative research, 20.63% indicated ‘Yes' and 79.38% indicated
‘No'. Thus, implying that attention is not on innovation, as specialist resources are not engaged to carry out
researches on innovation. In addition, the respondents indicated that their organization considers cost before
embarking on any innovative activities. This further means that cost could be a hindrance to the engagement
of innovative research experts.

Adoption of Innovative tools/Concepts
Table 4 shows the result of the analysis respondents' perception regarding the degree of adoption of the
sampled innovative tools/concept in their various organizations and when executing the Quantity Surveying
functions.
Table 4 - Adoption of Innovative Tools/Concepts
S/No
Tool/Concept
1
MS Excel
2
CATO (Computer Aided Taking-off)
3
CA Estimating
4
Auto Sketch
5
Digitizers
6
Microsoft Project
7
BIM
8
CAD
9
QS lotus
10
Value Management
11
Risk Management
12
Estimator Pro
13
Master Bill Cost Planner
14
QS Plus
15
RIPAC
16
E-procurement
17
Construction Computer Software
18
Workmate 3.4/5.0 (Bill Maker)
19
Vector
20
Knowledge Management
21
Q- Mate 1.1
22
Master Bill Elite
23
Snape
24
Win QS
25
Integrated Supply Chain
26
Hard Dolar
27
EVEREST

M.S
4.28
4.00
3.69
3.69
3.56
3.30
2.94
2.94
2.88
2.73
2.70
2.68
2.65
2.64
2.64
2.64
2.63
2.56
2.56
2.55
2.50
2.49
2.48
2.46
2.46
2.45
2.44

RII
0.855
0.800
0.739
0.738
0.713
0.660
0.588
0.588
0.575
0.545
0.540
0.535
0.530
0.528
0.528
0.528
0.525
0.513
0.513
0.510
0.500
0.498
0.495
0.493
0.493
0.490
0.488

Rank
1st
2nd
3rd
4th
5th
6th
7th
7th
9th
10th
11th
12th
13th
14th
14th
14th
17th
18th
18th
20th
21st
22nd
23rd
24th
24th
26th
27th
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28
Quick Bid
2.39
0.478
28th
The most commonly used or adopted innovative tools/concept are MS Excel (RII = 0.855), Computer Aided
Taking-off, CATO (RII = 0.800), CA Estimating (RII = 0.739), Auto Sketch (RII = 0.738), Digitizers (RII =
0.713), Microsoft Project (RII = 0.660), BIM and CAD (RII = 0.588) each, QS Lotus (RII = 0.575) and Value
Management (0.545). Furthermore, in determining the level of adoption and the adopters' categories of these
innovative tools/concept, Rogers' (1995) innovation diffusion theory was employed. The means score items
of the tools/concepts were used to relate and draw the meaning and interpretations from Rogers (1995)
innovation adopters categorization. Rogers' (1995) interpretation equivalent shown in Table 5 indicates that
78.57% of the sampled innovative tools/concepts fell within the Early Majority adopters' category, and only
21.43% of the tools/concepts are within the early adopters' category. With an average mean score of 2.65 for
the entire tools/concept sampled, Quantity Surveyors adopt innovative tools/concepts moderately. Thus, it
was concluded that Quantity Surveyors in Nigeria are the early majority in the adoption of innovative
tools/concepts in the discharge of their functions in their organization.
Table 5 - Likert Scale Interpretation using mean score
Likert
Likert Description
Roger’s adopters’
Scale
categories
1
Not adopted
Laggard
2
Slightly adapted
Late Majority
3
Moderately adopted
Early Majority
4
Mostly adopted
Early adopter
5
Completely adopted
Innovators

Value Range
Allocation
0.1 – 1.0
1.1 – 2.0
2.1 – 3.0
3.1 – 4.0
4.1 – 5.0

Freq.

Percent

Mean

154
6

96.25%
3.75%

2.64

The extent of Adoption of Process and Product/Technological Innovation
The result of the analysis of the extent of adoption of process and Product/technological Innovation by
Quantity Surveying firms is shown in Table 6. Under process innovation, the Quantity Surveyors are of the
opinion that; Within the firm, they are able to implement new processes of rendering service used by other
organizations (RII = 0.805), Our firm actively develops in-house solutions to improve our process of
rendering service (RII = 0.646), and they actively seek new process of rendering service from outside this
organization (RII = 0.588). Thus, in terms of process innovation, it can be concluded that the Nigerian
Quantity Surveyors adopt and implement new processes of rendering service in their organizations.
In terms of Product/Technological innovation, Quantity Surveying firms within the study area adopts
innovation because they believe innovation is just a tool for getting things better, rather than end-product
(RII = 0. 783), Within their firms, they are able to implement new services used by other organizations (RII =
0.775), Quantity Surveying forms usually introduce a familiar and well-known design to the client (RII =
0.630), and Quantity Surveying firms see creating new services as critical to their success (RII = 0.593).
Overall, Quantity Surveying Firms adopt innovation to a very large extent as they are aware of the importance
of organizational success and performance. Quantity Surveying firms are able to implement new processes of
rendering service used by others (RII = 0.805), Innovation is a tool for getting things better, rather than endproduct (RII = 0.783), they actively develop in-house solutions to improve our process of rendering service
(RII = 0.646), and Quantity Surveying firms usually introduce a familiar and well-known design to the client.
(RII = 0.630). These imply that Quantity Surveying firms within the study area adopt process and
product/technological innovations in all their dealings and operations.

31

SEISENSE Journal of Management

Vol 2 No 2 (2019): DOI: https://doi.org/10.33215/sjom.v2i2.111 , 22-38
Research Article

Table 6 - The extent of adoption of Process and Product/Technological Innovation
S/N Statement

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16

Process Innovation
Our firm actively develops in-house solutions to improve our
process of rendering service
Our firm sees creating a new process of rendering services as
critical to our success.
When it comes to creating new processes, our firm is far
better than the competition.
Our firm tends to be an early adopter of a new process of
rendering service.
We actively seek a new process of rendering service from
outside this organization.
Within our firm, we are able to implement new processes of
rendering service used by other organizations.
Product/Technological Innovation
Our firm actively develops new services in-house
Your organization/ firm usually introduce a familiar and wellknown design to the client.
Your organization/firm do not make modification based on
the existing proven succeed product
For your organization/firm, innovation is just a tool for
getting things better, rather than end-product
Your organization is imitating designs from the market to
minimizing the uncertainty of your product
It has been a culture to adopt a well-known design.
When it comes to creating new services, our firm is far better
than the competition
Within our firm, we able to implement new service used by
other organizations
Our firm sees creating new services as critical to our success
As long as the design/ product meets the client's criteria,
proposing something extraordinary beyond expectation would
not be necessary

M.S

RII

RANK

Overall
Ranking

3.23

0.646

2nd

4th

2.93

0.585

4th

10th

2.86

0.573

5th

13th

2.84

0.568

6th

15th

2.94

0.588

3rd

8th

4.03

0.805

1st

1st

2.90
3.15

0.580
0.630

7th
3rd

11th
5th

2.84

0.568

10th

15th

3.91

0.783

1st

2nd

2.89

0.578

8th

12th

2.94
2.85

0.588
0.570

6th
9th

8th
14th

3.88

0.775

2nd

3rd

3.03
2.96

0.605
0.593

4th
5th

6th
7th

In determining the extent of adoption of process and product/technological innovation, Rogers' (1995)
innovation diffusion theory was employed. The means score items of the tools/concepts were used to relate
and draw meaning and interpretations from Rogers' innovation diffusion theory for adopters categorization.
As can be seen in Table 7 and 8, it was observed that the overall mean score for process innovation was 2.97
indicating that Nigerian Quantity Surveying firm is the Early Majority in process innovation, which means
they hardly have leadership role but they have effective interaction with other members of the social system
(Rogers, 2003). Similarly, the overall mean score for product/technological innovation was 2.98 indicating
that Nigerian Quantity Surveying firms are the Early Majority in product innovation, which means they hardly
have leadership role but they have effective interaction with other members of the social system (Rogers,
2003).
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Table 7 - Likert Scale Interpretation Process Innovation
Likert
Likert Description
Roger’s
Scale
Innovation
Adoption Status
1
Not adopted
Laggard
2
Slightly adapted
Late Majority
3
Moderately adopted
Early Majority
4
Mostly adopted
Early adopter
5
Completely adopted
Innovators

Value Range
Allocation
0.1 – 1.0
1.1 – 2.0
2.1 – 3.0
3.1 – 4.0
4.1 – 5.0

Table 8 - Likert Scale Interpretation Product/Technological Innovation
Likert
Likert Description
Roger’s
Value
Scale
Innovation
Range
Adoption Status
Allocation
1
Not adopted
Laggard
0.1 – 1.0
2
Slightly adapted
Late Majority
1.1 – 2.0
3
Moderately adopted
Early Majority
2.1 – 3.0
4
Mostly adopted
Early adopter
3.1 – 4.0
5
Completely adopted
Innovators
4.1 – 5.0

Freq.

Percent

Mean

106
54

66.25%
33.25%

2.97

Freq.

Percent

Mean

100
60

62.50%
37.50%

2.98

Discussion
The study reported that Quantity Surveyors in Nigeria are the early majority in the adoption of innovative
tools/concepts in the discharge of their functions in their organization. This finding is in disagreement with
the report of Moohammad et al. (2014), who reported that Nigerian construction industry consultancy
services firms fell within Adopters' category of the Rogers (1995) innovation adoption classifications in all the
dimensions of innovation (process, product/technological and business system). The findings of this study
also are not in agreement with Owusu-Manu et al. (2017) and Fell (1998). Owusu-Manu et al. (2017) observed
that Quantity Surveying firms in Ghana are early adopters of process innovation, product/technological
innovation, and business system innovation. Fell (1998) reported that early adopters scored higher than later
adopters, and the also indicated that the use of new products was a part of their firm's competitive premise.
Ashiboe-Mensah (2012) further pointed out that the building construction industry is not new to innovation;
however certain innovations are adopted whilst others are rejected. It was recommended that irrespective of
the innovative characteristics identified in Quantity Surveying firms, there is needs to revolutionize and move
strongly to other types of innovation like technological and product innovation so that their impact can be
felt more in the construction industry.
For Quantity Surveyors to be in the early majority category in the adoption of the innovative tools/concepts,
this implies that members of the profession are a step ahead of other sister professions in the built
environment. The adoption of these tools/concepts is yet to reach average by the built environment
professionals. According to Rogers (1995), the early majority adopts new ideas just before the average
member of a social system. This social system could mean the professionals within the built environment who
regularly interact with one another in the construction industry. The Quantity Surveyors in Nigeria are an
important link for further dissemination of the use and application of these innovative tools and/or concepts
by other construction professional. Thus, Quantity Surveyors encourage the use and spread of MS Excel,
Computer Aided Taking-off (CATO), CA Estimating, Auto Sketch, and Digitizers in construction-related
activities in the construction industry of Nigeria.
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Musa et al. (2010) posit that Quantity Surveyors proactively think of ways of trying their skills in very
important software packages like Master Bill, WinQS, Computer Aided Taking off (CATO), Super Project,
RIPAC among others. Quantity Surveying firms strive to be leaders in the construction industry, thereby
aspiring beyond their current capability and resources. The attitude of aspiring beyond current capability has
been identified as the second most important attribute among innovators which capsulize the goal of progress
and continuous improvement by finding better combinations of resources (Hamel et al., 1989; Stopford and
Baden-fuller, 1994; Owusu-Mamu et al. (2018). Stopford and Baden-Fuller (1994) perceive proactiveness not
to be the first to create something new but rather, thinking ahead and adopting the necessary changes for the
unexpected future. Quantity Surveyors are proactive in renewal when they borrow other ideas as a means of
breaking from past behavior. Quantity Surveyors are seen as been proactive by their usage of very important
packages of software (Owusu-Mamu et al., 2018). Thus, Ekung and Okonkwo (2015) submitted that the
Quantity Surveying profession is not static in responding to the changes in the construction market regarding
the services it renders as the profession diversify its practices to meet the demand of both public and private
clients in the industry. Preece et al. (2008) argued that organizations that are more likely to survive the
turbulent construction business environment will be those that add value to clients' through innovative ideas
and excellent performance. Therefore, for the Quantity Surveyors in the industry to remain champions in the
process innovation, they should work hard to control vices such as corruption and ensure accountability,
transparency, and continuing professional development of its members (Owusu-Manu et al., 2018).
Oyewobi (2019) posits that the adoption of innovation has created new opportunities for the Quantity
Surveying profession and has well provided diverse ways in which Quantity Surveying businesses can benefit
from its implementation. Competition among construction firms and consultant firms are increasing on a
daily basis and Quantity Surveying firms have had to develop different strategies to be able to survive and
achieve optimal market returns. However, it is only an adequate selection of a specific and suitable
competitive strategy that determines an organization’s desire for successful innovation. Thus, the integration
of innovation activities with business strategy and processes in a manner that supports business goals will
guarantee sustained competitive advantage for Quantity Surveyors (Oyewobi, 2019). There is a consensus
among Quantity Surveying organizations that adoption of IT through innovation will assist them in gaining a
competitive advantage over the industry's competitors.

Conclusion
The study sought to establish the level of adoption of process and product/technological innovation in
Nigerian Quantity Surveying firms, using Rogers' adopters' categorization. The study found that the majority
of Quantity Surveying forms do not employ the services of innovation specialist and the few that do consider
cost before embarking on innovative activities. The most commonly used or adopted innovative
tools/concept by Quantity Surveying firms are MS Excel, Computer Aided Taking-off, CATO, CA
Estimating, Auto Sketch, and Digitizers. Quantity Surveyors are the early majority of innovative
tools/concepts. In addition, Quantity Surveyors in Nigeria are the early majority in the adoption of
innovative tools/concepts in the discharge of their functions in their organization. The extent of adoption of
process and product/technological innovation is high, and Quantity Surveying Firms are able to implement
new processes of rendering service used by other, they understand that Innovation is a tool for getting things
better, rather than end-product, and they actively develop in-house solutions to improve the process of
rendering service. Thus, Quantity Surveyors are an early majority in the adoption of process and
product/technological innovations. Considering the importance of innovation in the operations and
Runnings of corporate businesses, there is a need for all firms and organization to adopt the innovative
practice in their firms to enhance performance and strengthen their competitive position in the corporate
world. It is, therefore, recommended that similar studies should be carried out in other regions and states of
the country so that comparison could be made.
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1

Purpose- The purpose of this study was to investigate the
impact of nepotism & favoritism as a form of organization
politics on HRM practices and employee performance.
Design/Methodology- Explanatory research design was
employed to determine the effect of nepotism & favoritism on
HRM practices and employee performance. Primary data
collection method was used among employees working in
different public-sector hospitals based on their accessibility. For
this study, the sample of 150 employees was used. The adapted
questionnaire was used for data collection. Data were analyzed
using SPSS.
Findings- The correlation analysis revealed a significant
relationship between favoritism, employee performance &
HRM practices whereas nepotism has a significant association
with employee performance but the insignificant relationship
with HRM practices. The outcomes of the study unveiled a
significantly negative effect of nepotism on employee
performance & HRM practices while favoritism has a
significantly positive effect on employee performance & HRM
practices.
Practical Implications- The study outcomes might help
public sector hospitals HR department to incorporate some
changes regarding their policies to prevent the nepotistic &
favoritism practices which can lead to creating a politics in the
organization in which everyone works to fulfill his or her selfinterest without focusing towards organizational goals
achievement.
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Introduction
Organizational Politics is primarily stated as a certain behavior of a person which includes intentional actions
to effect certain decisions to safeguard their personal interest (Ahmed, Baloch, & Ghani, 2015). Khan and
Hussain (2016) asserted that there is a relationship between politics in organization and survival of employee
in Pakistan as when employee see others benefiting from organizational politics they are probably to be
involved in such behavior. Therefore, nepotism and favoritism phenomena exist in the form of organization
politics lead to creating conflicts between employees and employer relationship in all organizations (Firfiray,
Cruz, Neacsu, & Gomez-Mejia, 2018). The primary problem during execution of HRM is the factor of
organization politics i.e., favoritism & nepotism lead to affect the whole process of implementation of HR
practices such as recruitment & promotions as well as employee performance, satisfaction & commitment in
the public sector of Pakistan (Aslam, Arfeen, Mohti, & Rahman, 2015; Bilal, Rafi, & Khalid, 2017; Muqadas,
Rehman, & Aslam, 2017).
Karakose (2014) emphasized that unfairness in appointing individuals based on favoritism from the political
aspect of the organization ultimately affect the sense of fairness among employees. Favoritism and nepotism
lead to creating a political environment within the organization to hold down competition for the higher
positions and hinder the career progress of high performers can affect the employee and organizational
performance adversely (Safina, 2015). Though the association between organization politics and human
resource management appears noticeable, yet there is a lack of empirical studies (Drory & Vigoda-Gadot,
2010). Nepotism & favoritism can ensue in utmost all organizations. As (AL-shawawreh, 2016) & (Ozler &
Buyukarslan, 2011) elucidated that nepotism take place among both countries developed and developing, as
well as in both sectors public & private.
Though limited studies have investigated the nepotism & favoritism effect on employee performance in the
literature. Yet, the review of the extant literature shows that there is no study which investigates the effect of
nepotism & favoritism respectively as a form of organization politics on employee performance and HRM
practices. To fill this gap, this paper attempted to determine the effect of nepotism & favoritism from an
organizational politics viewpoint on HRM practices and employee performance in developing country like
Pakistan. Therefore, the main objectives of the present study were to investigate the effect of nepotism on
employee performance and HRM practices. To examine the effect of favoritism on employee performance
and HRM practices.

