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Pre-COVID Performance and Risk Assessment of  

Asset Management Companies; Evidence from an  

Emerging Market 

Fouzia Hadi Ali*, Javeria Barkaat**, Majid Ali***, and 

Muhammad Aamir**** 

Abstract 

By using the Autoregressive Distributed Lag (ARDL), and the Emerging 
Market Z-Score Model, we have examined the performance and factor of riskiness 
of Pakistan's asset management companies, for the years pertaining to 2013-2018. 
Moreover, we also tested the stability of the ARDL model. The findings reveal that 
microeconomic and macroeconomic factors have a long-run impact on the 
performance of asset management companies (AMCs). Besides this, the Emerging 
Market Z-Score Model also categorizes the asset management industry in the safe 
zone, which indicates that the industry has no probability of default. This study 
was delimited to Pre-COVID data available for asset management companies that 
were taken into consideration. We can arguably conclude that the Post-COVID 
performance, and riskiness of AMCs might have inconsistent outcomes with our 
study. This study's findings may encourage, and aid investors, fund managers, 
and market makers to revisit their long-term investment patterns, keeping in mind 
the post-COVID short term volatility dynamics of the industry, which was the 
primary limitation of this study. 

Keywords: Emerging market Z-Score, asset management companies, 
ARDL, Pre-COVID. 

JEL Classification: C3, C4, G3. 

1. Introduction  

The asset management industry is not independent of economic 
shocks. As Rizvi, Mirza, Naqvi, and Rahat (2020) have highlighted, the 
current coronavirus disease-19 (COVID-19) has been a surprisingly 
uncertain event, even greatly for financial markets. It is believed that asset 
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management companies (AMCs) play a significant role in boosting the pace 
of the emerging economies' financial stability (Ghosh, Adhikari, & Neogi, 
2017). An emerging economy is primarily a country that is witnessing rapid 
economic growth (Vercueil, 2016). In emerging economies, asset 
management companies are considered to have the potential to prosper well 
in the financial system. In this regard, the asset management industry's 
worth has substantially increased to USD 89 trillion, as of the decade of 
2010s, amounting to a total of USD 79 (BCG Global Asset Management 
Database, 2020). Likewise, the asset management companies have gained 
popularity in Pakistan as well. This is due to the assessment that a significant 
amount of focus was concentrated during the recent decade, on the asset 
management companies, in terms of the diversity and volume of funds that 
they have access to. According to the mutual funds association of Pakistan 
(MUFAP), about twenty asset management companies currently have a 
diverse range of 221 funds, as compared to the situation that prevailed 10 
years back. This clearly shows the industry's importance that should not be 
undermined or ignored.  

The progress and interest of the asset management companies, and 
the likely increase in the volumes show Pakistan's asset management 
industry's future investment potential. This is an area of research that should 
not be neglected, as it could provide useful insights for the relevant 
stakeholders. Over the years, Pakistan's mutual fund industry has witnessed 
remarkable growth. This happened primarily when the assets under the 
management grew to a staggering amount of PKR 607 billion, from PKR 25 
billion. The most significant segment of the population of Pakistan 
comprises of the middle-class. While having little to invest, the rate of 
savings in this segment of the society is only 4.2 percent of the GDP. 
Therefore, it is beyond their means to invest and manage investments by 
themselves, in the same manner as the professionals do. Thus, the AMCs can 
grab the savings from this niche of the market, by introducing awareness for 
the public about the risk-related aspects, and the mitigation measures 
thereof. Usually, asset managers are considered connoisseurs in the field of 
investment, as they conduct fundamental and technical analyses, which 
investors usually are unable to do individually. The investors can let their 
savings grow for the short-term, medium-term, or long-term, in line with 
their investment objectives. However, investors lose the direct hold on 
securities, which the mutual funds usually keep, but ultimately these belong 
to the AMCs. Additionally, the transaction costs become minimal, as the 
AMCs transact in more substantial collective investments. 
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Interestingly, mutual funds in Pakistan have a distinctive structure. 
The AMCs have a principal role in the mutual funds' framework, while 
investing pooled money in diversified, liquid, and professionally managed 
investment schemes. These firms typically deal in mutual funds, pension 
funds, hedge funds, equities, debt instruments, etc. Besides this, asset 
management companies are registered under the Companies Ordinance 
1984 as public limited companies. Moreover, they are also registered under 
the trade association, named as the Mutual Funds Association of Pakistan 
(MUFAP). MUFAP is a representative body, and licensed by the SECP. In 
compliance with the Non-Banking Financial Company Rules 2003, AMC 
ascertains a trust with the trustee, which can be a bank or a central 
depository company. The trustee also works as a custodian, supervises the 
transactions, and plays a key role in the clearing system. In addition to this, 
the registrar and transfer agents transact and document the investors' 
records. Reforms in the economy have been instrumental in this sector's 
growth. However, bearing in mind the Pakistani economy's scope and its 
contribution to the national savings, there is a long way for it to be in a 
legitimate position.  

