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Abstract

The study explores the highly sensitive area of concentration risk in terms of
credit portfolio for top commercial banks operating in Pakistan’s banking
industry comparatively in the categories of both Conventional and Islamic
banks. The relationship trends of concentration risk of banks” credit portfolio
and GDP, GNI of Pakistan have also been observed in this research. The
secondary data has been obtained from the annual financial reports of banks,
statistical bulletins issued by the State Bank of Pakistan, and World Bank data
from the year 2009 to 2016. The HHI (Her find hall hirschmann Index) has
been utilized to execute the concentration risk analysis and it was explored that
conventional banks’ credit portfolio has lesser concentration risk than Islamic
banks credit portfolio. Moreover the positive relation of this concentration risk
has been observed with GDP and GNI through descriptive analysis of secondary
data especially in the case of Islamic banks in Pakistan.

Keywords: Concentration Risk, Islamic Banking, Conventional Banking, GDP,
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1. Introduction

The financial intermediaries like banks have a subtle role to play in economic
prosperity and financial well-being of any country in today’s competitive world.
It is pertinent to mention that the services sector contributes heavily (59.2%) to
the GDP of Pakistan out of which banking sector’s contribution is 3.3% showing
a healthy growth of 6% in 2016. For the past several years, Islamic banking also
made vital contributions to GDP growth in Pakistan and has shown a rapid
growth of 16% (State Bank of Pakistan, 2016).
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The Islamic banking industry is relatively smaller in comparison with
conventional banking industry in Pakistan at present but it has total existing
assets of $ 2 trillion for the year 2015. These assets are expected to grow to a
healthy figure of $3.5 trillion by the year 2021 which shows enormous growth
and tremendous potential of the Islamic banking industry. (Innovation in Islamic
Liquidity Management 2017, Thomson Reuters).

The establishment of credit portfolio and its development into different
segments is a core function of banking operations which require diversification
to avoid concentration risk. Liitkebohmert (2009) defined the concentration risk
as banks having some relatively larger positions in their credit portfolio may be
facing concentration risk. Deutsche Bundesbank (2006) explained concentration
risk as when the credit portfolio of a bank is not evenly distributed or has
uneven larger positions for different borrowers in terms of sector, region, or
industry.

The concentration risk is not considered important as compared to Credit risk
in the banking sector. All the due attention is paid to building credit portfolio
and maximizing bank’s profitability at all costs. Specifically in the scenario of
Pakistan, such type of study has never been conducted before. This piece of
research will not only provide an overview of credit portfolio concentrations of
both Islamic and conventional banking industry but also observe the relation of
this concentration on GDP and GNI of Pakistan. The study will provide
guidelines to policy makers, investors, and stakeholders in the banking industry
but also envision economists and regulatory authorities regarding the
performance of banking industry in terms of concentration risk and its relation
with GDP and GNI.

2. Literature Review

Concentration risk has generally been less attended risk keeping in view the
risk related literature as compared to the credit risk specifically in case of
Pakistan. It has been determined in the scientific literature that the main reason
for rising of credit risk in credit portfolio is larger and unnecessary
concentration (Deutsche Bundesbank, 2006; Langrin & Roach, 2009;Valvonis,
2007).Providing excessive credit to an industry where abrupt changes or
declines happen, the bank may have to face larger losses resulting from undue
consideration (Liitkebohmert, 2009).

As explored by Deutsche Bundesbank (2006) and Langrin & Roach, (2009), the
main reason for the bank to face losses is the concentration in their credit
portfolio. Several banks had to face crises because of undue concentration in
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their credit portfolio in the last 25 years and concentration risk may also have
played its role in financial crises in 2008.

Kuodis (2010) presented the fact that financial crises in the USA apparently
began in 2007 arising out of one segment of the US financial market which
more precisely was sub-prime mortgage market. As much as the housing prices
increased, banks reduced the loan security/collateral requirements and
investment in this segment was increased excessively which caused
concentration. To further worsen the situation, banks also issued and invested in
capital market instruments based on subprime mortgage investments to further
concentrate their money in the same segment.

It was explored by international rating agencies like “Moody’s Investors
Service” that the Baltic States were engaged in more single borrower larger
loans as compared to the developing countries in Eastern Europe, Middle Asia,
and Latin America.