Review of Literature
HRM Practices, Employee Performance, and Organization Politics
Nabi, Syduzzaman, and Munir (2016) stated that human resource practices are comprised of policy &
philosophy to manage a human resource through recruitment, selection, placement, training, compensation,
performance assessment and so on. According to Shaukat, Ashraf, and Ghafoor (2015), by executing human
resource management, organizations can attract and retain competent individuals that can lead to sustained
organizational success. Moreover, fair execution of HR practices such as recruitment, selection &
performance appraisal leads to motivate workers to perform effectually (Choudhury, 2011). In addition, the
politics in an organization is linked to the behavior in which members through using power to fulfill their
self-interest can influence decisions made regarding employment and promotion (Elbanna, 2010).
Petsri (2014) explains job performance as the behavior of employee associated with their tasks as well as
organizational goals. Employee performance of job evaluates whether an individual performs his or her job
effectively. In this way, individual performance can be characterized into two i.e., performed a behavior as
specified in the description of the job and the second one in response to environment, not directions (Na-
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Nan, Chaiprasit, & Pukkeeree, 2018). Besides, Choudhury (2011) stated that employee behavior and
performance is influenced by the organizational environment in which they work. In addition, (Li &
Mahadevan, 2017) specified that relationship as one of the dimensions of organization climate affects the
performance of employee positively. Organization politics reliant on the environment because it led to
developing either political activities such as nepotism or favoritism within the organization (Arasli, Bavik, &
Ekiz, 2006). Sroka and Vveinhardt (2018) explain that when the process of HRM is led by considering
nepotism (family relations) or favoritism (condescending workers for friendship rather on the criteria
delineating the employee expertise and capabilities can be perceived negatively by employees. In other words,
social association whether in the form of nepotism & favoritism are placed above the organizational interests
to safeguard their interest.
Use of power, influence and fulfilment of self-interest among employees and management of organization
lead to give birth to the view of organization politics which always have been exist in working environment
such as when striving over scarce resources, conflict during important decisions as well as presence of selfinterests among groups or individuals in organization (Butt, Imran, Shah, & Jabbar, 2013; Schneider, 2016).
Therefore, politics is a part of the utmost organizations in some form (Brouer, Harris, & Kacmar, 2011).
Besides, Nunoo (2010) pointed out that the most obvious form of organizational politics is nepotism in both
sectors the public and private. Furthermore, Schneider (2016) asserted that when favoritism based personal
actions to reward workers for reasons other than prior agreed performance criteria, to specify that politics is
more imperative than performance in the organization. Thus, favoritism is considered as a form of
organization politics which lead to affect the employee behaviors. On the other hand, favoritism can take
place through tendencies of politics & citizenship to associate with old friends and colleagues in the
organization to gain advantages over others (Shabbir, 2017). In this study, nepotism and favoritism were
viewed as the forms of organization politics and both were discussed along with their effects on HRM
practices and employee performance in the subsequent section.

Nepotism, Employee Performance, and HRM Practices
Jones and Stout (2015) defined nepotism as actual and perceived predilection given by means of one member
of the family to another member. According to Gjinovci (2016), nepotism refers to hiring relations
irrespective of their abilities and eventually lead to detrimental consequences for both the organization and
the economy. Moreover, when an individual is favored in the organization due to family associations rather
than based on his or her capabilities lead to low individual performance and team spirit (Karakose, 2014). In
addition, nepotism signifies a threat to the position of the organization due to the nepotistic selection of
personnel irrespective of who has been more capable amongst the candidates lead to creating perilous
influence on the performance of job (Singh & Twalo, 2014). On the other hand, Abramo, D’Angelo, and
Rosati (2014) pointed out that higher productivity perhaps not only results from higher capacity and
commitment but also because of favored treatment in the organization to gain advantages or fulfill their
anticipated interests.
Furthermore, working under individual who was appointed based on kinship to higher positions unrelatedly
to the skills & abilities of a person leads to create dissatisfaction, the absence of confidence, decrease in job
performance among employees who were not family members (Büte, 2011). Altındağ (2014) elucidates that
recruitment through nepotism would not upsurge employee performance. Though there is a condition in
which nepotism can increase the performance when the individual recruited is proficient in the related field.
Besides, it has been pointed out by Gok and Ekmekci (2015) that nepotism is considered as a negative factor
for employee performance. The authors found a significantly negative effect of nepotism on HRM as
specified by Arasli et al. (2006) and on employee performance as shown by (Ombanda, 2018). Therefore, for
this study the following hypotheses were framed:
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H1: Nepotism has a negative effect on employee performance.
H2: Nepotism has a negative effect on HRM practices.

Favoritism, Employee Performance, and HRM Practices
Favoritism is demarcated as a biased treatment towards favored individuals who are awarded privileges as
compared to those individuals who have not favored ones (Aydogan, 2012). Decisions regarding pay raises &
promotions that are based on favoritism rather on merit as driven by a political culture existence that favors
those who are associated with the influential individual of that culture in the organization (Malik, Danish, &
Ghafoor, 2009). Additionally, Favoritism now becomes a common practice in organizations. Due to this
reason jobs are not available adequately in both sectors public or private because favorite individuals are
indebted during execution of HRM practices particularly during recruitment and promotion hence it leads to
low motivation & performance of employees (Sadozai, Zaman, Marri, & Ramay, 2012). On the other hand,
when employee perceived that the distribution of rewards based on performance rather on favoritism can lead
to enhance their employee performance (Ahmad, Danish, Ali, Ali, & Humayon, 2018).
As Safina (2015) explicates that favoritism is a Latin word derived from favor which means mercy which has
the feeling of out of line and biased support of cronies in office to move to higher positions without having
capacities nor competence vital for performing such duties. In this manner, favoritism seems like a rule in
state and public activity to support the most favorite individual being in the certainty of his boss lead to
climbing the profession stepping stool because of a feeling of having been selected. Thus, the subsequent
hypotheses were outlined:
H3: Favoritism has a positive effect on employee performance.
H4: Favoritism has a positive effect on HRM practices.

Research Methodology
In this study, the explanatory research design was employed to determine the effect of nepotism & favoritism
on HRM practices and employee performance. Primary data collection method was used for collection of
data among employees working in different public-sector hospitals based on their accessibility. For this study,
a total number of 250 questionnaires were distributed only 150 were returned appropriately for further
examination. The adapted questionnaire was used for data collection from respondents. In this study, the
questionnaire items were employed from different authors (Ahmed., 2018; Büte, 2011; Kazan & Gumus,
2013). Data were analyzed using statistical tools such as descriptive statistics, reliability, correlation &
regression analysis by utilizing SPSS.

Findings
Descriptive Analysis
Table 1 unveiled the descriptive statistics outcomes for employee performance, HRM practices, nepotism,
and favoritism. Thus, analysis of descriptive statistics showed that favoritism had a highest mean value = 3.74
and standard deviation = 1.16, followed by nepotism mean value = 3.67 & standard deviation= 1.15 and
value of mean for HRM practices = 3.62 & standard deviation = 1.00. In addition, employee performance
had a lowest mean value = 3.55 & Standard deviation = 0.81.
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Table 1–Descriptive Statistics
Variables
Nepotism
Favoritism
Employee Performance
HRM Practices

Mean
3.67
3.74
3.55
3.62

Standard Deviation
1.15
1.16
0.81
1.00

Reliability Analysis
Table 2 disclosed the value of Cronbach alpha of the variables. In this study reliability test was ran to
determine the internal consistency of variables respectively. The outcomes of analysis revealed that the value
of alpha = 0.842, n=5 for nepotism while an alpha value of favoritism = 0.816, N=6. Value of alpha for
employee performance= 0.753, N=8. Cronbach alpha value for HRM practices = 0.863, N=6 which was
highest amongst all the variables in this study. Thus, all the variables alpha value is within the acceptable
range.
Table 2 –Reliability Statistics
Variables
Nepotism
Favoritism
Employee Performance
HRM Practices

Cronbach Alpha Value
0.842
0.816
0.753
0.863

Number of items
5
6
8
6

Correlation Analysis
Table 3 specifies the correlation value among all variables. The outcomes of analysis unveiled that there was a
positive correlation between nepotism and employee performance (r= 0.569, p<0.05). While a weak positive
& insignificant association was detected between nepotism and HRM practices (r = 0.070, p> 0.05). Besides,
favoritism displayed a positive & significant relationship with employee performance (r = 0.667, p<0.05) and
HRM practices (r = 0.281, p< 0.05).
Table 3 –Pearson correlation (Recruitment and Selection, Coaching and Mentoring, Compensation & Employee Performance)
Variables (N=150)
(1)
(2)
(3)
(4)
1: Nepotism
1
2: Favoritism
.936
1
3:Employee Performance
.569
.667
1
4: HRM Practices
.070
.281
.822
1

Regression Analysis
Table 4 shows the multiple regression analysis which discloses that un-standardized beta (β) of nepotism and
favoritism was (β = -0.241, p < 0.05); (β = 0.756, p< 0.05). While value of R square = 0.470, F (2, 147) =
65.091 & p< 0.05. This specifies that nepotism and favoritism elucidate 47% variation in performance level of
employee in public sector hospitals.
Table 4 –Regression Analysis to anticipate the employee performance value with respect to Nepotism & Favoritism
Variables
B
Std. Error
t
Sig.
Nepotism
-.241
.092
-2.610
.010
Favoritism
.756
.119
6.365
.000
R=0.685
R2= 0.470
F (2,147) = 65.091

43

SEISENSE Journal of Management

Vol 2 No 2 (2019): DOI: https://doi.org/10.33215/sjom.v2i2.118 , 39-47
Research Article

Table 5 showed the multiple regression analysis of beta values. The outcomes of study reveal that unstandardized beta (β) of nepotism and favoritism was (β = -1.032, p < 0.05); (β = 1.482, p< 0.05). On the
other hand, R square exhibit the following values (R2= 0.377, F (2,147) = 44.412, p< 0.05). Thus, nepotism
and favoritism explain 37% variation in HRM practices in public sector hospitals.
Table 5 –Regression Analysis to foresee the HRM practices value with respect to Nepotism & Favoritism
Variables
B
Std. Error
t
Nepotism
-1.032
.123
-8.380
Favoritism
1.482
.158
9.363
R=0.614
R2= 0.377
F (2,147) = 44.412

Sig.
.000
.000

Discussion
This study primarily engrossed on nepotism & favoritism as a form of organization politics and its impact on
employee performance and HRM practices in public sector hospitals of Pakistan. In this study, the first
hypothesis which is nepotism has a significant effect on employee performance is accepted because fallouts
are displaying significant but negative effect on employee performance. On the other hand, the second
hypothesis i.e., nepotism has a significant effect on HRM practices is accepted as outcomes specify a
significantly negative effect on HRM practices. Therefore, the practice of nepotism leads to affect the
performance of employee due to the reason that competent employee feels that they are not given the
appreciation for the work they do as compared to relatives. The fallouts of study are in accordance with the
outcomes of Arasli et al. (2006) & Ombanda (2018). Third & fourth hypotheses of this study are also
accepted i.e., favoritism has a significant effect on employee performance & HRM. The consequence of this
study is concurrence with the extant literature that favoritism seems, as a rule, to support the most favorite
individual regardless of their capacities nor competence vital for performing a job as well as to move to higher
positions because of preferential treatment (Safina, 2015).
Hence, this study divulged empirical evidence regarding nepotism & favoritism as a form of organization
politics effect on employee performance & HRM practices. Thus, for today’s organizations, it is a significant
aspect to reduce the nepotism & favoritism practices from top management, middle & lower level employees
& managers who fulfill their self-interests can create a sense of politics within the organization which
subsequently leads to influence the employee performance as well as depict a sense of biased execution of
HRM practices among employees. Hence, all hospitals must redefine their policies to prevent this sense of
politics within the organization such as nepotism & favoritism. As the environment is continuously changing
now a day, the organization can increase their competitive advantage over others through utilizing the
performance of competent & talented employees (Bibi, 2018). This is possible by employing merit-based
practices which lead to enhance the performance of human resource. Therefore, the outcomes of the study
reveal that the prevalence of nepotism and favoritism practices in the public-sector hospitals of Pakistan
eventually affect employee performance as well as HRM practices positively & negatively in some way. The
current system needs to incorporate some changes regarding their policies to prevent the nepotistic &
favoritism practices which lead to creating a politics within the organization in which everyone works to fulfill
his or her self-interest without directed towards organizational goal achievement.

Conclusion
Public sector hospitals in Pakistan need to focus on the political aspect of the organization in term of
nepotism & favoritism practices as it influences the performance of employees & HRM practices execution.
This study reveals that nepotistic practices affect employee performance and HRM practices negatively. On
the other hand, favoritism practices affect employee performance and HRM practices positively. Therefore,
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organizations need to make some effective policies to prevent the political aspect within the organization in
the form of nepotism & favoritism. As this form of politics leads to affect the performance of employees as
well as organizational performance. Hence, execution of HRM practices needs to be implemented on merit
without being considered the relatives and friends. Future researchers should investigate the effect of
nepotism and favoritism as a form of organization politics on HRM practices & employee performance in
other sectors. In addition, the future researcher may also inspect the organization politics in terms of
nepotism & favoritism as mediating variables between HRM practices and employee performance or with
some other mediating & moderating variables. Moreover, studies needed to be examined in the future in
which nepotism and favoritism perhaps be inspected with job-related behavior such as absenteeism, work
stress, and job satisfaction.
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Aim - This research highlights the HR policies and practices in
terms of compensation and performance evaluation and its
impact on employee job satisfaction. This study will fill the gap
in the literature by providing information on compensation
and performance functions of human resource.
Design - In this research descriptive design is taken in the
collection of bias-free data. A sample of 42 respondents was
taken into consideration from different management level of
PTCL such as top, middle and lower level and the target
population of this study was human resource department,
management, and administrative staff. To collect the required
information closed-ended questionnaire was used and were
divided into three part; initially questionnaire identify the
demographic factors of the respondents, then highlight the
Likert scale options 1 being strongly disagreed and 5 strongly
agree.
Findings - In findings of this research we highly recommend
the management to have fair and equitable compensation
policies and establish performance evaluation system which
can reduce to biases at all levels.

Introduction
The human resource of an organization is considered the valuable and competitive advantage over its
competitor because of its commitment to towards organization; it is used as a strategic weapon by the
organization to widen its market place and increase its market share. Therefore, the competitiveness of any
organization depends on the HR policies and practices that affect the job satisfaction of employee. (Lamba,
S., and Choudhary, N., 2013). Human resource policies can affect employee motivation and job satisfaction
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positively and negatively. If employees are satisfied with their human resource policies and practices in the
organization, then they will be committed and motivated enough to achieve organizational objectives and
goals. (Danish, R.Q, & Usman, A., 2010). HRM practices and employee job satisfaction is the substantial side
which needs to be explored as so far researchers have covered the aspects of reward and recognition, training
and development and job security. Organization a smaller amount of consideration is given to employee
attentiveness towards (compensation practice, performance evaluation policies and employee skill
development). Many studies have shown the aspects of HR practices and perceived employee performance
but missed the aspect of employee job satisfaction (Khurram, S., & Sajid Bashir, 2008). This study will fill the
literature gap by highlighting the compensation practice and policies, performance evaluation policies which
are considered as a predictor of Employee job satisfaction. There are ten common HR practices which are
found in organizations such: recruitment and selection, training and development, compensation
management, performance evaluation, grievance system, pension and social security, health, and safety
practices, employee promotion and employee placement technique. (Tessema, M. and Soeters, J, 2006).
Policies are made by the organization to make an effective decision as a part of the system. It supports and
affects the performance, relationship, resource, and functions of organizations. It defines the rules, values,
and procedures to guide and handle certain related to human and systems. (Memon, S.B., Panhwar, A.I. &
Rohra, L.C., 2010). Every organization consists of the diverse human resource so organization set policies
which best suit their cultures and practices. These policies are written in policy book and effectively
communicated to an employee working in each department if there is any change in policy then policy is
improved as per the requirement and need of time which truly replicate the changing condition in the
organization. (Kwenin, D.O., Muathe, S., & Nzulwa, R, 2013). Human resource department is responsible for
making and executing policies associated to the management of people working in an organization, with such
policies organization understand the aspect of employee management in an organization using HR practice
like training and development, salary and compensation, health and safety. Recruitment policies of HR cover
the rules, regulation, and procedures of hiring a competent employee to can achieve the objectives and goals
of the organization. At first, the vacancy is identified with the help of respective managers then it is advertised
with the deadline to collect resume and then start screening the best resumes from the pool of candidates. Job
description highlights whether the job is full time, part time or temporary. Organizations have to follow the
recruitment policies keeping in mind the industrial and labor laws. (Memon, S.B., Panhwar, A.I. & Rohra,
L.C., 2010)
Organizations design human resource policies and practice them in every aspect that is related to the effective
management of employees’ in the organization. Policies in the HR function of compensation are managed by
the salary administrator. The different organization has different criteria to allow compensation to employees,
therefore, policies work as a guideline and serve information to the manager in terms of salary scale or
identify various pay scale which serves a various purpose as per conditions. These guidelines serve different
pay features such as paid and unpaid holidays, maternity leaves sick leave and injury during work. Moreover,
organizations also pay attention to health and safety measures to ensure a good and safe working
environment along with a number of other benefits like health insurance, retirement plan, medical
compensation, and pension policies. (Terera, S.R., & Ngirande, H, 2014)
Human resource policies and practices are very essential for the personal and professional growth of the
workforce in any organization. However, often we hear a complaint from an employee in this aspect due to
lack attention from organization side as they just focus to make happy the external stakeholder at the cost of
the motivation of internal stakeholder (employee). (Alderson, A. S., Beckfield, J., & Nielsen, F., 2005) proves
that organizational resource and time is bifurcated on the basis of inequality. Therefore, workforce
organizational commitment is affected due to unfavorable compensation and performance appraisal policies
and practices that result in a lower level of employee satisfaction.
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Past researches investigate the strong bond between human resource policies and employee satisfaction for
organizational success (Vikram Jeet, Dr. Sayeeduzzafar, 2014) outcomes of this work highlight the variable
(recruitment selection, training and development, and job security) contribution towards employee
satisfaction. (Kwenin, D.O., Muathe, S., & Nzulwa, R, 2013) explored the impact of human resource policies
and practice in Vodafone Ghana telecom ltd on employee reward and recognition on employee job
satisfaction. Therefore, still, there are other variables (compensation, performance and skill development)
which need to highlight to investigate their impact on employee satisfaction. Hence this research will response
the questions on human resource policies and practices that influence employee satisfaction at the workplace.