Motivated by recent studies, such as Rizvi et al. (2020), based on 
asset management companies and the role of COVID-19, we examined the 
Pre-COVID performance and riskiness of Pakistan's asset management 
companies. Admittedly, we faced some challenges as well. These included 
the non-availability of data on asset management companies, and the 
insufficient data on COVID-19, in order to conduct this research. Therefore, 
we thus delimited our analysis to the pre-COVID period. However, we can 
assert that since, to the best of our knowledge, there is no baseline study 
available in Pakistan's context, this study can work as a benchmark (a point 
of comparison), so as to study the post-COVID performance, and riskiness 
of asset management companies in the future.  

2. Literature Review 

Some recent work on the performance and riskiness of asset 
management companies includes Rizvi et al. (2020); Klingebiel (2000); 
Gandolfi and Arcuri (2013); Bazo, Verdu, and Santos (2010); Tahir (2019), 
among many others who have worked on asset management companies 
using a diversity of context, variables, and data methodology. In this 
regard, the Altman Z-Score has been used to measure the creditworthiness 
for the financial firms, in order to predict the probability of default. Besides 
this, the Altman model has also been prompted by the fundamentals 
associated with Basel II and Basel III (Altman, 2018). This model has 
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become a standard epitome, to direct the firms to improve their decision 
making that may provide them with better investment returns. In their 
pioneering paper, Ghosh et al., (2017) predicted bankruptcy, by applying 
the revised Altman model on the service firms. They also evaluated five 
top-tier asset management companies of India from the years ranging from 
2010-2011, to 2014-2015. Altman (2005) testified the accuracy of the Z-score 
in the non- US scenario, by estimating the risk of default of 30 Mexican 
firms. Similarly, after the credit turmoil, Georgios, Κalliopi, and Κalliopi 
(2012) also anticipated the risk of default of six Greek banks, via the 
Altman's Z-score and other relevant financial ratios.  

Similarly, Sharma (2013) applied the model to the government and 
financial sector as well. The study indicated a probability of default, or 
bankruptcy of some companies. Moreover, Shaheen and Javid (2014) also 
investigated credit risk via company ratings.  In the same context, most 
studies in Pakistan provide evidence that is based on the probability of 
default of the companies that are listed in the Pakistan Stock Exchange 
across sectors, or on the mutual funds offered by the AMCs. However, to 
the best of our knowledge, no study is yet made to be available, that reveals 
the probability of default of bankruptcy in AMCs operating in Pakistan. 
Therefore, the present study examines the impact of macroeconomic and 
microeconomic factors on the performance and risk of twenty asset 
management companies, between the years 2013 and 2018. In order to 
measure the performance and risk of AMCs in emerging markets (EM), the 
Z-score has been applied to the data. The study results have helped to 
create a point of comparison for future studies, so as to assess the post-
COVID performance and riskiness of asset management companies. 
Therefore, in light of the above discussion, the present study has the 
following research question: 

i. What is the impact of macroeconomic factors on the performance and 
risk of AMCs in Pakistan? 

ii. What is the impact of microeconomic factors on the performance and 
risk of AMCs in Pakistan?   