Valvonis (2004) inferred that classification of credit portfolio gives us an
analysis of loan concentration. He also explored that there can be several
reasons for credit concentration and rising of concentration risk in credit
portfolios of the bank like specialization of banks, seeking higher profit, reasons
outside the control of the bank.

On the other hand Acharya et al. (2006) explored the impact of credit
concentration on diversification or performance of the Italian banks using HHI
(Her find ahl-Hirschman Index) and it was suggested that diversification of
credit portfolio did not ensure superior performance or increased bank safety
and soundness.

Similarly, Tabak et al. (2011) analyzed Brazilian banks credit risk and return
using ROA and NPL over Total Loans ratios by deploying HHI, static and
dynamic regression as well as distance measure and explored that there was a
positive relation among bank return and credit portfolio concentration.

On the contrary Rossi et al. (2009), Bebczuk and Galindo (2007) studied
Australian and Argentinian banks and found different results of concentration
not having positive effect on bank return.

Behr etal. (2007) concluded regarding German Banks that a more concentrated
credit portfolio had a positive impact on bank’s return. Boeve et al. (2010) also
analyzed German banks from 1995 to the year 2006 and found out that
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monitoring and supervision of concentrated banks had been in general better
than other banks.

Aretz and Pope (2013)divided the default risk into three categories of global,
country, and industry effects working on 24 countries and 30 industries
explored the fact that around61% of fluctuations in diversification risk is due to
industry and global effects. The systematic variance in changes in firms’ default
risk is due to global and industry effects.

3. Research Hypothesis

The credit portfolio concentration of both Islamic and conventional banks has

been analyzed in this research and its impact on country GDP has also been

checked through the following hypothesis:

H.: The credit portfolio concentration of Islamic banks is better in comparison
with Conventional bank’s credit portfolio concentration in Pakistan
commercial banking industry.

H;: The positive relationship between commercial banking industry credit
portfolio concentration, GDP and GNI exists.

4. Research Methodology

The study compares the credit portfolio concentration of both Islamic and
conventional banks operating in Pakistan thereby determining which of the two
has higher concentration risk using HHI (Her fndhal Hershman Index) and
comparing the results using descriptive analysis. The top five commercial banks
on the basis of credit portfolio have been selected from conventional banks and
top four banks have been selected from the Islamic banking industry. The credit
portfolio of the banks has been categorized into26 different industries (In-A to
In-Z) in terms of industry wise credit concentration. Both Islamic and
conventional banks have concentrated their credit in these 26 industries by and
large. The relation between bank credit portfolio Concentration risk, GDP
(Gross Domestic Product) and GNI (Gross National Income) of Pakistan has
been observed through the available secondary data. The data has been
acquired from World Bank, audited annual accounts/financial statements of
banks, SBP (State Bank of Pakistan Statistical Bulletins) for 8 years starting
from the year 2009 to the year 2016. Our sample data set includes six largest
conventional banks and five top Islamic banks' operating in Pakistan banking
industry. Following are the sample banks presented in Table No.1:
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Table 1: List of Selected Banks

Conventional Banks Islamic Banks
Sr. No. Bank Name Sr. No. Bank Name
1 Allied Bank Limited 1 Meezan Bank Limited
2 Habib Bank Limited 2 Al-Barka Bank Limited
3 Al-Falah Bank Limited 3 Dubai Islamic Bank Limited
4 United Bank Limited 4 Bank Islami Pakistan Limited
5 |National Bank 5 Burj Bank
6 |MCB Bank Limited

Table 2: Industry Symbols

Industry Description Symbol

Agribusiness, Farming, Fishing In-A
Automobile & Transportation Equipment, Surgical Goods, In-B
Machinery and Equip
Cement, Ceramics, Glass In-C
Chemical, Pharma & Fertilizer In-D
Electronics and Electrical Appliances In-E
Financial In-F
Food, Allied Products, Tobacco, Grain, Ghee, Rice Flour etc. In-G
Furniture and Sports Goods In-H
Import & Export In-I
Individuals In-]
Infrastructure, Construction In-K
Insurance In-L
Mining, Quarrying, Metal, Steel, Iron Etc. In-M
Oil & Gas, Petroleum Products In-N
Others- Defense, Trust Funds, NGO etc. In-O
Paper and Board In-P
Power, Energy, Electricity, Production and Transmission etc In-Q
Public Sector Commodities In-R
Real Estate, Construction, Housing, Renting In-S
Rubber and Plastic In-T
Services, Hotel, Education, Printing and Publishing, Health and