Research Objectives


To observes the relationship HR policies and practice in PTCL.



To examine the impact of compensation on employee satisfaction.



To inspect the influence of Performance evaluation on employee satisfaction.

Literature Review
Human Resource and Job Satisfaction
Human Resource Management is truly focused on the human side of an organization to build a strong bond
of relationship with its workforce. Human Resource ensure that all the employees working in or outside the
organization premises are safe, happy and motivated enough to achieve organization objective effectively and
efficiently. The successful organization always try to create a workplace where employee get rewarded with
monetary and non-monetary rewards, and to do so they establish to evaluation system which can identify the
best talent of the job from hiring, training and developing the workplace which is committed to their job.
(Terera, S.R., & Ngirande, H, 2014)HRM is involved interconnected activates like training and development
of employees to ensure that employee is given adequate training to perform their present job and gain
satisfaction, compensation, and benefits are also provided by the organization to fulfill the monitory
expectation of employees, performance evaluation or appraisal is another domain of HRM in which employee
is evaluated on their job or tasks and if real performance is discrepant to expected performance than
employee is given more training to fill the gap in performance. (Armstrong M, 2006) The main purpose of
Human Resource is to confirm that all the workforce is satisfied and achieving the departmental and
ultimately organizational goals effectively.
Job satisfaction of employees is a very important aspect of the job as it grades to which employee feel or
experience happiness towards with his/her job. (Padala, S.R, 2011). The employee gets satisfaction from the
job, not in terms of money only, but also organizational culture and workplace policies do affect the
satisfaction level of employee positively or negatively. It is basically the gap between the contribution made by
the employer and the output received by the employees from the job itself. Job satisfaction of employees
shows very important indicators in terms of culture, health, performance, and sustainability of the
organization. If there is any discrepancy in any of the given domain so the organization can make
improvement by implementing human resource policies and practices. (Majumder, T. H., 2012) Therefore,
when an employee is satisfied at the workplace he is more productive, more creative and more committed to
his /her work. Whereas negative and unfavorable work environment and human resources policies affect the
job satisfaction of employees which ultimately affects the monetary accounts of the organization.
Studies show the importance of many others aspects of managing and satisfying the human resource but the
employee retention seems to be a vital activity for the organizations to continue to achieve its organizational
goals (Mello, J.A., 2007). Therefore, human resource policies and practices play their main role in making the
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workforce productive and happy. Organizations that follow employee-oriented policies and practice are using
its workforce in way more effective ways by providing equitable compensation and benefits structures,
personal and professional programs for employee growth, favorable working conditions, opportunities to
avail promotion chance and get effective training to perform the present job effectively and efficiently
(Memon, S.B., Panhwar, A.I. & Rohra, L.C, 2010)
Competitive organizations make effective human resource policies and turn them in to practice to increase
the job satisfaction of employees at the workplace. It not only creates positive feeling but also enhances
employees trust in the organization (Memon, S.B., Panhwar, A.I. & Rohra, L.C., 2010). Studies show that
employees job satisfaction is low when there is a discrepancy in employees expectations and human resource
policies and practices. Therefore, it is very important for the organization to and understand and enrich the
KPIs (knowledge, skills, and abilities) of the employee as per the culture and goals of the organization.

Compensation and Employee Job Satisfaction
Compensation function of human resource engage the workforce in the job, in case of service industry if the
employee is happy and satisfied with his job then manager or organization does not need to worry about the
happiness of customers. Employees feel de-motivated or unsatisfied with the job when they don’t get the fair
amount in the organization against the services rendered by them. Therefore, an organization should take this
aspect of compensation seriously because the return for the employee work is compensation and benefits
(Ciarniene, R. and Vienazindiene, M., 2010). There are two types of compensation or rewards that employees
get from the organization, one is intrinsic and other is extrinsic. Intrinsic reward is basically internal
motivation or psychological satisfaction that employee gets from the work that he performs; whereas, the
extrinsic reward is the pay and benefits that he/she gets against the services or contribution of the employee
towards the organization. Extrinsic reward plays a very important role in adding values to employee job
commitment and satisfaction.
Therefore, this paper focuses on the policies and practices of compensation in PTCL. External compensation
is not just limited to basic pay but it involves benefits, promotion, profit sharing, remuneration, bonuses or
commission and fringe benefits (Lai, H, 2012). Research also covers compensation packages paid by PTCL in
the form of pay (pay and benefits). Salary is the fixed amount paid to the employee for the services rendered
by them. However, allowances are paid by the organization to employees in the form of monitory benefits,
for instance, employee engagement allowance or for economic support and pension benefit is paid monthly
to the employee after retirement.
As per research on CEOs compensation in Pakistan, Muhammad Usman (2015), annual reports reveals in
that CEOs in Pakistan as per KSE-100 get only cash payments. Whereas, stock exchange options are very
common in international literature review but in Pakistan, a stock option is not given. Research also reveals
that half of the firms does not hesitate to disclose bonuses of top management. Therefore, job satisfaction at
all level is very important for the organization as it influences the goals and outcomes of the organization. The
employee is committed and satisfied with their job when internal and external rewards meet up their level of
expectation. Job satisfaction defined by when employee feel comfortable with organization policies, structure
and social aspect of organization (Onukwube, H, N., 2012).Job satisfaction and compensation are linked and
has been highlighted in a number of studies in terms of pay scale, work hours, allowances, fringe benefits and
job security which influence the job satisfaction and ultimate outcomes of the organization. (Iqbal, M. Z.,
Arif, M. I., and Abbas, F, 2011).
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Performance Evaluation and Employee Job Satisfaction
The term performance management or performance evaluation as described as the method of keeping on
actual task achieved as per the standard set by the organization, through which if employee accomplish all the
task assigned by the manager ensure good rating on KPIs as it ultimately influences the goal is organization
and employee rewarded accordingly (Karatepe, O. M., & Vatankhah, S, 2015). Performance management
system not only assigns and divide the task but also identify the gap in employee performance so gap can be
filled with more training and attention; it enhances the performance of employees as well as make the job
more interesting and challenging for the workers which satisfy the encourages new learning in employees. As
per the past literature review it evident that service industry (PTCL) faces more performance management
problems than a manufacturing industry as it is difficult in the service industry to control constant procedures
which are almost certain but sometimes uncertain in the service business (McIvor, R, 2007). If a service
company fails to understand the causes of poor performance of the employee and fails to identify the
performance gap, it will not only affect the organizational goals but also dissatisfy the workforce. Therefore,
identifying the standard of performance and clearly communicating it to employees is not enough its
manager’s responsibility to keep contact eye on the attitude of employees and creating a satisfied workplace,
where an employee can give their best (Plant, T, 2006). However, employees’ job satisfaction depends on
numbers of factors such as job security, work-life balance, sense of achievement, good relationship with
employers and recognition on accomplishment. (Gazioglu, S. and A. Tansel, 2006). Literature is evident that
an employee is satisfied with the job until employer relation with the employee is not good.
Figure 1 - Conceptual Framework
Independent Variable

Intervening Variable

Dependent Variable

Compensation Policies and
Practices
Organizational Objectives and Goal
Employee Job Satisfaction
Performance Evaluation
Policies and Practices

Organizational Culture

Methodology
This research highlight the impact of HR practices and policies such as compensation and performance on
employee job satisfaction in the service industry. The descriptive research design is adopted for this study to
avoid biases in the collection of data. Responses were collected from Pakistan Telecommunication Company
Limited, Hyderabad branch for this study, the sample was kept to 42 from a different level of the managerial
top, middle and lower. Furthermore, that respondent was separated into two groups i: e male and female. The
target population of this study is human resource manager, management staff and administrative staff.
A pilot study was conducted to confirm the reliability of the study questions were sent to 13 respondents
through emails and to ensure feasibility of study Cronbach alpha was calculated on SPSS and reliability
analysis (Cronbach alpha) is 0.837. A close-ended questionnaire was developed to collect the required
quantitative data for this study, this questionnaire consists of three parts. Demographic part of the
questionnaire was included to identify the demographic variable of our respondent such: age, gender, marital
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status, and educational level. Second part of the questionnaire was used with the Likert scale which consists of
five option such as 1: strongly disagree, 2: disagree, 3: Neither agree nor disagree, 4: agree and 5: strongly
agree and last part was specified to identify the importance of each variable such as compensation and
performance evaluation.

Data Analysis
The response rate of this study was good, 55 questionnaires were forwarded to respondent out of which 42
returned the questionnaire filled and in remaining 13 questionnaires 4 were not completely filled, which were
discarded and 9 were not returned. In 42 filled questionnaire 3 were filled by top management and 14 were
filled by middle-level management and the remaining 25 were filled by lower level management. As per
respondents’ feedback, we identified the demographic factors like age, education, and gender of our
respondents.
The result of this research shows that respondent to belong to the age bracket of 31-40 were high, and
respondent who was in the age bracket of 41-50 were low and from finding we get to know that highest
degree our respondent had was master’s degree and least common degree our respondents hold was doctorate
degree. In this study out of 42 respondents, 25 were male and 17 were female respondents. It means 59.52%
were male respondents and 40.47 % were female respondents. To check the normality of the data skewness
and kurtosis has been conducted, which shows the positive results i: e test falls within the range of (-2 to +2).
Table 1 - Employee satisfaction
Gender

Male
Female
Total

Mean
N
Std. Deviation
Mean
N
Std. Deviation
Mean
N
Std. Deviation

Employee
satisfaction can
be measured by
their
participation
3.48
25
1.44684
2.6471
17
0.99632
3.1429
42
1.33565

Employee
satisfaction
can be
measured by
their task
completion
3.72
25
1.24231
2.8824
17
1.21873
3.381
42
1.28694

Employee
satisfaction can
be identified by
their work
attendance
3.68
25
1.37598
3
17
1.32288
3.4048
42
1.38034

Employee
satisfaction can
be identified by
the turnover rate
of the company
3.84
25
1.21381
2.9412
17
1.14404
3.4762
42
1.25403

Compensation Policies and Practices
Compensation policies and practices are a set of rules governed by the organization (PTCL) to calculate the
salary and benefits of white and blue collar job. Having equitable wage for the same job attracts, retain and
motivate employee at work. Therefore, each corporate follows its own compensation strategies such as
medical insurance, overtime pay, profit sharing, commission and bonuses, maternity leave. Therefore,
compensation is considered as the independent variable to see the impact on employee job satisfaction.
This study shows that 30.9 % employee are satisfied when paid equal pay (Mean 4.70), 29.8% employee are
satisfied when paid commission and bonuses (Mean 4.80), 28.2% of the employee strongly agreed that
benefits give satisfaction to employee at work (Mean 4.40) and 24.2% of employees get satisfaction when paid
for overtime work and also share in profit (Mean 3.80). The finding of this study reveals research of (Qasim,
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S. Cheema, F.E.A., & Syed, N.A, 2012) have significant importance in compensation policies of organization
and if PTCL continue to have strategic and favorable compensation policies and practice it will increase the
job satisfaction of employee, which ultimately will turn in to organizational commitment.
Table 2 - Compensation policies/practices and employee satisfaction
Employee satisfaction
Employee
Employee
satisfaction
satisfaction
when paid
when paid
equal pay
bonuses and
commission
along with
basic pay
Strongly disagree
Mean
3.0000
3.6667
N
3
3
Std. Deviation
1.73205
1.52753
Disagree
Mean
2.8667
2.6000
N
15
15
Std. Deviation
1.24595
1.18322
Neither agree nor
Mean
2.8571
2.8571
disagree
N
7
7
Std. Deviation
.69007
.69007
Agree
Mean
4.1429
4.1429
N
7
7
Std. Deviation
.37796
.69007
Strongly agree
Mean
4.7000
4.8000
N
10
10
Std. Deviation
.48305
.42164
Total
Mean
3.5238
3.5000
N
42
42
Std. Deviation
1.21451
1.27356

Employee
satisfaction
when paid
benefits

Employees
satisfaction
when given
overtime pay
and shared
profits

3.3333
3
2.08167
2.4667
15
1.18723
3.1429
7
.69007
4.2857
7
.48795
4.4000
10
.69921
3.4048
42
1.26991

3.6667
3
1.52753
3.0667
15
1.22280
3.1429
7
1.06904
4.4286
7
.53452
3.8000
10
1.22927
3.5238
42
1.19426

Performance Policies and Practices
At PTCL quality control system is active in the contact center to evaluate the performance of the department,
at the end of each month this system generates the report which highlights the performance of each
individual at work in contact center department. These reports are then monitored by the supervisor on a
daily, weekly and monthly basis. Further PTCL also takes down the performance appraisal of employee two
pages long appraisal form. In this form past performance of employees is reviewed and compared to the
present performance of employees. Result of (Figure 1.3) research shows that 26.5% of the employees
strongly agree that evaluation methods of PTCL are fair (Mean 4.1), 27.1% of workforce strongly wants
feedback on quarterly performance evaluation (Mean 4.2), 27.5% of the employees strongly agree that
performance evaluation improve their mistake and give them satisfaction and 24.3% employees really identify
gap in performance and appreciate evaluation (Mean 3.3). The finding of this research agreement with the
research of (Anjum, A., Yasmeen, K., & Khan, B, 2011) assessment of employees apart from basic salary
improves the satisfaction and organizational commitment of employees.
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Table 3 - Performance policies/practices and employee satisfaction
Employee satisfaction
You are
Performance
Performance
Performance
happy with
appraisal
appraisal is
identifies the
the
should be
helpful to
real gap in
performance
discussed
improve
performance
evaluation
with
performance and
method of
employees
satisfaction
PTCL
Strongly disagree
Mean
3.0000
3.3333
3.0000
N
3
3
3
3
Std. Deviation
1.73205
1.52753
1.73205
1.52753
% of Total Sum
5.8%
6.5%
6.0%
7.4%
Disagree
Mean
3.5000
2.7500
3.0000
3.5000
N
8
8
8
8
Std. Deviation
1.41421
1.38873
1.30931
1.19523
% of Total Sum
18.1%
14.2%
16.1%
20.6%
Neither agree nor Mean
3.3333
3.5556
3.4444
2.5556
disagree
N
9
9
9
9
Std. Deviation
.86603
1.01379
.72648
1.23603
% of Total Sum
19.4%
20.6%
20.8%
16.9%
Agree
Mean
3.9167
4.0833
3.6667
3.5000
N
12
12
12
12
Std. Deviation
.79296
1.16450
.98473
1.08711
% of Total Sum
30.3%
31.6%
29.5%
30.9%
Strongly agree
Mean
4.1000
4.2000
4.1000
3.3000
N
10
10
10
10
Std. Deviation
.73786
1.03280
.73786
1.25167
% of Total Sum
26.5%
27.1%
27.5%
24.3%
Total
Mean
3.6905
3.6905
3.5476
3.2381
N
42
42
42
42
Std. Deviation
1.02382
1.23936
1.04069
1.20587
% of Total Sum
100.0%
100.0%
100.0%
100.0%

Conclusion and Recommendations
When corporates design practical compensation policies it not only motivates the current employees but also
attract new talent at work, retains the old one and motivate the workforce in their organizational
commitment. When reward policy is good enough, rewarding employees is easier for the organization keeping
standards of job in minds such as job experience, highest qualification and work contribution it influences the
employees in a positive way and enhances their job engagement which ultimately triggers employee
performance. This research highlights the other sign of the coin of compensation as near half of the
respondents feel or believe the other way around against the policies of PTCL in terms of compensation and
promotion evaluation. Therefore, it is recommended to share the communication gap by keeping the followup the option and if possible employees should be given a chance to put their view of table related to
compensation and performance evaluation as it endorses management by objective concept held both the
parties responsible not only professionally but ethically too. Although performance appraisal in PTCL is
based on the system for the contact center department which represents the technical level employees when it
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comes to middle-level employees their performance is evaluated on the paper form so research finding show
nearly half of the respondents showing their disagreement with the performance evaluated which could be
based on favoritism. Therefore, it is suggested that all level should be evaluated on a fair performance
evaluation system which will improve the job performance and job satisfaction of employees at PTCL.

References
Alderson, A. S., Beckfield, J., & Nielsen, F. (2005). Exactly how has income inequality changed? Patterns of
distributional change in core societies. International Journal of Comparative Sociology, 46(5-6), 405423.
Anjum, A., Yasmeen, K., & Khan, B. (2011). Performance Appraisal Systems in Public Sector Universities of
Pakistan. International Journal of Human Resource Studies, 1(1), 41-51. Retrieved from
http://www.macrothink.org/journal/index.php/ijhrs
Armstrong M. (2006). A Handbook of Personnel Management Practice (6th ed.). London: Kogan Pag.
Briscoe, J.P., Hall, D.T., and DeMuth, R.L.F. (2006). Protean and Boundaryless Careers: An Empirical
Exploration. Journal of Vocational Behaviour, 69(1), 30–47.
Ciarniene, R. and Vienazindiene, M. (2010). Critical Issues for Compensation and Incentives Management:
Theoretical Approach. Management Theory and Studies for Rural Business Infrastructure
Development, 5(24), 15-21.
Danish, R.Q, & Usman, A. (2010). Impact of Reward and Recognition on Job Satisfaction and Motivation:
An Empirical Study from Pakistan. International Journal of Business and Management, 5(2), 159-167.
Gazioglu, S. and A. Tansel. (2006). Job Satisfaction in Britain: Individual and Job-Related Factors. Applied
Economics, 8, 1163-1171.
Hall, D.T., Briscoe, J.P., and Kram, K.E. (1977). Identity, Values, and Learning in the Protean Career,’ in
Creating Tomorrow’s Organizations. London: C.L. Cooper and S.E. Jackson.
Iqbal, M. Z., Arif, M. I., and Abbas, F. (2011). HRM Practices in Public and Private Universities of Pakistan:
A Comparative Study. International Education Studies, 4(4), 215-222.
Jackson, T. (2004). HRM in Developing Countries. International Human Resource Management, 221–249.
Karatepe, O. M., & Vatankhah, S. (2015). High-performance work practices, career satisfaction, and service
recovery performance: a study of flight attendants. Tourism Review, 70(1), 56-71.
Khurram, S., & Sajid Bashir. (2008). Impact of HR Practices on Perceived Performance of. International
Review of Business Research Papers, 4(2), 302-315.
Kwenin, D.O., Muathe, S., & Nzulwa, R. (2013). The Influence of Employee Rewards, Human Resource
Policies and Job Satisfaction on the Retention of Employees in Vodafone Ghana Limited. European
Journal of Business and Management, 5(12), 2222-2839.
Kwenin, D.O., Muathe, S., & Nzulwa, R. (2013). The Influence of Employee Rewards, Human Resource
Policies and Job Satisfaction on the Retention of Employees in Vodafone Ghana Limited. European
Journal of Business and Management, 5(12), 2222- 2839.
Lai, H. (2012). A Study of the Relationship among the compensation management, Operational and
Organisational Climate. International Journal of Organisational Innovation, 231-249.

56

SEISENSE Journal of Management

Vol 2 No 2 (2019): DOI: https://doi.org/10.33215/sjom.v2i2.117 , 48-57
Research Article

Lamba, S., and Choudhary, N. (2013). Impact of HRM Practices on Organizational Commitment of
Employees. International Journal of Advancements in Research & Technology, 2(4), 407-423.
Majumder, T. H. (2012). Human Resource Management Practices and Employees’ Satisfaction Towards
Private Banking Sector in Bangladesh. International Review of Management and Marketing, 2(1), 5258.
McIvor, R. (2007). Outsourcing and the spin-off arrangement: lessons from a utility company. Journal of
General Management, 33(1), 51-70.
Mello, J.A. (2007). Strategic Human Resource Management (2nd ed.). India: Cengage. South-Western.
Memon, S.B., Panhwar, A.I. & Rohra, L.C. (2010). Investigating the Mediating Role of Human Resource
Policies in Employee Retention. Australian Journal of Basic and Applied Science, 4(8), 4046-4057.
Memon, S.B., Panhwar, A.I. & Rohra, L.C. (2010). Investigating the Mediating Role of Human Resource
Policies in Employee Retention. Australian Journal of Basic and Applied Sciences, 4(8), 4046-4057.
Memon, S.B., Panhwar, A.I. & Rohra, L.C. (2010). Investigating the Mediating Role of Human Resource
Policies in Employee Retention. Australian Journal of Basic and Applied Sciences. 4(8), 4046-4057.
Muhammad Usman, W. A. (2015). Role of Board and Firm Performance in Determination of CEO
Compensation: Evidence from the Islamic Republic of Pakistan. Pakistan Journal of Commerce and
Social Sciences, 9(2), 641-657.
Onukwube, H, N. (2012). Correlates of job satisfaction amongst quantity surveyors in consulting firms in
Lagos, Nigeria. Australasian Journal of Construction Economics and Building, 12(2), 43-54.
Padala, S.R. (2011). Employees‟ Job Satisfaction and Organizational Commitment in Nagarjuna Fertilizers
and Chemicals Limited, India. , Journal of Research in International Business and Management, 1(1),
17-27.
Plant, T. (2006). The Performance Measurement Paradox in Local Government Management in Pm. Public
Management, 88(4), 16-20.
Qasim, S. Cheema, F.E.A., & Syed, N.A. (2012). Exploring Factors Affecting Employees Job Satisfaction at
Work. Journal of Management and Social Sciences, 8(1), 31-39.
Terera, S.R., & Ngirande, H. (2014). The Impact of Rewards on Job Satisfaction and Employee Retention.
Mediterranean Journal of Social Sciences, MCSER Publishing, Rome-Italy., 5(1), 2039-2117.
Terera, S.R., & Ngirande, H. (2014). The Impact of Rewards on Job Satisfaction and Employee Retentions.
Mediterranean Journal of Social Science, 5(1), 2039-2117.
Tessema, M. and Soeters, J. (2006). Challenges and prospects of HRM in developing countries: testing the
HRM-performance link in Eritrean civil service. International Journal of Human Resource
Management, 17(1), 86-105.
Vikram Jeet, Dr. Sayeeduzzafar. (2014). A study of HRM practices and its impact on employees job
satisfaction in private sector banks: A case study of HDFC Bank. International Journal of Advanced
Research in Computer Science and Management Studies, 2(1), 62-68.

57

SEISENSE Journal of Management

Vol 2 No 2 (2019): DOI: https://doi.org/10.33215/sjom.v2i2.123 , 58-68
Research Article

The Relationships between Leader Creativity
Expectations, Intrinsic Motivation, and Creative
Performance
Muhammad Shahnawaz
Adil1

COB-School of Business Management, Universiti
Utara Malaysia (UUM), 06010 Sintok, Kedah Darul
Aman, Malaysia

Kamal Bin Ab Hamid

COB-School of Business Management, Universiti
Utara Malaysia (UUM), 06010 Sintok, Kedah Darul
Aman, Malaysia

Article History
Received 2019-03-01
Accepted 2019-03-02
Published 2019-03-03

Objective - The objectives of this conceptual paper are two
folds: to propose and argue a) the direct relationship between
leader creativity expectations and creative performance; and b)
the mediating role of intrinsic motivation between leader
creativity expectations and creative performance.
Design - Drawing upon Pygmalion effect, Herzberg’s twofactor theory of motivation, and componential theory of
creativity, two propositions are suggested.
Findings - It is proposed that there will be a positive
relationship between leader creativity expectations and creative
performance. In addition, the authors also make the case that
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Introduction
In the 21st century, employee creativity has been recognized as the most important leadership quality (Carr,
2010). Due to hyper-competition, it is increasingly becoming very difficult and challenging for business
leaders and managers to gain and sustain their competitive advantage (D'Aveni & Gunther, 1994). In fact,
business organizations as well as educational establishments ought to induct highly creative people who could
contribute far much better than a common employee in gaining and sustaining competitive advantage. The
literature on creativity has suggested that there is a much-closed relationship between leadership variables and
employee creative performance. These variables are generally characterized as contextual factors or boundary
conditions. One of these boundary conditions is the leader’s self-expectations of creativity from his/her
subordinates. A very little is known about this relationship both in terms of theory as well as empirical
examinations.
Therefore, the main idea of this conceptual paper is to propose and argue a direct relationship between leader
creativity expectations and creative performance. Moreover, it also attempts to extend knowledge about the
mediating effect of intrinsic motivation between leader creativity expectations and creative performance.
This paper is organized in the following way. Firstly it provides various definitions and frequently-used
conceptualization of creativity. It then follows to describe the Pygmalion effect in order to establish its
relationship with creative performance to suggest our first proposition. Later, the indirect effect of intrinsic
motivation for the relationship between leader creativity expectations and creative performance is examined
in light of Herzberg’s two-factor theory and componential theory of creativity. It leads to suggest our second
proposition. Finally, this paper provides a synthesis of the measurement of creative performance and leader
creativity expectations.

Definitions of Creativity
The literature on creativity has stated numerous definitions of creativity. For instance, Guilford (1950) argued
that “The creative person has novel ideas. The degree of novelty of which the person is capable, or which he
habitually exhibits… can be tested in terms of the frequency of uncommon, yet acceptable, responses to
items” (p. 452). Similarly, Ochse (1990) described that “Creativity involves bringing something into being that
is Original (new, unusual, novel, unexpected) and also Valuable (useful, good, adaptive, appropriate)” (p. 2).
Anderson (1992) argued that “Creativity is nothing more than going beyond the current boundaries, whether
those are boundaries of technology, knowledge, social norms or beliefs” (p. 41).
Besides, a few authors have defined creativity in terms of generating novel and useful ideas. For instance,
creativity refers to “The production of novel and useful ideas by an individual or small group of individuals
working together” (Amabile, 1988, p. 126). In other words, “Creative thought or behavior must be both
novel-original and useful-adaptive” (Feist, 1998, p. 290). Creativity is “…the ability to produce work that is
both novels (i.e., original, unexpected) and appropriate (i.e., useful, adaptive concerning task constraints)”
(Sternberg & Lubart, 1999, p. 3). More recently, Ma (2009) noted that creativity denotes “… the ability to
reorganize the available knowledge, information, cues, facts and/or skills in a person’s reservoir to generate
new ideas or useful solutions” (p. 39). Likewise, there are some authors who have listed down the various
definition of creativity in one paper such as 25 interpretations of creativity in Morgan (1953).
Considering the fact that there are numerous interpretations and definitions of the word ‘creativity’ in the
literature, it is necessary to describe the proper conceptualization of creativity in any empirical investigation.
Some of the widely-used conceptualizations of creativity are discussed below.
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Conceptualizations of Creativity
Creativity has been conceptualized in different ways. For instance, creativity is an outcome in the form of a
creative product; creativity is a multilevel phenomenon largely based on a ‘sense-making’ approach (Drazin,
Glynn, & Kazanjian, 1999); creativity reflects human positive and negative emotions (called ‘affects’) who
tend to experience ‘timelessness’ in organizations (Mainemelis, 2001); creativity may be conceptualized into
four types based on problem types and drivers of creative work engagement i.e. expected creativity, proactive
creativity, responsive creativity, and contributory creativity (Unsworth, 2001); creativity is a social network
which involves structural bridge having strong and weak ties of social relationship (Perry-Smith & Shalley,
2003).
Besides, creativity has also been conceptualized as a cognitive behavior of individuals (Amabile, 1983;
Csikszentmihalyi, 1996, Drazin et al., 1999) which involves a series of iterative processes. These processes
tend to incite divergent thinking of an individual leading to a novel and useful solution of a problem in
question (Runco & Acar, 2012). Firstly, Wallas (1926) introduced four stages of a creative process i.e.
“preparation, incubation, illumination (and its accompaniments), and verification” (p. 10). However, these
four stages were further classified into five stages i.e. “preparation; incubation; intimation; illumination;
verification” (Sadler-Smith, 2015, p. 342). Moreover, Policastro (1995) added ‘creative intuition’ between
‘incubation’ and ‘illumination’ phases of creative performance.
The componential theory of creativity (Amabile, 1983) describes three components of employee creative
behavior namely, expertise, creative-thinking skills, and intrinsic motivation (Figure 1). According to this
theory of creativity, expertise denotes the technical, procedural, and intellectual knowledge one possesses
whereas, creative-thinking skills determine the extent to which an individual attempt to think imaginatively
and flexible. Finally, unlike extrinsic motivation, intrinsic motivation is the actual inner passion of the
individual to solve a problem in question.

Figure 1 - Componential Theory of Creativity
Source: Amabile (1998, p. 78)
Recently, Amabile and Pratt (2016) upgraded the componential theory of creativity into a dynamic
componential model of creativity (Figure 2) by developing a holistic framework of the individual, team, and
organizational creativity and innovation. They added that although expertise, creative-thinking skills, and
intrinsic motivation are very important, there are some other very important boundary conditions which have
substantial effects on individual, team, and organizational creativity and innovation. These conditions include
work orientation, meaningful work, and effect (i.e. emotions). To conclude, it is quite imperative to
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concentrate on various creative processes which may result in frequent mistakes as well as disappointments
(Watson, 2018).

Figure 2 - Dynamic Componential Model of Creativity
Source: Amabile and Pratt (2016, p. 164)

Pygmalion Effect and Leader Creativity Expectations
Figure 3 illustrates the Pygmalion effect (Eden, 1984; Eden et al., 2000) holds that “if one expects more one
gets more” (Carmeli & Schaubroeck, 2007, p. 37). Employees believe that when their leader expects them to
be creative, it reflects the leader’s confidence in their competencies (Tierney & Farmer, 2004). As a result,
they also expect that the leader will provide the necessary organizational resources in exhibiting creativity
(Scott & Bruce, 1994). It leads to the conclusion that leader creativity expectations have a very strong
relationship with creative performance (Whiteley, Sy, & Johnson, 2012).

Figure 3 - Pygmalion Effect
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The Relationship between Leader Creativity Expectations and Creative Performance
Undoubtedly, setting expectations for subordinates in such a manner that they could achieve set goals is a
challenging task (Amabile & Gryskiewicz, 1987). Leader creativity expectations serve as a very strong
motivational force among employees for exhibiting creativity (Carmeli & Schaubroeck, 2007; Locke &
Latham, 1990; Redmond, Mumford, & Teach, 1993). In response to leader’s creativity expectations, followers
also develop their expectations from their leader as well in terms of the availability of mentoring, appreciation,
friendliness, and dependency (Xu, Huang, Lam, & Miao, 2012).
Very little empirical evidence is known to date about the application of Pygmalion effect on creative
performance with minor exceptions such as Adil, Khan, Khan, & Qureshi, 2018; Carmeli & Schaubroeck,
2007; Eden, 1992; Jiang & Gu, 2017; Qu et al., 2015; Scott & Bruce, 1994; Tierney & Farmer, 2004; Whiteley
et al., 2012. Nevertheless, Dong, Bartol, Zhang, and Li (2017) have recently advised to further ascertain the
relationship between leader creativity expectations and creative performance. In short, it is argued that leaders
should effectively communicate their creativity expectations with their followers (Shalley & Gilson, 2004).
Therefore, we propose the following:
Proposition 1: There will be a positive relationship between leader creativity expectations and creative
performance.

Intrinsic Motivation and Herzberg’s Two-Factor Theory
Herzberg’s two-factor theory of motivation is classified as a content theory (Fisher, 2009). In 1959, Frederick
Irving Herzberg coined this theory of motivation which is also termed as known as Herzberg's motivationhygiene theory or dual-factor theory or bi-factor theory (Herzberg, 1959; Herzberg, Mausner, & Snyderman,
1959). Based on over 200 interviews with general managers and accounting professionals in manufacturing
firms of Pittsburg, Pennsylvania about what satisfied or dissatisfied them in their job, two sets of factors were
emerged: ‘hygiene’ and ‘motivator’ factors.
Motivators comprise of factors which a manager can use to encourage his subordinates for better job
performance whereas, managers should alleviate the repercussion of hygiene factors which may cause job
dissatisfaction (Herzberg, Mausner, & Snyderman, 2005; Sledge, Miles, & Coppage, 2008). Figure 4 depicts
different factors affecting job attitudes as reported in 12 investigations (Herzberg, 2003).
Leader creativity expectations may be conceptualized as a hygiene factor because expectations do not
generally present as an integral component of one’s job description. Rather, the expectations are the
organizational (or contextual) factor which if present may motivate someone, however, will surely disappoint
the person if not present in the job. In other words, it has been argued that employees are less likely to exhibit
creativity in their jobs when they have established a strong feeling that they are not expected to perform
creativity or even their job does not require them to be creative. Consequently, it leads to employee job
dissatisfaction.
So far we have argued that leader creativity expectations will have a positive relationship with creative
performance. Moreover, we also propose that there will be an indirect relationship between leader creativity
expectations and creative performance through intrinsic motivation. The componential theory of creativity
holds that intrinsic motivation is one of the three key components of employee creative performance
(Amabile, 1983; Csikszentmihalyi, 1996) though, it depends on various boundary conditions (Meng, Tan, &
Li, 2017).
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Figure 4 - Factors Affecting Job Attitudes As Reported In 12 Investigations
Source: Adapted from Herzberg (2003, p. 90)
Numerous literature (e.g. Amabile, Hennessey, & Tighe, 1994; Amabile & Mueller, 2008; Carmeli, ReiterPalmon, & Ziv, 2010; Shalley, Zhou, & Oldham, 2004) and some recent empirical evidence (e.g. Hannam &
Narayan, 2015; Hur et al., 2016; Muñoz-Pascual, & Galende, 2017) have suggested that intrinsic motivation is
a mediating construct between different variables and creative performance. Therefore, we propose the
following:
Proposition 2: Intrinsic motivation will mediate the relationship between leader creativity expectations and
creative performance.

Measurement of Creative Performance
Creative performance has been measured in both objectives as well as in a subjective manner. In fact,
adherents of objectives measurement of creativity believe that creativity is output in the form of a product,

63

SEISENSE Journal of Management

Vol 2 No 2 (2019): DOI: https://doi.org/10.33215/sjom.v2i2.123 , 58-68
Research Article

patent, license or any other form of intellectual property. Moreover, in a number of studies, a supervisor has
rated the creative performance of his/her subordinates e.g. George and Zhou (2001); Oldham and Cummings
(1996); Tierney and Farmer (2011) etc.
In contrast, we propose that creative performance may also be measured in a subjective way, particularly selfrated by the individual whose performance is being measured because “…they are the ones who are aware of
the subtle things they do in their jobs that make them creative” (Shalley, Gilson, & Blum, 2009, p. 495).
Moreover, Liao, Liu, and Loi (2010) argued that “supervisors’ subjective ratings of subordinates’ creativity
may be biased due to a variety of intentional and inadvertent factors such as demographic characteristics,
supervisory liking, and halo effect” (p. 1097) though, “…more work is now needed to further examine the
effects of employees’ self-views on their creativity” (Shalley et al., 2004, p. 946).
Past studies have used a self-reported scale for measuring employee creative performance e.g. Aleksić, Černe,
Dysvik, and Škerlavaj (2016); Dahmen-Wassenberg, Kämmerle, Unterrainer, and Fink (2016); Kemmelmeier
and Walton (2016); Laguía, Moriano, and Gorgievski (2019) etc. Besides, some meta-analyses have also
provided a systematic review of self-report creative performance e.g. Silvia, Wigert, Reiter-Palmon, and
Kaufman (2012) etc.