. In-U
Social Welfare etc.
Shoes/Foot Wears & Leather garments In-V
Sugar In-W
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Textile In-X
Transportation, Telecommunication, Cable, Airline, Storage,

. In-Y
Media
Wholesale/Retail Trade, Commercial Trade In-Z

5. Correlation Analysis

The correlation matrix has been presented below in table 03 and table 04 for
Conventional and Islamic Banks including all the variables. The theory of
correlation is applied to find out the direction of the relationship and the
movement accordingly. The correlation value varies in between +1 to -1. The
correlation value of +1 illustrates that variables are highly correlated and their
movement is observed to be in the same direction, whereas, for the value -1, it
is suggested that variables are highly correlated but will move in opposite
direction. Moreover, correlation value 0 shows the indifferent behavior of
variables or no correlation at all. The Co-relation Coefficients also depict that
the problem of multi collinearity is non-existent.

We can observe from the correlation tables given below that positive or
negative correlation exists between the variables including GDP, GNI and credit
portfolio concentration among 26 industries and no instance multi collinearity is
found.

The table 06 shows the concentration position of the Islamic banks in terms of
credit portfolio. We can see here that the Islamic banks are showing
considerable performance improvement over a period of eight years. The
concentration figure has been reduced from around 0.12 to 0.09 showing a
significant improvement of approximately 0.03. Although it is lesser than
conventional banks, but the average yearly improvement is rapid and continuity
of this trend will soon give Islamic banking a chance to move ahead of
Conventional banks. The Islamic banks’ concentration of credit is little higher in
the textile sector. There are a lot of other ventures that are yet to be tapped by
the Islamic banks as they have been relatively newer in the banking industry.
Along with growth and expansion in their credit portfolio and product
innovation, they can develop a large credit portfolio in the industry as well.

In table 07, we can observe that yearly concentration value comparison of both
conventional and Islamic banks have been presented. We can clearly observe
conventional banks are performing slightly better than the Islamic banks.
However, it can also be observed that Islamic banks are showing improvement
in their credit portfolio concentration on yearly basis; whereas, conventional
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banks are showing a rather stable picture. This shows that the Islamic banks
being relatively newer in the commercial banking industry, are building a well-
diversified credit portfolio improving yearly.

In figure 01, we can observe the yearly HHI values through a line graph. We can
clearly observe the trend that Islamic banks are improving in terms of their
credit concentration portfolio and their line graph is showing a downward
trend. We can also observe in comparison that conventional banks graph almost
remained consistent. There is a need of revisiting the policy regarding the
concentration of assets adopted by conventional banks as no considerable
improvement is being observed in conventional banks credit portfolio.
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Table 3- Correlations- CBs
In-A|In-B[In-C| In-D [In-E| In-F | In-G | In-H [ In-I | In-J | In-K]| In-L [In-M|In-N|In-O| In-P |In-Q| In-R | In-S | In-T | In-U|In-V |In-W| In-X | In-Y | In-Z | GDP | GNI
In-A 1| 620|-509| .819'|.372| 979" .856 | -.778'| .022|-873"| .798'| -.199|-.177| .607|-267| .388| 489|-954"| -520| 481/ -503|-418|-057| -575|-750'| -117| .805 | .822°