Measurement of Leader Creativity Expectations
A single-item (e.g. Scott & Bruce, 1994), as well as a multi-item scale (e.g. Carmeli & Schaubroeck, 2007),
have been used in the creativity literature to quantitatively measure leader creativity expectations.
Furthermore, Tierney & Farmer (2004) used Wanous, Reichers, and Hudy (1997) technique to address the
convergent validity issues of a single-item scale. Although some recent studies (e.g. Jiang & Gu, 2017); Zhao
& Guo, 2019) have used this scale and reported acceptable psychometric properties of the scale, we suggest
that upcoming studies should use Carmeli and Schaubroeck (2007) four-item scale because of it better
accounts for measurement error. Moreover, either a five-point Likert type ordinal measuring scale or 7 points
numerical scale for interval level of measurement may be used for hypothesis testing.

Conclusion
Creative performance has increasingly gained its momentum in the 21st century. Authors are in search of new
insights by theorizing its direct and/or indirect relationship with numerous variables, inter alia,
transformational leadership, abusive supervision, ambidextrous leadership, workplace ostracism, objective
underemployment, emotional and cultural intelligence, leader humility, information literacy, career and
performance orientation etc. Drawing upon the principle of Pygmalion effect, Herzberg’s two-factor theory,
and componential theory of creativity, we suggested two proposition with a review to establish a direct
relationship between leader creativity expectations and creative performance as well as an indirect relationship
with intrinsic motivation. It was argued that a better understanding of leader creativity expectations in
stimulating employee creative performance should lead to better outcomes for both organizations and
individuals as well as it provides directions for future studies too.
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Abstract
Aim - the purpose of this study is to examine the role of
employee rewards, recognition, and job-related stress towards
employee performance considering the mediating role of
perceived organizational support in the call-centers located in
Lahore, Pakistan.
Design - The data has been gathered through the survey
method of the questionnaire. A simple random sampling
technique is used for this study. Confirmatory factor analysis
(CFA) and structure equation modeling (SEM) techniques have
been used for statistical analysis.
Findings - Results showed that employee rewards and
recognition have a significant and positive effect on employee
performance whereas job stress has a significant and negative
effect on employee performance. Findings also revealed that
perceived organizational support significantly and fully
mediates the relationship between employee rewards,
recognition, and job stress and employee performance. So this
study puts light on crucial factors that lead to better employee
performance.
Implications - Employee rewards and recognition play an
important role in overall employee performance. If the
companies will not take it seriously, then it might lead to
negative consequences. On the other hand, job stress also plays
a vital role in employee performance.
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Introduction
Human resource practices are really important for the betterment of the organizations (Hallberg & Schaufeli,
2006; Paul & Anantharaman, 2003). With the changing technologies and demand of customers, it really
creates competition among organizations. Therefore, organizations need to implement something different in
order to cope with these changes (Fanelli & Medhora, 1998). Human resource is the most valued tool and
asset of the organizations to compete with other organizations (Armstrong, 2006). Without proper Human
Resource practices, development cannot take place in any organization. Nowadays, the human asset is the
most important asset of the organization without which the organization cannot achieve its goals. So it should
be seriously practiced in all the organizations. Human resource practices such as employee empowerment
and recognition are directly linked with the overall development of the organization (Pardo del Val &
Martínez Fuentes, 2003). Through proper HR practices, employees will be more motivated and will produce
better results in the future (Andrew & Sofian, 2012; Bakker & Demerouti, 2008). A firm that really wants to
flourish and prosper, it needs to have these HR policies in it. Even God has mentioned in the Holy Book that
HRM practices should be implemented.
For this research article, the researcher is interested in conducting research on call centers. Call centers
industry is of growing importance nowadays. They are emerging day by day in this new era. The importance
of call centers is very high as the customers can communicate via e-mail, SMS or even social media. On the
other hand, customers’ expectations are also rising as they look forward to a better and cheaper service.
Basically, call centers are used for marketing purposes for business organizations.
In today’s era, different organizations need different tools and techniques to satisfy their employees for
gaining maximum work. Therefore, organizations need some rules and standards to do this. For his, different
call centers can use our research’s results to promote their rewards, recognition and stress factors to motivate
the employees and do well.
Job performance is very important for the organizations without which they cannot survive. It is vital for the
firms to consider it as their main objective. So they need to take care of their employees and value their works
so that they can perform well in their jobs. The researcher wants to know whether job performance in call
centers is decreasing or increasing. What are the reasons behind their increase or decrease?
It is being researched and concluded that HR practices for example reward system enhances employees’
performance and keep them motivated (Deeprose, 1994; Pratheepkanth, 2011; Qureshi, Zaman, & Shah,
2010). The company rewards its employees for their hard work and enthusiasm. It is being revealed that
rewards can influence employee performance by enhancing employee abilities, knowledge, and skills (Ajila &
Abiola, 2004). According to (San, Theen, & Heng, 2012), if an organization does not implement proper HR
then it will result in low productivity, high turnover, and absenteeism.
On the other hand, the article puts light on job stress that the employees face in an organization. Job stress
means when the employee has too much work burden on them. They feel emotional and physical stress. Job
stress arises when there is a rise in demand and how an employee has control over this demand. Job stress
also arises from fear, anger, and guilt which is seen in many of today’s organizations nationally and
internationally (Ashkanasy & Daus, 2002). Job stress has an indirect relationship between job stress and
overall employee performance. When there is job stress, it will decrease performance.
Research Objectives
The main purpose of the study is to examine the impact of employees’ recognition, rewards and job stress on
job performance by considering the mediating role of perceived organizational support study objectives
mentioned below:

70

SEISENSE Journal of Management

Vol 2 No 2 (2019): DOI: https://doi.org/10.33215/sjom.v2i2.121 , 69-82
Research Article

1. To examine the impact of employee rewards on job performance.
2. To explore the effect of employee recognition on job performance.
3. To investigate the impact of job stress on job performance.
4. To verify the impact of perceived organizational support on job performance.
5. To check the mediating role of perceived organizational support between the relationship of rewards
and job performance.
6. To determine the mediating role of perceived organizational support between the relationship of
recognition and job performance.
7. To identify the mediating role of perceived organizational support between the relationship of job
stress and job performance.
Research Questions
Research questions are listed below:
1. What is the effect of employee rewards on job performance?
2. What is the impact of employee recognition on job performance?
3. What is the relationship between job stress and job performance?
4. What is the relationship between perceived organizational support and job performance?
5. Does perceived organization support mediate the relationship between employee rewards and job
performance?
6. Does perceived organization support mediate the relationship between employee recognition and job
performance?
7. Does perceived organization support mediate the relationship between job stress and job
performance?

Theoretical Framework
Employee
Recognition

Employee
Reward

Perceived Organization Support

Job Performance

Job Stress
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In the theoretical framework employee recognition, reward and job stress are independent variables.
Perceived organization support is a mediating variable and job performance is a dependent variable. All these
variables affect job performance positively or negatively.

Hypothesis
From above, we can generate the following hypothesis:
H1: There is a negative relationship between job stress and employee performance
H2: There is a negative relationship between Job Stress and perceived organization support
H3: There is a positive relationship between perceived organizational support and employee performance
H4: There is a positive relationship between Employee Recognition and employee performance
H5: There is a positive relationship between Employee Recognition and Perceived Organization Support
H6: There is a positive relationship between Employee Reward and employee performance
H7: There is a positive relationship between Employee Reward and Perceived Organization Support
H8: Perceived organization support will mediate the relationship between job stress and employee
performance
H9: Perceived organization support will mediate the relationship between employee recognition and employee
performance
H10: Perceived organization support will mediate the relationship between rewards and employee
performance

Literature Review
Rewards can be defined as a person receiving it in exchange for doing some tasks which is beneficial for the
company. Reward means anything the company gives its employees in exchange for their contributions
(Chiang & Birtch, 2010). They are given to employees for their good performance. If rewards are not given
then an unpleasant environment is created. So rewards are extremely important in an organization. The main
reason for the rewards is to attract and retain employees. The rewards can be in the form of money which is
not a good motivator in the long run (Mossbarger & Eddington, 2003). Other examples of rewards include
status, an additional benefit, providing a better working environment and commission. Opportunity,
appreciation and manager’s attention also means a lot. The employees will perform innovatively if they are
rewarded. If the company has a reward system then it will attract more talented employees. This means if the
organizations want to attract and retain employees, then they have to practice reward systems. Through this,
companies can attract most of the employees. This is due to the fact that reward systems can lead to job
satisfaction and hence less employee turnover.

Employee Rewards and Job Performance
The employees will be well motivated and will perform well if they are rewarded (Markova & Ford, 2011).
There is a direct relationship between employee rewards and job performance. If the employees are rewarded,
then the performance will increase (Ali, Rehman, Ali, Yousaf, & Zia, 2010; Gerald, 2004; Smith & Stulz,
1985). In this way, the employees think that they are being valued. Rewards systems can attract the right
behavior and outcomes in the company (Manas & Graham, 2003). Therefore the employees will adopt that
kind of behavior that will lead them to better performance and rewards. As a result, the employees will start
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working harder which is very beneficial for the organizations and the workers themselves. So even in the long
run, the organizations will generate positive results and gain more (Torrington, 2009).

Employee Recognition
Employees not only want compensation but also need to be valued by their supervisors. It will increase the
employees’ morale. Employees will be well motivated if they are recognized by the supervisors (Saunderson,
2004). Recognition means valuing and caring about the employees' contributions. It is essential for companies
to recognize their employees (McGregor, 1960). Other studies show that it is better to recognize employees
rather than give incentives (Deci & Ryan, 2000). Employee recognition involves both monetary as well as
non-monetary programs (McAdams, 1995). The example of employee recognition involves writing their
names in the company’s newsletter, letters of commendation, extra time off and verbal appreciation. This is a
form of caring and appraising the employees. The non-monetary awards are more motivating than the
financial award. In this way, the employees think that they are being valued.

Employee Recognition and Job Performance
Organizations recognize their employees to keep their self-esteem high and keep them passionate. The
employees who are recognized in their organizations are well motivated and perform well. This is because
motivated employees perform well which makes one’s intent towards certain behavior (Durojaiye, 1976). In
this way, organizations achieve their goals. There is a direct relationship between employee recognition and
job performance. It is the result of motivation and ability at the job that leads to high performance (La
Motta, 1995). Employee recognition boosts employee morale which results in the overall productivity of the
firm.

Job Stress
Job stress means mental or physical strain due to not meeting the demands of the company. If the work is
well managed then there will be no stress. There is a lot of pressure and burden on employees due to which
they feel job stress. Basically, job stress means occupational demands and employees’ capacity to meet these
demands (Ornelas & Kleiner, 2003; Topper, 2007; Varca, 1999). The job stress may be due to the perceived
loss of a job or security. It can occur as a result of several factors which include lack of work information and
feedback, technological change, rising demands or when an employee is unable to meet the job requirements
(Bashir & Ismail Ramay, 2010). Stressed workers are more likely to be unhealthy, less motivated, less
productive and unsafe in the working environment.

Job Stress and Job Performance
Job stress is indirectly related to job performance. If the job stress increases, then there is a fall job
performance. In order to maintain quality customer relations, it is important for organizations to implement
such practices that reduce job stress. In this way, the overall productivity of organizations will increase. The
companies that really care about their employees will implement such practices.

Perceived Organization Support
Perceived organization support means how employees perceive their organization. It is beyond the specific
roles of an employee. It means how organizations care about their employee and well-being (Eisenberger,
Huntington, Hutchison, & Sowa, 1986). The word commitment is very important in today’s world. It basically
means being bound emotionally and intellectually to someone. It means the relationship between other
individuals or organizations. The organizational commitment illustrates the sense of unity and shared values
with the organization. It will result in the success of job performance and hence the company. The most
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important factor in an organization’s success is employee job performance and it can only be done if the
company cares about its employees.

Perceived Organization Support and Job Performance
Research shows that there is a direct relationship between POS and job performance which is very beneficial
for the organization (Fasolo, 1995). With POS, there is the likelihood that the employee will repeat the
behavior in the future. It reinforces employee behavior in the future. The fact that companies want to have a
market share and have profits is not a matter of present but of the future. Employee performance is the
consequence of perceived organizational support.

Rewards and Perceived Organization Support
If the rewards system is good with the perceived organizational support, then it is better for the company.
The employees think that they are being rewarded under good relationships with the company. In this way,
the employees would come to the job even if they are not feeling well, will be loyal towards the company and
even to their coworkers. It is not the part of their job but still, they would do this. When the company
rewards its employees in the presence of POS, then they will view the company at a more personal level. A
psychological relationship is created (Levinson, 1965). There is a direct relationship between perceived
organizational support and job performance (Wang & Noe, 2010). If POS is good, then there will be a better
job performance by the employees. There are effective attachment and bonding with regard to POS
(Mowday, Steers, & Porter, 1979).

Employee Recognition and Perceived Organization Support
Organizations recognize their employees to keep their self-esteem high and keep them passionate. The
employees who are recognized in their organizations are well motivated and perform well.
Although, rewards and job recognition contribute to better employee performance the presence of perceived
organization support strengthens this relationship. Therefore it acts as a mediating variable. So it is important
that organizations practice POS.

Methodology
We all have some basic beliefs and concepts as we see the world around us. In the same way, the world of
research is also viewed. Research philosophies are the assumptions about the way we view this world. It also
means the nature of knowledge and development of the world. The main three methods of research
philosophies are given by (Saunders, Lewis, & Thornhill, 2007). They are positivism, interpretivism, and
realism. For the purpose of this research, the author decided to adopt Positivism approach. According to
(Cacioppo, Semin, & Berntson, 2004) positivism is a primary research method for an environment that
observes the ‘social reality’.
The research approach that the researcher is doing is the deductive approach. In this type of research, you
develop the theory. According to (Saunders, Lewis, & Thornhill, 2009) deductive research is based on theory
and quantitative research. The deductive approach is based on existing theories.
Research design mentions the elements that build up the research. The researcher has conducted the survey
method for his research. In the survey method, the questionnaire is being made and given to the people to fill
for hypothesis testing. For the design purpose of the research, the researcher has used the cross-sectional
analysis. In the cross-sectional analysis, the same sample size is being used at one point at a time.
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The target population of the researcher for his research is the people in the call centers in the Lahore city,
Pakistan. The data is being collected from employees of private call-centers based in Lahore. These employees
were working in different departments i.e. human resources, finance and Information Technology.

Measures
The measures and instruments were collected from reliable scales. A 5-point Likert Scale was used for the
collection of data. In 5-point Likert scale, “5 representing “strongly agree”, 4 representing “agree”, 3
representing “neutral”, 2 representing “disagree” and 1 representing “strongly disagree”.


Employee recognition: We adopted the scale of (De Beer, 1987) to measure employee recognition and
this scale consists of four items. The sample items included “I am praised regularly for my work” and
“I get credit for what I do”.



Employee rewards: We adopted the scale of (Leary, 2004) and this scale consisted of seven items. The
sample items included “The rewards are distributed rightfully” and “The rewards match my work
effort”.



Perceived Organization Support: We adopted the scale of (DeConinck & Johnson, 2009) and this
scale consisted of four items which included “The benefits that I receive at this company meet my
needs”.



Job stress: We adopted the scale of (Greenberg & Baron, 1986) to measure employee job stress and
this scale consisted of five items which included “I have too much workload and stress on me” and
“Work-related frustrations reduced the performance level”.



Employee performance: We adopted the scale of (Rounds, Dawis, & Lofquist, 1987) to measure
employee performance and this scale included three items which included “I am satisfied with my
performance because it is mostly good”.

Sample and Data Collection
This study was based on primary data. To explore the effect of rewards, recognition and job stress on
employee performance under mediation by perceived organization support the survey method was used. The
questionnaire method was adopted to use primary data from the employees of call-centers in Lahore,
Pakistan. The data were collected from three call-centers in Lahore. The total of 200 questionnaires was
distributed among the employees in these three call-centers, the respondents vary in positions and
purposefully selected. The 180 questionnaires were received back from respondents.

Demographics
200 questionnaires distributed among the employees of call-centers of Lahore, Pakistan. Only 180
questionnaires were correctly answered. Female and male employees have filled 58 and 122 questionnaires
whose percentage is 32.2% and 67.8% respectively. In terms of the age group of the employee, it is noted that
74.4% of them are up to 25 years, whereas 25.6% fall into the 26-45 age group. Moreover, as for the
educational level of these respondents is concerned, the 66.7%, 16.7%, 5.6%, and 11.1% belonged to
bachelor, master, Ph.D., and some other degree respectively. Additionally, 45.6% of respondents had a length
of service up to 1 year, 30% of respondents had between 2-5 years, and 20% and 4.4% respondents had
between 6-10 years and 10+ years respectively.
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Data Analysis and Findings
Confirmatory Factor Analysis
Table 1 showed the factor loadings, composite reliability, and average variance. It is said to be convergent
when items loadings highly (> 0.50) and findings revealed that values of factor loadings are greater than 0.50.
The value of AVE for all the variables is above 0.50, and composite reliability is greater than 0.8, indicating
that convergent validity of all constructs except job stress and rewards has been established.
Table 1 - Factor Loadings
Constructs

Employee Performance
Job Stress
POS

Recognition
Rewards

EP1
EP2
EP3
Jobstress1
Jobstress4
POS1
POS2
POS3
POS4
Recognition1
Recognition2
Recognition3
Rewards1
Rewards6
Rewards7

Loadings
0.889
0.826
0.750
0.521
0.986
0.422
0.858
0.796
0.803
0.832
0.799
0.751
0.545
0.810
0.829

Alpha
0.767

AVE
0.679

CR
0.863

0.541

0.622

0.750

0.714

0.548

0.821

0.710

0.631

0.837

0.558

0.547

0.778

Figure 1 - Confirmatory Factor Analysis
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Table 2 shows the outcomes of discriminant validity evaluation of the variables. Along the diagonal, the result
shows the square root of AVE for all constructs.
Table 2 - Discriminant Validity
Employee Performance
Job Stress
POS
Recognition
Rewards

Employee Performance

Job Stress

POS

Recognition

0.213
0.656
0.611
0.556

0.330
0.108
0.296

0.736
1.061

0.795

Rewards

Heterotrait – Monotrait Ratio
Table 3 described the HTMT ratio. According to this criterion, all the ratio values are greater than the
minimum threshold which is less than 0.85 and that is the evidence of discriminant validity. Only in the case
of rewards and POS_, the value is 1.061 which does not support the criterion.
Table 3 - Heterotrait-Monotrait Ratio
Variables
Employee Performance
Job Stress
POS_
Recognition
Rewards

Employee Performance

Job Stress

POS

Recognition

0.213
0.656
0.611
0.556

0.330
0.108
0.296

0.736
1.061

0.795

Rewards

Structure Equation Modeling
To understand the relationship in the constructs, SEM PLS structural model analysis was done. The study
used bootstrapping to assess the significance of path coefficients. Results identified that job stress, employee
performance and POS are significantly and negatively related to performance (βjp= 0.031, t= 2.40; βjpos= 0.198, t= 1.723; β posp= 0.478, t= 4.781) respectively and supported to H1, H2 and H3. Moreover, findings
also revealed that employee rewards, recognition, and POS are also significantly and positively related to
employee performance and supported to H4, H5, and H6. Results also showed that there is no
multicollinearity issue with data as VIF value is less than 5 as suggested by (Hair et al., 2011).
Table 4 - Path Modeling
Hypothesis
H1
H2
H3
H4
H5
H6
H7

Relationship
Job Stress ->Employee Performance
Job Stress ->POS
POS->Employee Performance
Recognition->Employee Performance
Recognition ->POS
Rewards->Employee Performance
Rewards->POS

Std. Beta
0.031
-0.198
0.478
0.235
0.268
-0.077
0.558

S.E.
0.810
0.085
0.000
0.025
0.000
0.376
0.000

t-Value
0.240
1.723
4.781
2.248
4.676
0.887
8.230

Decision
R2
Supported 0.338
Supported
Supported
Supported 0.571
Supported
Supported
Supported

F2
0.001
0.091
0.148
0.055
0.125
0.004
0.530

VIF
1.092
1.001
2.333
1.509
1.342
2.054
1.342

Mediation Analysis
Results showed that POS significantly and fully mediates the relationship between job stress and employee
performance (β= -0.069, t= 1.713) and supported to H8. Similarly, POS also significantly mediates the
relationship between recognition and employee performance (β= 0.128, t= 3.838) and supported to H9.
Moreover, it was also revealed that POS mediates the relationship between rewards and rewards (β= 0.264, t=
3.713) and H10 is supported.
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Table 5 - Mediation Analysis
Hypothesis

Relationship

H8
H9
H10

Job Stress ->POS-> Employee Performance
Recognition -> POS->Employee Performance
Rewards -> POS->Employee Performance

Sample
Mean (M)
-0.069
0.128
0.264

(STDEV)
0.055
0.033
0.071

T
Statistics
1.713
3.838
3.713

Lower
Limit
-0.094
0.128
0.264

Upper
Limit
0.087
0.000
0.000

Decision
Supported
Supported
Supported

Conclusion
In the global scenario, we find that rewards, recognition and job stress play an important role in boosting
employee performance and hence the overall company performance. We concluded that while rewards and
recognition both have a positive effect on employee performance, job stress has a negative effect on
performance. Thus the model helps to improve things in the call-centers like employee rewards, recognition
and job stress. This study elaborates how companies can increase the above factors for their overall
betterment. The study shows that employees are always very much concerned about these factors.
The main purpose of the study is to examine the effect of employee rewards, recognition and job stress on
employee performance considering the mediating role of perceived organizational support in the call-centers
of Lahore, Pakistan. For this purpose, the survey questionnaire method was used. Data were collected by
using simple random sampling technique from the call-centers in Lahore. After applying all the tests in SPSS
and Smart PLS, we found out that employee rewards, job stress, and recognition have a strong influence on
employee performance.
As Pakistan is a developing country, people have a low level of income. The practices such as employee
rewards and recognition are not always considered important in organizations. This study depicts that these
factors are really important for a company (Javed, Rafiq, Ahmed, & Khan, 2012). This study showed that job
stress was indirectly related to employee performance. When there is a dynamic environment, stress also
increases (Huff, Huff, & Thomas, 1992). This study puts light on to how the companies can motivate
employees by giving them rewards for their hard work, give value to their efforts by recognizing them and
taking steps to lower down job-stress related issues.
The previous studies also revealed almost the same kind of results and showed how the above factors
influence employee performance negatively or positively (Carsten & Spector, 1987; Cherniss, 1980; Deery,
Iverson, & Walsh, 2002; Poddar & Madupalli, 2012; Schwab, Jackson, & Schuler, 1986). As far as the
mediation is concerned, POS does motivate the relationship between employee rewards, recognition, and job
stress and employee performance.

Limitations and Future Directions
There are some limitations to this study. They are about performing the analysis and data collection methods.
The sample for the study was taken only from one city and there was a time-constraint in collecting data
during their working time. The results can be better by taking into consideration the sample from more cities.
On the other hand, all the items in the questionnaire were in the English language. All of the respondents
were not able to answer it accurately. The researcher did not translate them in the Urdu language which is the
local language. To overcome this issue, the researcher gave respondents the choice of contacting him if they
faced any difficulty in filling the questionnaires. Furthermore, there are a number of limitations that the
researcher can take into account for future studies. The researcher may include other factors in enhancing
employee performance e.g. training and leadership. Also, the researcher only used a five-point Likert scale for
data collection which may cause a decrease in the validity of the study. The study only used cross-sectional
data analysis which means that the data is collected at one point of time only. So the variable analysis was
restricted to a particular time.
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Questionnaire
Section 1
Gender:
1. Male
2. Female
Age Group: 1. Up to 25
2. 26-45
Education: 1. Bachelor’s
2. Master’s
Nature of employment:
1.Contractual
2. Permanent
Length of service: 1. up to 1 yr.
2. 2-5yrs.

3. 46-55
4. 56+
3. Ph.D. 4. If other please specify
3. Others _______
3. 5-10yrs.
4. 10+yrs.

Section 2

Key:
1 Strongly Disagree 2- Disagree
3- Neutral
4- Agree
5- Strongly Agree
Rewards: (Leary, 2004)
The rewards are distributed rightfully
1 2 3 4
The rewards match my work effort.
1 2 3 4
I am satisfied with the quality/quantity of the rewards
1 2 3 4
I am ready to increase my work efforts in order to gain rewards
1 2 3 4
Employees work more as a team in order to gain rewards
1 2 3 4
The rewards have a positive effect on the work atmosphere
1 2 3 4
The rewards motivate me to perform well in my job
1 2 3 4
Recognition: (De Beer, 1987)
I am praised regularly for my work
1 2 3 4
I receive constructive criticism about my work
1 2 3 4
I get credit for what I do
1 2 3 4
I am told that I am making progress
1 2 3 4
Job Stress: (Greenberg & Baron, 1986)
I have too much workload and stress on me
1 2 3 4
Work-related frustrations reduced the performance level
1 2 3 4
Do you think your work can affect your health?
1 2 3 4
I have too little time in which to do what is expected of me
1 2 3 4
Do you think management performs some activities in order to reduce the stress level of 1 2 3 4
employees?
Perceived Organizational Support: (DeConinck & Johnson, 2009)
The benefits that I receive at this company meet my needs
1 2 3 4
This company has a culture that allows me to develop my professional skills
1 2 3 4
This company provides me with the tools I need to help me grow and navigate my
1 2 3 4
career
The company provides fair compensation and benefits in return for my contributions in
1 2 3 4
it
Employee Performance: (Rounds et al., 1987)
My performance is better than that of my colleagues with similar qualifications
1 2 3 4
I am satisfied with my performance because it is mostly good
1 2 3 4
My performance is better than that of employees with similar qualifications in other
1 2 3 4
organizations

5
5
5
5
5
5
5
5
5
5
5
5
5
5
5
5

5
5
5
5

5
5
5
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Abstract
Purpose - The Objective of this study is to provide a
comprehensive scenario of the Acquisition of House
Financing transaction taken place between Bank Islami and Citi
Bank during 2010 in the light of Sharī’ah guidelines. The
purpose of this whole complex transaction was to acquire Citi
Banks house financing portfolio. The successful completion of
such a transaction is an important milestone for Islamic
Banking. The complete understanding of such transactions is
of prime importance for Islamic banking academia.
Findings - The study concludes that the transaction based on
Hawalah (assignment of debt) and Wakalah Lil Qabz (recovery
agency) is very complex and intelligently designed to conduct
these transactions.
Policy Implications - This study will enable the policymakers,
Sharī’ah Advisors, and bankers to explore new avenues for
investment in Islamic Banking Institutions. This study will also
enable academicians and research students to conduct research
for product development in related areas with conventional
banks. The complete understanding of such transactions is of
prime importance for the product development department of
Islamic Banks.
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Introduction
Islamic Banking is a Sharī’ah compliant alternative of conventional Banking system available to all irrespective
of their faith and religion. The latter is based on interest which is strictly prohibited in Islam. In Islamic
Banking industry, generally participatory, trade-based and rental based modes are used for investment and
financing matters. This basic and significant difference in Islamic bank’s operations makes inter-bank
transactions very difficult when transacting with conventional banks.
On 27th December 2010, Bank Islami acquired Citibank’s house financing portfolio amounting to Rs.953
million. This acquisition was a milestone for the Islamic banking industry in Pakistan as this was a first time,
an Islamic bank had acquired mortgage assets of a conventional bank. The Citibank’s house finance
customers were required to switch to the Islamic mode of financing.
The information relating to this case is not available to the general public. However, the understanding of
these transactions is of prime importance due to many reasons. First, to ensure that the Islamic banking
industry is going into the right directions and in the cover of complexity, nothing un-Islamic is being mixed
with Islamic banking. Second, to enhance financial innovation in the Islamic banking industry, the complete
understanding of such transaction to Islamic banking academia is also of prime importance. Still, no attempt
is taken since 2010 to write anything about explaining this seminal transaction. Therefore, the Objective of
this case study is to provide a comprehensive overview of the transaction in light of Sharī’ah that how an
Islamic Bank makes it possible to buy the assets of a conventional Bank. It is important to mention that data
and information regarding this transaction are not available publicly. The information and data presented in
this case study have been collected from executive management of the Bank Islami Pakistan (BIPL) and Citi
Bank to provide some basic and core information through email against some open-ended questions.
This study will enable the policymakers, Sharī’ah Advisors and bankers to explore new avenues for
investment in Islamic Banking Institutions. This study will enable academicians and research students to
conduct research for product development in related areas with conventional banks. This study will also be
useful for the product development department of Islamic Banks.

Islamic Banks and House Financing
Islamic Banking in Pakistan is growing rapidly. This industry has achieved various milestones in recent years.
Assets of the Islamic Banking Industry (IBI) recorded growth of Rs. 65 billion and reached to Rs. 1,853
billion compared to Rs. 1,788 billion. Deposits of IBI also increased by Rs. 97 billons and reached Rs. 1,573
billion compared to Rs. 1,476 billion. Market share of Islamic banking assets and deposits in the overall
banking industry stood at 11.7 percent and 13.3 percent, respectively which is increasing day by day (SBP,
2016).
The Islamic House financing facility offered by Islamic Bank Institutions (IBI) in Pakistan is generally based
on Diminishing Musharaka (Musharaka Mutanaqisa) (Shahzad, 2012). This mode of transaction is a
combination of three contracts i.e. Sharikah-tul-Milk (Partnership), Ijarahh (Lease) and Bay (Sale) (Osmani,
2010). The IBI and customer jointly enter into a partnership, on the basis of Sharikah-tul-Milk (Shahzad &
Farooq, 2014). The IBI leases its share to the customer and on the other hand, the customer also purchases
IBI’s property by units periodically (Shahzad, 2015). The customer purchases units of IBI until the customer
becomes the sole owner of the property (Usmani, 1998). The customer pays rent to IBI for using a share of
IBI. As customer purchases share of the IBI his payable amount of rent decreases until the payable amount of
rent becomes zero. This mode of financing is normally used by the IBI(s) in Pakistan for House financing
(SBP, 2016).
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Process Flow of Diminishing Musharaka for House Financing
1. Both parties i.e., IBI and customer, contribute their share in joint ownership of the house on the basis
of Shirkah-tul-Milk.
2. The IBI leases out its owned portion of the house to the customer.
3. The customer pays rent after the house is purchased and the customer takes possession of the house2.
4. The customer pays rent of IBI’s owned share and gradually purchases a share of IBI.
5. The customer purchases all units of the house owned by IBI and becomes sole owner of the house.

Figure 1 - Process Flow of Diminishing Musharkah in Home Financing

Bank Islami’s Muskun House Financing
The Bank Islami offers Muskun house financing on the basis of Diminishing Musharaka and Ijarah. The Bank
Islami offers house financing facility up to 50% to 70% of the total value of the property for a maximum
tenure of 25 years (Bank-Islami, 2015).

2

As a matter of rule in Islamic law an effect can't be presumed until and unless its cause comes into beings. We can't sale
what we don’t have in our ownership likewise a thing which is missing an ingredient of ownership is invalid for selling and
rent is akin to sale.
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Process Flow of MUSKUN House Financing
1. The customer submits a request for house financing to Bank Islami regarding the home purchase,
construction, renovation or balance transfer facility through filled application form along with
required documents and process fee submitted through cheque.
2. After verification of customer’s addresses references, the Bank Islami conducts income estimation of
the customer in order to determine the maximum limit of financing that can be provided to the
customer. In case the customer is self-employed, the Bank requests for documentation of his income
details (Bank-Islami, 2015). On the other hand, if a customer is a salaried person, the bank approaches
the employer of the customer for verification.
3. The bank also obtains a legal opinion on the property documents of the customer.
4. After the determination of market value of the property, the Bank Islami issues an offer letter to the
customer for Muskun house financing with approved financing amount.
5. If the customer accepts the terms and conditions of the Bank, both the parties sign an agreement of
Shirkat-ul-Milk (Musharaka), whereby, parties become joint owners (partners) in the Musharakah
property i.e., house.
6. The Bank Islami issues a Pay Order in the name of the contractor or seller.
7. Both parties execute an agreement of Monthly Payment, through which customer agrees to pay a
monthly payment to Bank Islami.
8. An Undertaking to Purchase Units is given by the customer, whereby the customer undertakes to buy
the Musharaka Units (Banks property) periodically. The monthly installment includes a monthly rent
and monthly unit price (Shahzad & Farooq, 2014).
9. After purchasing all Musharkah units of Bank Islami’s share, the customer becomes the sole owner of
the property.

Overview of the Transactions
The objective of Islamic Banks is to provide interest-free banking facilities to its exclusive customers, through
Sharī’ah compliant products and services. The basic feature of the products of Islamic banks is asset-backed
financing. The most frequent transactions of the Islamic banks are Participatory Modes; i.e. Modarbah,
Musharkah, Second type is Trading Modes: Bay Moajal, Bay Murabha, Bay Salam, Bay Istisna, and the third
type is Rental Based Modes: Diminishing Musharkah, and Ijarah. There are a number of examples of
transactions among Islamic Banks but rare cases of dealings with conventional banks because they deal in the
interest-based transaction.
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Figure 2 - Transactions Volume
In December 2010, the Bank Islami Pakistan Limited acquires Citibank’s house financing portfolio amounting
to Rs.953 million. The Citi Bank is a conventional Bank which executes Interest based transactions. On the
other hand, Bank Islami is an Islamic Bank which deals in Interest-free transactions. The portfolio of Citi
bank has been based on interest regime where the bank lends money to its customer and charge interest
income on the invested amount. The purchase of a loan is known as Bay' al-Dayn3 which is prohibited in
Sharī’ah. Therefore, Bank Islami construct this transaction into two tiers, i.e. Sharī’ah Compliant Structure of
Hawalah (assignment of debt)4 and Wakalah Lil Qabz5 (recovery agency). The Bank Islami has settled a loan
amount of Rs 722.590 million with Citi Bank, N.A. - Pakistan Branches against the acquired portfolio
amounting to Rs 953.273 million (comprising of Rs. 722 million under an assignment of debt and Rs. 231.130
million under Wakalah Lil Qabz). However, about 30 customers out of 369, refused to be switched to the
Islamic mode of financing.

Execution of the Transactions
Since the Citi Bank’s portfolio is a conventional debt portfolio and purchase of such portfolio is not
permitted according to Sharī’ah, therefore, Islamic mode of Hawalah, which is an assignment of debt from
3

Bay' al-Dayn is Arabic term which means sale of debt receivables for a specific amount (usually at a discount to its face
value) i.e. it may involve the situation where a person has receivables and wants to sell them at a discount to a third party.
The third party will replace the original creditor/lender and will be able to claim the face value, with the difference between
what he will get and what he has paid constituting his reward/profit. The traditional Muslim jurists (fuqaha) are unanimous
on the prohibition of bay' al-dayn at a discount. The overwhelming majority of contemporary Muslim scholars hold the same
view
4

Hawalah of debt is the transfer of debt from the transferor (Muheel) to the payer (Muhal Alaihi). The transfer of right, on
the other hand, is a replacement of a creditor with another creditor. The transfer of debt different from transfer of right in
that in transfer of debt a debtor is replacement by another debtor, whereas in a transfer of right is creditor is replacement by
another. (AAOIFI, Sharī‘ah Standard: 2015)
5

Agency is the act of one party delegating the other to act on its behalf in what can be a subject matter of delegation and it
is, thus, permissible. Agency is, basically, a non-binding contract for both parties thereto. However, it may sometimes become
a binding contract. (AAOIFI, Sharī‘ah Standard: 2015)

87

SEISENSE Journal of Management

Vol 2 No 2 (2019): DOI: https://doi.org/10.33215/sjom.v2i2.126 , 83-93
Research Article

the transferor to the assignee, was recommended6 for the acquisition of performing part of the portfolio.
However, for the non-performing part of portfolio remunerative Wakalah was recommended which was a
fee-based agency for recovery of nonperforming part of the portfolio; the execution of this acquisition
consists of the following two parts.
Part I: Contracts used for the transfer of the portfolio from Citibank to BIPL.
Part II: Contracts used for restructuring the house financing between BIPL and its customers.