In-B 1[-206[ 9077 312[ 671[ .373[ -536]-323] - 7527 615] -235 -583 “[-153] -435[ -201] 0457| ~137[-486[ ~421[ -501[ -620] -623] 495] 563]
In-C 1] -179] 283[ -549[ -616| 633|-214] 581| 026 877"] -59 -648| 425 9227| -318| 428| 409] -669| 934”| 158 .182[ -774 -786"
In-D 1].503| .8467| 631] -561(-380]-851"| .820°[ -076| -606 001] -701[-256| 750°| -315|-.395| -438| -395|-7357 -.341| 547 605
In-E 1] 379[ .174[ -350[-419] -436] 516] 376 -647 -320[ -528] 110 018| 333 257[-228] 241[-315] .069| -092| -062]
In-F 1|.869"[-797'|-046|-938"| .740'| -.311| -.155 413|-924"| -556| 548| -480|-.348| -058| -639|-.789"| -.165| 836" 847
In-G 1] -571|-128| -808'| 510] -387 .123 515| -810 -707| 259 -640[-228| .173| -577] -567| 221 711 722
In-H 1]-287| 817'|-400( 452-055| -426-200| -451(-286| 778 498 -474| -002| 172 -260| .717'| 660| 228| -727'| -703
In-I 1] 227[-139[ -038[ 540] -.147] 352] -289] 430 -070] .127] -176[ .044] .020] 212] -172[ -198] .017[ 200 174
In-J 1[-566| 475 176 -639| 101 -622|-184| 804’| 617| -635] 280| 253|-043] 700 698| .209[ 727 -757'
In-K 1| .335[-628| 612|-620] 333] 277 -7667 -044] 427] -450]-466] -550] -097] -652| -249] 404 535
In-L 1|-583| -250(-.397| -349[-262| .074] 791°[ -405| .188| 205[ -618| 881"| .044| 248 -548| -557
In-M 1] -434] 692[ -477[ 500 .144[-447] -387] -171] 159| 7647 -382| 248| 319] 227] .147]
In-N 1[-651] 8717 .039[ -372[ -189 -485] -545] -645[ -637| 609] 659
In-0 1] -451] .085] .082[-226 7157 -145] 224] 266| -017| -105
In-P 1]-344] -177 -130 -345| -503| -499[ -631] 347| 404
In-Q 1] -485] -599 381| -471] -075] -004] 680[ 677
In-R 1| 453 -016| 426| 706 -041[ -707'| -703]
In-S 1 -666| 808°| 019] .059( -638| -698!
In-T -346| -623| -530[-755 | .548| 604
In-U 073| 368] .210] .044] -620[ -654
In-v 1] o71] 484[ 013] 632[ -514[ -623
In-w 1| -426] 427] 283] .108] .106]
In-X 1| 358| 416|-838"]-853"]
In-Y 1| 127| -644| -576
In-Z 1] -a71[ -a34
GDP 1] 985
GNI 1

*. Correlation is significant at the 0.05 level (2-tailed).
**. Correlation is significant atthe 0.01 level (2-tailed).

Table 4- Correlations- IBs

In-A[In-B{ In-C| In-D |In-E| In-F | In-G [ In-H [ In-I [ In-J |In-K| In-L {In-M[In-N|In-O] In-P |In-Q| In-R | In-S [ In-T [ In-U [In-V [In-W| In-X | In-Y | In-Z | GDP [ GNI
In-A 1| ### |-679] -.024| 259 -667| 501 |-024 -597|-348 ?|-349| -109|-647| 567| 644 ? 2 2| 579|-675| .037| -636| .051| 654 869" .888"
In-B 1|-152| 8137 .095| -226| 317|  2[-552| -393| .125 #-312[ -001| .158] 371[-.390] f | e| 338] .199| 784’ 417|-634| -605| -049| -128
In-C 1| -514| 276| 679] -579 2| 77| e84| 365 2 .086| .074| 249] -558-613] S ?| -669| 697| -532| 7117 227| -232|-917"[-884"
In-D 1] | -336] 551 ?|-a72| -473]-057 #[-.093[ -055| .196] .275[-.107] o | 2| s561]-084] 956" .029| -693| -610] .208] .147
In-E 1]-160| 275| 2| 042| -106|-209 o -504( -427|-349] -168| 014 o 2| 2| 310] .118]-032 246 -070| .043| -121] -002
In-F 1]-773" ?| 635| .9777| 768 2| 777°| -261| .134] -526/-.706 L ?| -549| 732°] -523| 515 609( -.021| -790°[ -793’
In-G 1 2|-463] - 7437 -492 ¢ -528] .113-289| 378 572 2 | s05-492| 620 -326(-7317| -264| 573 591
nH O DI T o A o A O A o A B B B B
In-| 1| 7367 573 2| .719'] -682|-506| -.194[-019 S 480| -178[ -136
In-J 1] 730’ °| .767'| -.288| .012| -528|-556| 4 073| -741°| -727
In-K 1 o 679( -281[-292| 106]-548] o 2| 2-129] 7597 -323 -032| -484| -564
L B D D D B E 3] g g B B
In-M 1] -324-.015] -296| -.353] o 2| 2| -214] 344] -326 022| 27| 174 -287] -312
In-N 1| 424| 109] .049 o 2| 2 -421]-350| 008| -175| -448| -203| .038| -032
In-0 1] -552|-469 S 288|040/ -308| -469| -.404| -409
In-P 1] 440 2| 2| s17]-159] 235[ -062| -207| 16| 23] 507
In-Q 1 ?l 2| 2| 523|-596| .008| -601|-120| .319| .783'| .809°
InR C R D R B g g g g
ns CE O 3 0 g 3 0 0
In-T | N N ? ? N | | N
In-U 1]-221] 539| -189| -356| -.069| 594 604
In-v 1) -228| 934"| 226/ -406| -804’| -834'
In-W 1| -055[-793'] -604| 278| 243
In-X 1| -054 -.562| -782'| -.820°
In-¥ 1| 7417 -133] -105
In-Z 1| 460| 498
GDP 1] .985
GNI 1

**_Correlation is significant at the 0.01 level (2-tailed).
*. Correlation is significant at the 0.05 level (2-tailed)
a. Cannot be computed because at least one of the variables is constant.
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Table 5- HHI of CBs

Sr. No. |Industry| 2009 2010 2011 2012 2013 2014 2015 2016
1 In-A ] 0.003026 | 0.003737 | 0.003566 | 0.003669 | 0.004788 | 0.004838 | 0.007146 | 0.009979
2 In-B | 0.000193 | 0.000155 | 0.000179 | 0.000163 | 0.000142 | 0.000267 | 0.002006 | 0.000502
3 In-C | 0.000658 [ 0.00051 | 0.000383 | 0.000171 | 0.000198 | 0.000103 | 0.000237 | 0.000188
4 In-D | 0.001966 | 0.002175 | 0.002219 | 0.001591 | 0.001927 | 0.002238 | 0.00437 | 0.003556
5 In-E [ 0.000158 | 0.000194 | 0.000245 | 0.000169 | 0.000114 | 0.000109 | 0.000206 | 0.000253
6 In-F [ 0.000447 | 0.000598 | 0.001021 | 0.000706 | 0.001318 | 0.001355 | 0.002658 | 0.003661
7 In-G | 0.000589 | 0.000978 | 0.000993 | 0.000725 | 0.001196 | 0.001304 | 0.001212 | 0.00167
8 In-H | 1.24E-06 | 9.63E-07 | 6.68E-07 | 2.71E-07 | 3.04E-07 | 8.36E-07 | 1.57E-07 | 8.87E-08
9 In-1 9.09E-06 | 1.95E-06 | 1.13E-06 | 1.27E-05 | 1.84E-05 | 2.77E-06 | 2.39E-06 | 8.59E-06
10 In-J 0.01664 | 0.013329 | 0.010169 | 0.012235 | 0.011072 | 0.010524 | 0.00597 | 0.006574
11 In-K ] 0.000351 | 0.000235 | 0.000167 | 0.00012 |0.000147 | 0.000219 | 0.000485 | 0.000737
12 In-L | 2.44E-07 | 1.43E-07 | 4.32E-08 | 3.22E-09 | 6.34E-09 | 2.44E-11 | 9.41E-09 | 7.32E-08
13 In-M | 0.000232 | 0.000275 | 0.000388 | 0.000617 | 0.000859 | 0.000679 | 0.000148 | 0.000337
14 In-N | 6.74E-05 | 4.15E-05 | 3.39E-05 | 3.83E-05 | 6.35E-05 | 7.96E-05 | 0.000194 | 8.16E-05
15 In-O | 0.012712 | 0.012645 | 0.022628 | 0.023057 | 0.019797 | 0.015477 | 0.011056 | 0.015702
16 In-P | 5.62E-06 | 7.9E-06 | 1.63E-05 | 3E-05 | 2.72E-05 | 2.57E-05 | 0.001459 | 1.16E-05
17 In-Q |0.014782| 0.013255 | 0.01221 | 0.016234 | 0.016467 | 0.019987 | 0.01293 | 0.020523
18 In-R | 0.006523 | 0.004946 | 0.004084 | 0.00459 | 0.003534 | 0.004316 | 0.002061 0
19 In-S 0.00013 | 8.45E-05 | 7.44E-05 | 5.95E-05 | 7.31E-05 [ 3.2E-05 | 6.45E-05 | 4.99E-05
20 In-T | 3.97E-06 | 2.05E-06 | 2.57E-06 | 4.07E-06 | 3.82E-06 | 5.68E-06 | 1.93E-05 | 4.6E-06
21 In-U | 0.00023 | 0.000267 | 0.000294 | 0.000325 | 0.000225 | 0.000127 | 0.000241 | 0.000168
22 In-V | 1.85E-05 | 2.22E-05 | 3.27E-05 | 1.82E-05 | 2.56E-05 | 1.19E-05 | 1.48E-05 | 1.66E-05
23 In-W | 0.000231 | 0.000383 | 0.000394 | 0.000547 | 0.00042 | 0.000462 | 0.000286 | 0.000379
24 In-X ]0.023441 | 0.022905 | 0.02018 | 0.015922 | 0.015981 | 0.014418 | 0.014081 | 0.016467
25 In-Y [ 0.003725 | 0.004579 | 0.003674 | 0.004669 | 0.002637 | 0.004555 | 0.002294 | 0.002292
26 In-Z [ 0.002275 | 0.003597 | 0.003055 | 0.002308 | 0.003279 | 0.002495 | 0.001872 | 0.002928
HHI Score 8.841% | 8.493% | 8.601% | 8.798% | 8.431% | 8.363% | 7.101% | 8.609%