Transfer of the Portfolio from Citibank to BIPL
The first part of the portfolio: In this transaction, 76% was performing portfolio whereas the assignments for
the performing part of the portfolio was completed into following two separate arrangements:
a. The parties entered into a loan arrangement whereby Bank Islami Pakistan Limited (BIPL) gave a
non-remunerative loan to Citi bank. Against this contact, the parties signed a Loan Agreement Figure
3. Upon payment of the loan amount, BIPL became a creditor (Daa'in) of Citibank;

Figure 3 - Loan Agreement between Bank Islami and Citi Bank
b. The parties entered into another separate arrangement of Hawalah-tul-Dayn assignment of debt
whereby Citibank assigned its portfolio to BIPL for recovery against the loan Citi owed to BIPL7.
Under this arrangement, BIPL acted as Muhaal Alayh (Assignee) and assume the exclusive rights and
responsibilities to recover and receive all amounts from the debtors (Customers) of Citi. The loan
given by BIPL under Bank Islami Loan Agreement was adjusted against this assignment Figure 4.
This assignment was governed under rules for Hawalah under which the assignee (BIPL) had recourse
over transferor (Citi)8 in cases that undergo a bankruptcy suit in any court of law in Pakistan;

6

The acquisition has duly been approved by the State Bank of Pakistan vide letter no. BPRD (R&P-02)/625-93/2010/9690
dated December 06, 2010 and by the Competition Commission of Pakistan vide letter no. 169/CCP/MERGER/2009 dated
December 24, 2010.
7

This contact of Hawalah was restricted Hawalah, according to AAOIFI [Sharī‘ah Standard (7) 5/1/2] restricted Hawalah is
permissible. It is a transaction where the payer is restricted to settling the amount of the transferred debt from the amount
of a financial or tangible asset that belongs to the transferor and is in the possession of the payer.
8

The transferee is entitled to have a right of recourse against the transferor in situations of (I) death of the payer in
bankruptcy, (II) liquidation of an institution that is the payer in the case of bankruptcy before payment of the debt, (III) the
payer is declared bankrupt in his lifetime, or he denies concluding the Hawalah contract and has taken a judicial oath to his
effect and there is no evidence to prove otherwise and (IV) the institution that is the payer is declared bankrupt by a court of
order. AAOIFI [Sharī‘ah Standard (7) 7/2]
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Figure 4 - Hawallah Contract against Non-Performing Loan
The second part of this transaction was an arrangement for the non-performing part of the portfolio which
was around 24%. This part of the transaction was completed through the following method:
c. The parties entered in an arrangement of Wakalah Lil Qabz (Recovery Agency) whereby Citi bank
appointed BIPL its agent for the recovery of its non-performing part of the portfolio against payment
of a fee and an incentive. For legal reasons, this recovery agreement included some features of legal
assignment that allowed BIPL to have right to recover and take possession of the said part of the
portfolio;

Figure 5 - Contract of Wakalah Lil Qabaz
After the execution of the Assignment Agreement, BIPL had right to receive outstanding amounts from Citi
bank’s Housing customers except for any interest or part thereof;
b. Citi’s Housing customers were approached by BIPL for the signing of the Balance Transfer Facility
(BTF) documentation under diminishing musharkah. The customers who refused to sign BTF
documents, BIPL requested them to refund the loan amount which the customer owes to BIPL after
assignment;
c. Parties agree that after an agreed date and recovery of any agreed amount Citi bank may give the
remaining part of non-portfolio to BIPL as an incentive under Wakalah arrangement;
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Contracts Used Between BIPL and its Customers
The second part of this transaction, the BIPL (Transferee/New debtor (Muhal ‘alayh) entered into an
agreement (s) with Creditors / Assignee (Muhal) on the basis of a Shirkat ul Milk based Diminishing
Musharakah. The Nomenclature of Sharī’ah compliant Contracts used i.e. Hawalah, Wakalah; and
Diminishing Musharakah9.
The customers were given the option of paying partial or the full amount they owed in a lump sum to BIPL,
without any extra charges. In this transaction, about 90% of the cases had a decrease in financial burden as
the customers were given a discount in their rates. About 10% of the customers were brought on the same
rate that Citi bank charged them and thus had no effective change in their rates. The rental rate of BIPL was
1-year KIBOR + 3.5%10 and was less than Citibank’s rate but in case of bad debt afterward, BIPL would be
responsible for all transferred cases.
The transaction did not increase any tax burden for the customers. This transaction was recorded on book
value by BIPL. The distinguishing characteristic of this transaction was the unique Sharī’ah structuring to
acquire and re-structure the riba-based portfolio into a Sharī’ah compliant portfolio.

Analysis of the Transaction
In December 2010, a transaction took place between Bank Islami Pakistan and Citi bank Pakistan. In this
transaction house financing portfolio of Citi bank was acquired by Bank Islami by undergoing various steps
and procedure which involve various methods. These methods are claimed to be in their true spirit compliant
with the Sharī’ah guidelines. A detailed discussion and procedure of the transaction between bank Islami and
Citi group are mentioned in this case study. These details will not be repeated in this section.
Below is given a detailed dissection of the procedures (in light of Sharī’ah guidelines and procedures) involved
in the transaction due to the reasons that Bank Islami is formulated on the grounds of Sharī’ah guidelines and
Citi group Bank is interest based bank.
According to AAOIFI’s Sharī’ah standard, Hawalah can be defined as follows:
“Hawalah of debt is the transfer of debt from the transferor (Muheel) to the payer (Muhal
Alaihi). The transfer of right, on the other hand, is a replacement of a creditor with another
creditor. The transfer of debt differs from the transfer of right in that in the transfer of debt a
debtor is replaced by another debtor, whereas in a transfer of right a creditor is replaced by
another creditor” (AAOIFI, 2015)

The definition explains that Hawalah is a transaction, in which three parties are involved i.e. transferor
(Muheel), payer (Muhal Alaihi) and Creditor. In this contract, the debt to be paid is transferred to another
party who is the payer. Secondly while transferring Hawalah to the creditor with another creditor i.e., a person
or entity who is supposed to receive a loan from another person, transfers his credit to third person or entity.
9

Diminishing Musharakah (Musharakah Mutnaqsa) is the combination of three contracts which are Sharikah (Partnership),
Ijarah (Lease) and Bay (Sale). In this contract Islamic financial institution and the customer participate in the joint ownership
of a property on the basis of Sharikah tul Milk. The share of the financier is divided into a number of units and the customer
purchases those units one by one periodically until he becomes the sole owner of the property. The Customer pays the rent
to Islamic financial institution for his part. As the Customer purchase units of the Islamic Financial institution his payable
amount of rent decreases, finally the payable amount of rent remains zero. (Shahzad and Farooq: 2014)
10

This rental rate was standard rate of BIPL for its house financing customers during this transaction.
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Bank Islami transacted Hawalah with Citi Bank by following the first portion of the definition mentioned
above and it is because the Bank Islami already lent Rs. 953 million as a loan to Citi Bank11 and then entered
into an agreement of Hawalah. But in our viewpoint, Bank Islami could have done Hawalah agreement with
Citi Bank without giving them the loan at first and that could be done by following the second portion of the
definition.
There looks to be another justification for provision of loan to the Citi Bank by Bank Islami and then
executed the Hawalah process and that is; the conditions of Hawalah mentioned in Sharī’ah standard which
states:
“The permissibility of a Hawalah requires that the transferor be a debtor to the transferee. A
transaction in which non-debtor transfers another is an agency contract for the collection of
debt and not a transfer of debt.” (AAOIFI, 2015)

The reason for giving a loan to the Citi bank by Bank Islami at first and then executed the process of
Hawalah is mentioned above. But consider this the case, there arises another problem or question mark to the
process of Bank Islami and Citi Bank transaction and that is; the total value of the house financing portfolio
was declared Rs. 953 million and the same amount of loan was given by the Bank Islami but the amount
which was transferred to Bank Islami by Citi Bank via Hawalah transaction was Rs. 722.590 million and rest
of the amount Rs. 231.130 million was supposed to be transferred to Bank Islami through Wakalah-lil-Qabz
(agency agreement). This process is also justified from the Sharī‘ah Standard “Hawalah” which states:
“… However, the transferor may transfer a lesser amount of a debt owed to the transferee to
be settled from a larger amount owed by the transferor on condition that the transferee is
entitled only to the equivalent amount of his debt.” (AAOIFI, 2015)

As Hawalah is not settling all the debt owed by the Citi Bank and rest of the debt should be done with
definitive mean. The technique used for settling the rest of the debt is through Wakalah (agency agreement)
of nonperforming part of the portfolio. The nonperforming part of the portfolio apparently looks to be that
part of the house financing portfolio which is considered to be a bad debt or customers are termed as
defaulters. The Bank Islami was supposed to recover that loan through Wakalah agreement.
This process raises few issues too and these are; a portion which is termed as nonperforming part of the
portfolio is supposed to be recovered through Wakalah agreement and the fee of the Wakalah process is the
amount to be recovered. There is always a doubt in recoveries of the bad debts, so there exists an uncertainty
in the recovery of the debt and consequently brings uncertainty in the recovery of the full amount of debt by
Bank Islami and also the fee of Wakalah becomes uncertain.
There are few issues which apparently looks ambiguous in the transaction and we are mentioning these here
just to raise flags in order to have an elaborate discussion on the issues. The reason for this meticulous activity
is not to leave any stone unturned as the transaction is unprecedented in the history of contemporary Islamic
finance practices. The issues which raise ambiguities in the transaction are as follows:
The Hawalah transaction is allowed to facilitate payments and recovery as mentioned in Hawalah standard:
“Hawalah is a legitimate and an independent contract made out of courtesy and is not a
contract of sale. It is permitted in order to facilitate payments and recovery.”(AAOIFI, 2015)

11

The Bank Islami has lent this amount which is almost equivalent to the value of the Citi Bank House financing portfolio.
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The transaction of Bank Islami and Citi banks raises the question of whether it is fulfilling the intentions and
true spirits of Hawalah as mentioned in AAOIFI standards. Another question to be answered by the Sharī’ah
scholar in this context is that; is it allowed to involve in Hawalah agreement without the need of settlement
and is it necessary that only needy would ask for Hawalah agreement or not?
The value of the Citi bank house financing portfolio was valued at Rs. 953 million including both performing
and a non-performing portion of the portfolio. A question which is not answered in any published report and
proceeding of the transaction between Bank Islami and Citi bank according to our knowledge and the
question is; what is the procedure of evaluating the value of the house financing portfolio of Citi banks? Is it
the values by Citi bank and if yes, then did Citi bank take into account all the receivables (principal amount of
mortgage loan by Citi bank to the customers and interest payment to be received on the principal amount) in
valuing the portfolio? If the answer to this question is also yes, then another question arises and that states;
what would be the status of the Hawalah of that amount which intrinsically accounts interest payments?
These issues should be clarified in order to clear out the ambiguities as no published report and proceeding
and neither the annual financial statement of the year 2010 of Bank Islami covers any detail regarding these
questions.
AAOIFI Sharī‘ah standard states that:
“The permissibility of Hawalah requires the consent of all parties, namely, the transferor, the
transferee, and the payer.” (AAOIFI, 2015)

And:
“It is a condition that all Hawalah parties be legally competent to act independently” (AAOIFI,
2015)

The above mentioned two points from AAOIFI Sharī’ah standards elaborates the privileges given by the
Hawalah agreement to the three parties involved in it. In our case, the three parties are Bank Islami, Citi Bank,
and the customers. The question which can be raised that; did every stakeholder of the transaction get equal
opportunity and right to express their view and consent in involving this transaction?
It is to mention again in order to emphasize the matter that it is very necessary and to some extent inevitable
to answer these raised issues in order to make this unprecedented transaction unambiguous so that it acts as a
beacon of light for such sort of future transactions.

Conclusion and Recommendations
The acquisition of house financing portfolio of Citi bank by Bank Islami is an unprecedented activity in the
history of Islamic finance contemporary practices. The activity was completed by using the methods of
Hawalah and Wakalah. After the acquisition of the portfolio, the Bank Islami contracted a Diminishing
Musharkah agreement with the customers acquired from Citi Bank. This whole procedure seems to be
remarkably executed and it could open new avenues for Islamic financial institutions.
The execution of the whole activity through Hawalah and Wakalah raises various issues too. These issues are
mentioned above in very thorough detail. In the last section of the study, we have elaborated the issues and
technical problems which should be answered in order to remove all the possible glitches. The activity was
unprecedented and so in order to examine the validity or legality of the processes involved in the transaction,
a benchmark was set. The benchmark, in this case, was AAOIFI Sharī’ah standards. It is not the domain of
this research study to mention the significance and authenticity of the AAOIFI Sharī’ah standards but it is
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necessary to mention that the board members of the AAOIFI Sharī’ah standards are highly qualified and
pioneers of Islamic banking practices around the globe.
Another justification of authenticity of the AAOIFI Sharī’ah standards is that each and every statement
mentioned in the text of the standards is endorsed by Quranic verses or Hadith (Prophet Muhammad sayings)
or Islamic jurisprudence maxims. So for these reasons, it was decided to take this text as a benchmark for the
evaluation of activities of the transaction under study.
It is seen that the whole transaction involved multiple steps and each step is very rigorously justified but still,
a few issues and glitches remained. These issues are thoroughly mentioned in the previous section of this
research study. There are various issues and activities in the whole process which are not endorsed by the
AAOIFI Sharī’ah standards. There is a possibility that these issues showed up due to the reason that the
whole transaction is not thoroughly mentioned in any published journal or annual financial statements of the
banks.
It is recommended to arrange seminars and discussion forums of Islamic finance experts and academia to
brainstorm on the issues and questions raised in this research study and extract a strong viewpoint which
would lay the foundation for the future transactions of such sort.
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Objective - The objective of this study is to examine the
relationship between capital regulation and risk-taking by the
banks of Pakistan.
Design - This study was conducted on all the commercial
banks of Pakistan and data were collected from the year 2005
to 2016.
Findings - This study concluded the significant positive
relationship between regulatory capital and risk-taking by banks
in Pakistan. The findings of this study play a key role in the
implementation of capital regulations in the banks of
developing countries.
Policy Implications - In the light of this study, the regulators
must revise their implementation process of the Basel Accord
capital regulations in the banks of developing countries. The
prime intention of regulators are only on to maintain the
minimum capital ratios but must be conscious of other
important elements of capital regulation implications.
Originality - This study is one of the first attempts that
investigated the crucial role of regulatory capital towards risktaking in the Pakistani context.
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Introduction
The role of financial institutions in the development of the economy is increasing continuously that force the
regulatory authorities to put extra attention on the soundness of financial institutions. The WorldBank (2017)
showed an increasing level of World Bank’s contribution to the betterment of the economy of the world. As
mentioned in the mission statement of World Bank, their major focus should be on achieving two goals, first
one is to eliminate the extreme poverty by the end of 2030 and second one is to boost shared prosperity.
World Bank is eliminating extreme poverty by reducing the ratio of people who are living almost on less than
$1.90 a day and also boosting the shared prosperity by raising (almost 40 percent) income growth in every
country. For the achievement of these goals, World Bank will conduct strong collaboration with its partners
in both public and private sectors, also collaborating with country government and civil societies and also
engaging stakeholders and beneficiaries to ensure that almost every person in the country has an opportunity
to fulfill his or her potential.
Increasing financial assistance of the World Bank towards developing countries is playing a vital role in the
improvement of the economy of the country. WorldBank (2017) highlighted that reliable, modern and
affordable energy power is essential for every country to achieve their development needs, but this facility is
not available in every country. The World Bank provides the solution to this problem in the shape of a lowcarbon option for energy. They provide finance for these projects such as over $1 billion lends to Indian’s
solar projects and also provides finance for smart grids to Vietnam, Ukraine, and Turkey. “A Water-Secure
World for All” is also the vision of the World Bank, for this purpose, bank supports financing in terms of
mobilizing private capital towards safe water for all. Consequently, more than 1.2 million people of
Bangladesh get access to improved water sources (WorldBank, 2017). Similarly, digital technologies are also
becoming a vital driver of investment, economic growth, and job creation. So, it is essential for traditional
industries to adopt digital technologies for improving productivity. World Bank provides support to the
countries and their citizen by providing expanding affordable internet access to 4 billion people that they
build their digital skills to participate in the digital economy. Furthermore, the bank also supports the
developing countries in many ways such as provides financial assistance for the improvement of the transport
sector, for private sector infrastructure, for boosting agriculture to create jobs and for Strengthening
protection for natural resources. This financial and non-financial support of the World Bank for developing
countries highlighted its importance towards the economy of the world and also create the needs of safeguard
of this economical important institution of the world.

Banking Sector of Pakistan: An Overview
Banking industry of Pakistan is regulated by the State Bank of Pakistan (SBP) which was established in June
1948. This industry constitutes around 31 banks, out of which 22 local private banks, four are foreign banks
and five are under public control. Majority of the banking industry is concentrated by six banks (National
Bank Limited (NBL), Habib Bank Limited (HBL), Allied Bank Limited (ABL), United Bank Limited (UBL),
MCB Bank Limited, and Bank Alfalah Limited) that our largest competitors in the country and hold large
stake of assets of Pakistani banks. Moreover, these banks make up round about 53 percent of advances and
57 percent deposits in the economy collectively (H. M. Alam, Raza, & Akram, 2011). Furthermore, Basel II
international standards must also comply with all the banks operating in the country. Due to limited access to
technology, religious factor, and unbanked rural population, there is a huge difference in population (195
million) and their accounts (43 million) in the banks but due to the advent of Islamic banking, high-speed
mobile internet and increased awareness of banking increased the potential for growth of banking in the
country (H. M. Alam et al., 2011). Consequently, the performance and growth of the banking industry have
been good in the past decade. According to the SBP (2017), total assets of the banks increased from PKR
6,516 billion to PKR 15,134 billion, deposits increased to PKR 11,092 billion from PKR 4,786 billion, lending
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rose from 3,240 billion to PKR 5,025 billion from 2009 to 2016. SBP (2016) shows continuous improvement
in Macro-economic conditions of the country during the financial year 2016. Declining in inflation up to 2.9
percent, growing GDP by 4.7 percent, stability of exchange rate is the evidence of economic improvement in
the country. Moreover, 100 percent increase in “Net foreign investment”, 100 percent increase in credit
provided to private sector, 7.8 percent growth rate in banking, 5.7 percent increase in “Gross domestic fixed
capital investment” and insurance sector which was 6.5 percent in previous year and 11.9 percent pre-tax
profit of scheduled banks are recorded during financial year 2016 (SBP, 2016). But on the other hand,
prudential regulations about bank risk-taking has been suffocating for banks. State Bank of Pakistan made it
tough for banks to operate in the country over the past decade.
Additionally, a high level of non-performing loans (NPLs), weak supervision and liquidity issues are the
factors affecting the performance of the banking industry in the country (Shafiq & Nasr, 2010). SBP forced
the banks to comply with regulations provided by the Basel Committee on Banking Supervision (BCBS) to
control the high-risk situation in the baking industry. BCBS provided the capital adequacy ratio to the banking
sector that must be held by banks to manage the risk. Although, banks of Pakistan follow the regulations
provided by the Basel Committee on Banking Supervision (BCBS) and maintain more than 8 percent capital
adequacy ratio but in return risk-taking activities cannot be controlled. WorldBank (2016) highlighted that
Pakistani banks maintain a 12.7 percent capital adequacy ratio in 2006 and with the passage of time it
increased to 17.2 percent in 2015. But it is not effective to control the risk-taking activities because the NPLs
increased from 6.9 percent to 12.4 percent from 2006 to 2015. These figures clearly highlighted the noneffectiveness of the capital adequacy ratio to manage the risk-taking activities of the banks in Pakistan.
Non-performing Loans (NPLs) ratio and Capital Adequacy Ratio (CAR) maintain by the Pakistani banks both
highlighted the increasing trend from 2006 to 2015 and these figure are presented in Table 1.
Table 1 - Non-performing Loans & Capital Adequacy Ratio of Pakistan’s Banks
Years
Non-performing Loans/ Total Loans (%)
2005-2006
6.9
2006-2007
7.6
2007-2008
10.5
2008-2009
12.6
2009-2010
14.9
2010-2011
15.3
2011-2012
15.9
2012-2013
14.8
2013-2014
12.8
2014-2015
12.4
Source: World Bank (2016)

Capital Adequacy Ratio
12.7
12.3
12.3
14.1
14.1
14.6
15.4
14.9
17.1
17.2

Past Studies
The risk is considered as exposure to danger for financial institutions and both financial institutions especially
banks and risk are highly associated with each other.

Risk Taking
Risk taking can be defined as the willingness of banks to take extensive risk for a higher return (Buch,
Eickmeier, & Prieto, 2014). Risk taking is also tightly interconnected with the liquidity of the institution.
Transferability constraints and external funding are weakened due to greater risk tolerance. Resultantly, these
weaker constraints support the high risk taking because these weaker constraints allow the institutions that
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they engage in projects with higher risk-taking for high return expectations (Borio & Zhu, 2012). In addition,
Jiménez, Lopez, and Saurina (2013), mentioned in their study on Spanish banks that the stability of the
banking institutions can be affected by the high risk taking. The increasing the level of competition in the
market forced the banks to take the higher risk that leads towards higher instability. Moreover, Bolton,
Mehran, and Shapiro (2015) highlighted that extensive risk-taking of financial institutions affects depositors,
taxpayers, creditors and financial system as a whole. Additionally, high-risk taking can badly affect the
performance of the institutions when returns are not up to the expectations. Moreover, higher deposits
motive and deposit insurance reduce the market discipline that forced the banks towards greater risk-taking
(Khan, Scheule, & Wu, 2017). In addition, shareholders give preference to extensive risk taking due to limited
liability, moral hazard issues, and convex pay-off systems. Therefore, shareholders of the banks have strong
inducements to undertake extensive risky investments for their profit maximization goals (Mollah, Hassan, Al
Farooque, & Mobarek, 2017).
Bank’s higher risk-taking incentive was the major reason for the latest financial crisis suffered by the entire
banking system of the world (Paligorova & Santos, 2017). Similarly, B. N. Ashraf (2017), mentioned that the
United State was the origin of the financial crisis (2007-09) that raised the question on divergent bank risktaking across countries. Extensive bank’s risk-taking situation has been observed in the US banking system
due to the high level of competition in the market, high profitability motives of shareholder and attraction of
depositors and other stakeholders. This situation leads the US financial system towards the financial crisis that
has an adverse impact on the banking sector of the world. These risk-taking incentives also lead the entire
financial system towards the financial crisis. Moreover, Angeloni, Faia, and Duca (2015) mentioned that
extensive risk-taking and leverage are the major reasons for the financial crisis in 2007 in the financial
institutions of the world. Additionally, von Ehrlich and Radulescu (2017), conducted the study on United
Kingdom banks and found that one of the pull factors of the global financial crisis was excessive risk-taking
of the financial institutions.

Regulatory Capital
Basel Committee on Banking Supervision (BCBS) developed a framework for the financial stability of the
financial institutions called the Basel Accord. The first regulation developed for minimum capital requirement
called Basel Accord I after that it changed with the passage of time according to the financial environmental
requirement into Basel Accord II and Basel Accord III (Hussain et al., 2012). This framework set minimum
regulatory capital for every bank currently operating in the economy. Every bank must maintain at least 8
percent minimum capital against its risk-weighted assets (N. Alam, 2013). Furthermore, Karim, Hassan,
Hassan, and Mohamad (2014), conducted the study on 14 Organization of Islamic Conference (OIC)
countries and data collected from 186 conventional and 52 Islamic banks from 1999 to 2009. They analyzed
that the minimum capital requirement is essential to ensure that banks have sufficient funds against adverse
shocks and unexpected losses. Their study also found that regulatory capital requirement has a significant
impact on lending behaviors of the financial institutions. The issue of regulatory capital requirement has
become more vital after the financial crisis 2007-08 in the USA. One of the major reasons for the global
financial crisis is insufficient equity capital and similar circumstances also observed during the Asian financial
crisis in the 1990s. During the financial crisis, most of the financial institutions have a lack of equity capital to
absorb the losses from loan defaults. Consequently, capital growth fell below then the growth of credit and
risks of the assets that adversely impacted the bank’s ability to lend and also slow down the economic
activities of the banks. The regulatory capital requirement is crucial for banks in preventing them from failing.
A financial institution with sound capital is able to deal with business opportunities more effectively and also
deal with difficulties arising from expected and unexpected losses. Similarly, Cohen and Scatigna (2016),
found that the logic behind the regulatory minimum capital requirement is to ensure that financial institutions
must set aside some amount of capital for each investment they made. The riskier the financial institution, the
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more capital is required to set aside. This makes ensure the safer return from investments for both depositors
and shareholders of the banks.
One of the measures in ensuring the soundness of financial institutions by observing a reasonable amount of
losses is a regulatory capital minimum requirement (Fatima, 2014). Moreover, Bridges et al. (2014), conducted
the study on banks of the United Kingdom from 1990-2011 and found that capital requirements are the
buffers against the unexpected losses of the business. An increase in regulatory capital, cut the loan growth
for corporates, household lending, and commercial real estate. The financial crisis of the 1990s and 2007-08
has led to support of using the risk mitigating tool for a financial system called capital requirement. In
addition, Maji and De (2015), conducted the study on 41 Indian commercial banks and investigated that
capital regulations have gained attention after Basel Accord implementation in 1988 to enhance the soundness
and competitive advantage in the banking sector. Additionally, Mili, Sahut, Trimeche, and Teulon (2017),
examined that expansion of bank’s lending without an increase in capital has forced the regulatory authorities
to develop several control and procedures to avoid the insolvency situation in the banking sector.
Furthermore, it is mandatory for every bank to implement the regulatory minimum capital requirements for
its soundness (Hugonnier & Morellec, 2017). Similarly, Barth, Gomez-Biscarri, Kasznik, and López-Espinosa
(2017), carried out a study on the listed and non-listed banks and examined that the banks operating in public
capital market, cannot survive with the limited capital requirement. Banks must ensure a higher level of capital
against unexpected losses exist in the market.

Regulatory Capital and Risk Taking
Excessive risk-taking of financial institutions has become one of the major reasons for the financial crisis of
the 1990s and 2007-08 that enhance the importance of regulatory capital requirement in the banking system
of the economy. Borio and Zhu (2012), observed that regulatory capital influences banks regarding
measurement and management of risk in the institution. Moreover, Musa (2012) found his study that capital
regulations change the risk-taking behavior of Islamic banks. Furthermore, Jiménez et al. (2013), investigated
that regulatory capital has effective control of the risk-taking incentive of the institution. Similarly, Karim et
al. (2014), found that the banks must set aside their capital according to their riskiness because this set-aside
capital becomes buffer against the unexpected losses in the future. Moreover, regulatory capital is a vital
parameter for judging the soundness and strength of financial institutions that protect the financial
institutions against insolvency, excessive leverage and also keeps them out of danger. This regulatory capital is
defined as the ratio of the bank’s capital and risk-weighted assets. This ratio ensures that banks have sufficient
capital in the business that enough to absorb uneven downturns or losses without becoming insolvent
(Fatima, 2014). In addition, regulatory capital imposed restrictions on different types of activities of the
financial institutions such as restriction on high-risk associated investment or taking the extensive risk (B. N.
Ashraf, 2017). Additionally, Gersbach and Rochet (2017) and Hussain, Mosa, and Omran (2018) examined
that regulatory capital has a negative impact on risk-taking of the financial institutions but it also reduces the
liquidity of the institution. Similarly, Khan et al. (2017) and Hussain, Mosa, and Omran (2017), also found the
bank’s regulations regarding capital are avoiding the liquidity and excess risk-taking issues in the institutions.
The logic for preserving regulatory adequate capital is an indication of satisfactory financial resources that
provide the cushion against failure and also found a strong inverse relationship between regulatory minimum
capital ratio and risk-taking by Indian’s commercial banks (Maji & De, 2015). Moreover, Kandrac and
Schlusche (2017), mentioned in their study that regulatory capital imposed a restriction of loan growth that
affects the risk-taking of the banks. Similarly, capital regulation applies constraints on the risk-taking the
ability of banks. As a result, each bank’s systemic risk is reduced (Stulz, 2016). Furthermore, B. Ashraf,
Arshad, and Hu (2016) conducted the study on 21 commercial banks on Pakistan and examined that riskbased capital requirement has caused in reducing the risk-taking activities of the banks. Almost all of the
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banks in Pakistan hold reasonable capital requirement to ensure the stability of the banks. Due to maintaining
higher regulator capital ratio by Pakistani banks, the overall cost also increases that are connected with the
costly equity capital of the banks. In addition, regulatory capital is main tool for the supervisors of the banks
that they used to create incentives for the banks that they should be more cautious about the quality of the
assets because the regulatory capital is considered as the indicator of solvency for the banks (de Moraes,
Montes, & Antunes, 2016). Additionally, Osei-Assibey and Asenso (2015), conducted the study commercial
banks of Ghana for the year 2006-2013. They found that regulations regarding capital control the risk-taking
activities of the banks and also control non-performing loans (NPLs) of the institution. Moreover, Bitar, Saad,
and Benlemlih (2016) conducted the study on commercial banks of MENA countries for the year 1999-2013.
They examined that regulatory capital improves the protection against unexpected losses.

Research Structural and Hypotheses Development
A number of previous studies showed that regulatory capital (CAR) has a negative impact on the risk-taking
of the banks. Based on these previous studies, it was hypothesized that:
H1: There is a negative relationship between regulatory capital and risk-taking by the Pakistani Banks.
In this study, risk-taking used as dependent variable and proxied by Z-score while regulatory capital used as
an independent variable and proxied by Capital Adequacy Ratio (CAR). Rahman (2012), mentioned that Zscore measures the insolvency risk and calculated by this formula: Z-score = (ROA+CAP)/S while capital
adequacy ratio is calculated by this formula: Equity Capital / Risk-weighted Assets. Variables are mentioned
in the framework in Figure 1.

Figure 1 - Conceptual Framework of the study

Research Method
This study was conducted on the commercial banks of Pakistan and data were collected from the year 2005 to
2016. There are two types of banks in the country, Islamic and conventional.
Table 2 - Conventional Commercial Banks of Pakistan
Serial No
Bank Name
01
United Bank Limited
02
Allied Bank Limited
03
Muslim Commercial Bank
04
Habib Bank Limited
05
Faisal Bank
06
Askari Bank
07
Standard Chartered Bank
08
Bank Alfalah Limited
09
Bank Al Habib
10
Habib Metropolitan Bank
11
JS Bank
12
Samba Bank
Source: State Bank of Pakistan (2016)

Serial No
13
14
15
16
17
18
19
20
21
22
23
24

Bank Name
NIB Bank
Soneri Bank
Summit Bank
National Bank of Pakistan
First Women Bank
Sindh Bank
Bank of Khyber
Bank of Punjab
Deutsche Bank
CITI Bank
Bank of Tokyo
Indus. & Comm. Bank of China
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Conventional banks are selected for the study because Islamic banks are different in nature and also very
short in terms of quantity (only five) as compare with (twenty-four) conventional commercial banks.
Conventional banks also have different types with respect to ownership such as (Fifteen) private, (Five) public
and (Four) foreign banks. This study was selected all conventional commercial banks for investigation but
two banks (Sindh bank & Bank of China) start operating after 2005 and eliminate from the investigation. The
data was collected from the financial statement of remaining (twenty-two) banks for the year 2006 to 2015.
Table 2 shows all types of banks selected in the study.

Results and Discussions
Data was collected from the financial statements of all above-mentioned banks for the analysis of the study.
The analysis of data includes descriptive statistics that provides the summery of data set used in the study.
Table 3 highlighted the descriptive statistics of the dependent and independent variables used in the study.
The dependent variable is Z-score while the independent variable is CAR. There are 264 (22 Banks x 12
years) observations in the study and mentioned in the table. The mean of z-score is 0.032 and CAR is 12.54
while the standard deviation of Z-score 15.27 and CAR is 1.78. The minimum value of Z-score is -80.68 while
the maximum value is 99.95 and on the other hand, the minimum value of CAR is 6.47 and the maximum
value is 16.9. Correlation of CAR with z-score is less than 1 which is only -0.0003.
Table 3 - Descriptive Analysis of Variables
Variables
Obs.
Mean
Z-score
264
.0324
CAR
264
12.534

Std. Deviation
15.274
1.7745

Min.
-80.68
6.47

Max.
99.95
16.9

Correlation
1
-0.0003

Hausman Test
Two most prominent panel data models such as random effect modal (REM) and fixed effect model (FEM)
are being used by selecting appropriate one on the bases of the Hausman test. (Gujarati & Porter, 2003). If
null hypotheses are rejected then the fixed effect model is appropriate and vice versa. The result of the
Hausman test of this study is Prob. = 0.6638 which is greater than 5 percent which is the indication of
acceptance of null hypotheses that means random effect model is appropriate for the study.

Random Effect Model (REM)
Characteristic of the random effect model is to treats intercept among individual differently. Thus, the
estimation random effects model is as follows:
Yit = β1 + β2X2it + ε
Where
ε = cross-section or individual specific error component
Table 4 presents the random effect GSL regression and shows that the model is a good fit because the overall
probability value is less than 5 percent which is only 0.0432. There is a significant relationship between the
CAR and Z-score because the probability value of CAR is less than 5 percent which is only 0.043. The
coefficient value of CAR is .5499687 which shows a positive relationship between the variables and if there is
a 1 percent increase in the independent variable, the dependent variable will also increase .5499 percent and
vice versa.
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Table 4 - Random Effect Model
Z-score
Coef.
Std. Error.
CAR
.5499
.2720
_Cons
-5.452
3.4968
Prob > chi2 = 0.0432

Z
2.02
1.56

P>|z|
0.043
0.119

(95% Conf. Interval
.016804
1.08313
-12.3057
1.40164

Conclusion and Recommendations
Basel Committee on Banking Supervision (BCBS) reframe its regulations regarding minimum capital called
Basel Accord III after financial crisis 2007-09. In response, the banks of Pakistan also maintain a high level of
capital adequacy ratio but only maintaining the regulatory capital is not enough to minimize the risk-taking
activities. Most of the factors are prevailing in the market such as competition, high-profit motives and loan
growth that forced the owners towards risk-taking activities. This study concluded the significant positive
relationship between regulatory capital and risk-taking by banks in Pakistan. However, previous studies found
a negative relationship between the variables. Regulators are forcing the banks to maintain capital adequacy
ratio and ignore the other factors that affect the risk-taking adversely. Resultantly, banks of Pakistan are
keeping reasonable minimum capital ratio by increasing their capital but on the other hand, they are also
holding the riskier investment to compete in the market and to accomplish high-profit motives that lead the
banks towards crisis. Regulators must be a focus on all other factors that may cause a high-risk situation in the
banks. This study is strongly recommended that there should be a mediator is necessary to explain this
relationship and also an interesting area for future research.
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