Table 5 shows the aggregate HHI in terms of
portfolios are concentrated by both conventional and Islamic banks for the last
9 years. The aggregate HHI values also show that the credit portfolio of
conventional banks is better diversified with a value of 8.175% as compared to
the Islamic portfolio with a value of 9.812%. So, over the aggregate period of 9
years, the conventional banks have been performing well in terms of credit
concentration as compared to Islamic banks.
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Table 6- HHI of IBs
Sr. No. [Industry| 2009 2010 2011 2012 2013 2014 2015 2016

1 In-A 0.00032| 0.00020[ 0.00050| 0.00023| 0.00384| 0.00419| 0.00740| 0.00625
2 In-B 0.00014 0.00017| 0.00019| 0.00023| 0.00029| 0.00017| 0.00021| 0.00009
3 In-C 0.00097( 0.00251| 0.00156( 0.00054| 0.00016 0.00005| 0.00028| 0.00022
4 In-D 0.00643( 0.00444| 0.00669( 0.00867| 0.00933| 0.00825| 0.00715| 0.00400
5 In-E 0.00008 0.00056( 0.00021| 0.00021f 0.00021| 0.00042( 0.00051f 0.00018
6 In-F 0.00046 0.00033| 0.00019| 0.00012| 0.00009| 0.00003| 0.00010| 0.00005
7 In-G 0.00026( 0.00061| 0.00213( 0.00138| 0.00258| 0.00414| 0.00238| 0.00145
8 In-H 0.00000( 0.00000| 0.00000{ 0.00000{ 0.00000f 0.00000| 0.00000| 0.00000
9 In-1 0.00045( 0.00032| 0.00004( 0.00008| 0.00014| 0.00023| 0.00021| 0.00025
10 In-J 0.04685 0.03820( 0.02407| 0.01599| 0.01469| 0.01533| 0.01674| 0.01755
11 In-K 0.00152( 0.00107| 0.00069( 0.00032| 0.00122| 0.00039| 0.00064| 0.00043
12 In-L 0.00000( 0.00000| 0.00000{ 0.00000{ 0.00000f 0.00000| 0.00000| 0.00000
13 In-M 0.00001| 0.00000{ 0.00000| 0.00000/ 0.00000f 0.00000| 0.00000| 0.00000
14 In-N 0.00000[ 0.00000[ 0.00086| 0.00023| 0.00027| 0.00006| 0.00004| 0.00043
15 In-O 0.01939( 0.01405| 0.04158( 0.05778| 0.00482| 0.00622| 0.00797| 0.00899
16 In-P 0.00000( 0.00000| 0.00003( 0.00000| 0.00058| 0.00013| 0.00015| 0.00031
17 In-Q 0.00093| 0.00193| 0.00280( 0.00384| 0.00814| 0.02053| 0.00568| 0.02202
18 In-R 0.00000[ 0.00000[ 0.00000| 0.00000/ 0.00000f 0.00000| 0.00000| 0.00000
19 In-S 0.00000( 0.00000| 0.00000{ 0.00000| 0.00000{ 0.00000| 0.00000| 0.00000
20 In-T 0.00000( 0.00000| 0.00000{ 0.00000{ 0.00000f 0.00000| 0.00000| 0.00000
21 In-U 0.00044( 0.00031| 0.00004( 0.00041f 0.00152( 0.00202( 0.00123( 0.00050
22 In-V 0.00012| 0.00016| 0.00007| 0.00007| 0.00011| 0.00006| 0.00004| 0.00003
23 In-W 0.00095( 0.00061| 0.00161 0.00287| 0.00262| 0.00244| 0.00187| 0.00055
24 In-X 0.04332( 0.06379| 0.04358( 0.04137| 0.05314| 0.03620| 0.03293| 0.02715
25 In-Y 0.00149( 0.00107| 0.00022( 0.00040| 0.00033| 0.00026| 0.00090| 0.00118
26 In-Z 0.00287 0.00148| 0.00009| 0.00011| 0.00038| 0.00057| 0.00460| 0.00551

HHI Score 12.700%| 13.183%| 12.717%| 13.487%| 10.446%| 10.172%| 9.102%| 9.713%

Table 7- Yearly HHI

Year |HHI-CBs| HHI-IBs
Y-2009 9% 13%)
Y-2010 8% 13%)
Y-2011 9% 13%
Y-2012 9% 13%)
Y-2013 8% 10%)
Y-2014 8% 10%)
Y-2015 7% 9%|
Y-2016 9% 10%)

In Figure 2, we can see the industry wise bar graph of conventional and Islamic
banks. It is evident from the graph that the conventional banking portfolio is
better diversified. Islamic banks are showing a little heavier concentration in
different segments especially in the textile sector (In-X) which can cause
problems for them in case any disturbances are observed in textile industry
performance. Islamic banks should diversify more in terms of their
concentrated portfolio in the textile sector.

© COMSATS University Islamabad, Lahore Campus, Pakistan Vol 3(2), 2018, pp 88-103

97



Rahman et al

Figure 01- Yearly HHI of CBs and IBs
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Table 8: Industry Wise HHI

Aggregate- | Aggregate-
Industry |" CE o HHIL | 1Bs' HHI
In-A 0.492% 0.366%
In-B 0.034% 0.017%
In-C 0.027% 0.035%
In-D 0.243% 0.663%
In-E 0.017% 0.030%
In-F 0.132% 0.009%
In-G 0.107% 0.204%
In-H 0.000% 0.000%
In-1 0.001% 0.020%
In-] 1.050% 1.869%
In-K 0.028% 0.061%
In-L 0.000% 0.000%
In-M 0.043% 0.000%
In-N 0.007% 0.017%
In-O 1.644% 1.261%
In-P 0.007% 0.015%
In-Q 1.583% 0.994%
In-R 0.322% 0.000%
In-S 0.007% 0.000%
In-T 0.001% 0.000%
In-U 0.023% 0.086%
In-V 0.002% 0.006%
In-W 0.039% 0.158%
In-X 1.750% 3.733%
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In-Y 0.349% 0.067%
In-Z 0.269% 0.202%
8.175% 9.812%

In table 09, we can observe the yearly credit portfolio concentration of both
types of banks with GDP and GNI of Pakistan. We can see that as much as the
concentration value is improving in both Islamic and conventional banks, the
GDP and GNI are also improving keeping in view the eight years trend (2009-
2016). However, it is pertinent to mention that Islamic banking concentration
values on HHI index look more related to GDP and GNI as almost 3%
improvement in Islamic banks credit concentration shows similar 3%
enhancement in GDP and GNI. The role of the banking industry has always
been important in economic growth and we can see here that better diversified
credit portfolios are contributing to economic indicators as well.
Figure 02- Industrywise HHI
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Table 9- HHI, GDP and GNI
Year |HHI- CBs |HHI-1Bs| COUNtry | Country
GDP GNI
Y-2009 8.8% 12.7% 2.8% 3.5%
v-2010 8.5% 13.2% 1.6% 2.8%
Y2011 8.6% 12.7% 2.7% 3.4%
v-2012 8.8% 13.5% 3.5% 4.1%
v-2013 8.4%| 10.4% 4.4% 4.4%
Y-2014 8.4%| 10.2% 4.7% 5.2%
Y2015 7.1%| 9.1% 4.7% 5.2%
Y2016 8.6%  9.7% 5.5% 5.6%

In figure 03, we can see an exhibit of the relation between banks credit portfolio
concentration with GDP and GNI of Pakistan. We can observe that as much as
the concentration value on the HHI index improves, the GDP and GNI values
also increase. The banks credit portfolio plays the role of backbone to the
industry. The credit portfolio performance of banks not only contributes
towards the progress and growth of the industry but also monitors the
performance of that industry. The funds provided by the banks in terms of
credit or loans contribute to industry and economy on micro and macro levels.
Therefore, we can see that banking industry credit portfolio helps improving
economy i-e GDP and GNI. Especially, the Islamic banks are really showing a

positive relation in terms of GDP and GNIL
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6. Conclusion

Our study exhibits an eloquent picture of concentration risk analysis of
commercial banks operating in Pakistan in terms of their credit portfolio. The
relationship of credit portfolio concentration with GDP and GNP of the country
has also been observed. We have explored in our study that credit portfolio
concentration of conventional banks is slightly better than Islamic banks. This
shows that credit portfolio of conventional banks is well diversified as compared
to the Islamic banks credit portfolio but it is pertinent to mention that Islamic
banks are improving rapidly on their credit portfolio diversification and
reducing industry wise concentration. The study also shows that conventional
banks are showing a stable performance in terms of credit portfolio
concentration and there is no significant improvement which may provide
Islamic bank a chance to surpass conventional banks in near future. We have
also observed a positive trend of Pakistan’s GDP and GNI growth. It is
improving as much as the credit portfolio concentration of banks improves. This
explains that banks are a part and parcel of economic growth as it contributes
towards increase in domestic production and so enhances national income.

7. Suggestions

The suggestions pertaining to our results are given hereunder:

o Concentration risk in bank loan portfolios arises due to credit concentration
in a specific industries. The loan portfolio of banks should be well diversified
as in our case of conventional banks in Pakistan in order to avoid
concentration risk. The huge concentration in specific sector or industry can
cause heavy losses to the bank in terms of credit and liquidity. The Islamic
banks should also follow the conventional banks that despite heavy credit
portfolio as compared to the Islamic banks are well diversified in their credit
portfolio.

e The conventional banks need to show more improvement in their credit
portfolio concentration as they have been showing a stable trend in this
regard. They should revisit their strategy in terms of credit portfolio
concentration and diversify their portfolio further in order to avoid
concentration risk.

e The regulator SBP and GOP should also put on emphasis on efficient
management and analysis of credit concentration of banks as the
concentration shows a positive relationship with GDP and GNI. They both
have complemented each other well in the past eight years and better
concentration of credit portfolio provides better GDP and GNI. This is
absolutely necessary and beneficial for the economy of Pakistan.
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e Our study gives an in-depth insight regarding concentration risk analysis of
commercial banks in Pakistan and more of such studies can be conducted by
the commercial banks in order to analyze their concentration risk in credit
portfolios.

Keeping in view the importance of concentration risk, it is very important for
the banking sector to look after their portfolio concentrations in various areas.
More of such studies may be very useful in future that can cover the whole
banking sector concentration in terms of asset and liability products in Pakistan.
The ongoing rapid changes in various industries’ performance and bank’s
concentration changes must also be given due importance.

8. Limitations

Due to time constraint, the data of all commercial banks are not taken.
Furthermore, the regression could not be run due to too many zero values in
the data, so it is a future challenge to run the regression with a suitable solution
for zeros in the data to find out the effective relationship among variables.
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