3. Data and Methodology  

The secondary data was gathered from the World Development 
Indicators, and the financial statements of AMCs (see the list in Appendix), 
through their annual reports.  All the AMCs that were available were 
selected, as the annual reports were available only from the years 
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pertaining to 2013 to 2018, so the data collected was from a time span of 
five years only. In Pakistan, unlike the availability of published annual 
reports of mutual funds offered by AMCs, the annual reports of AMCs are 
typically not publicly available. Therefore, special written requests and 
permissions were sought from the Registrar of Companies, and the 
Securities and Exchange Commission of Pakistan (SECP) in Islamabad, in 
order to acquire and use the current research data. In terms of the data's 
relevance, the pre-COVID 19 data can be used to create a benchmark for 
future studies, so as to extend the same research on post-COVID 19 data, 
and offer a point of comparison based on the findings of the current study. 
Since the pandemic is still ongoing, future studies can be extended on the 
data for the next five years, starting from the year 2019. Moreover, 
company ratings, and the EM Z-Score were used as the dependent 
variables for the purpose of this study.  

The microeconomic variables that have been taken into 
consideration, comprise of the total turnover ratio (TR), expense ratio (ER), 
net asset value (NAV), and the size. Whereas, the macroeconomic variables 
include the interest rate and inflation. Both the micro and the 
macroeconomic variables are the explanatory variables that have been 
taken into account. At the same time, company ratings are used to 
determine the credit soundness of the company crucially. The company 
ratings are usually measured when the issue of trust of the stakeholders 
comes to the surface. According to the rankings extracted from PACRA 
and VIS, the rating scale sourced from the VIS website positions AM1 to be 
excellent, AM2++, AM2+, AM2 to very good, AM3++, AM3+, AM3 to be 
good, AM4++, AM4+, AM4 to adequate, and AM5 to be a weak AMC. 
Moreover, the Emerging Markets Z-Score measures the probability of 
default of the firm as well. Other than that, the Altman's model has also 
been referred to, so as to predict distress. It is popularly known as the EM 
Z-Score model for non-manufacturing firms, and is computed as: 

𝐸𝑀 𝑍 − 𝑆𝑐𝑜𝑟𝑒 = 3.25 + 6.56𝑋1 + 3.26𝑋2 + 6.72𝑋3 + 1.05 𝑋4  (1) 

For the standardization of a score with a value of zero of the default 
firm, a positive 3.25 has been incorporated in the equation. Here, X1 is the 
ratio of the working capital to total assets. On the other hand, the value of X2 
can be obtained by dividing the retained earnings to the total assets. 
Similarly, X3 can be obtained by dividing the earnings before interest and 
taxes, to the total assets. Lastly, X4 is calculated by dividing the net worth of 
the firm, with the total liabilities. If the computed score comes out to be 
higher than 2.60, it can be assumed that the firm is in a safe zone; where the 
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prospects of distress are very few. However, if it lies between the ranges of 
1.10 to 2.60, then the firm falls into the grey zone, and the prospects of 
distress increase. If, however, it is less than 1.10, the firm goes into the danger 
zone, and the propensity of distress is very intense at this point. 

The total turnover ratio measures the firm's trading activity, and is 
computed by the net revenue divided by the total assets. The data relating 
to this variable has been extracted from the annual reports of AMCs, which 
show the expense ratio, measured by the total operating expenses of AMCs 
divided by the total assets, and then multiplied by 100. In addition to this, 
the annual reports have been used to extract the data of this ratio. Net assets 
value (NAV) has been computed by the firm's net assets, divided by the 
number of its units, as extracted from the annual reports. It is expected that 
the firm's size would eventually influence the performance and risk; 
therefore, we have used it as a control variable in this study. This variable 
has been computed by taking the natural log of the firm's total assets, which 
have been sourced from the balance sheets of AMCs. The interest rate is 
taken to be the lending rate that was prevalent in the country at the time of 
data collection. The data regarding this factor was extracted from the World 
Development indicators via the World Bank Website. Moreover, we used 
inflation data from the World Development Indicators as well. Keeping 
these intricacies in mind, the following equations were formulated: 

𝐶𝑅𝑖𝑡 =  𝛽0 +  𝛽1 𝑇𝑅𝑖𝑡 + 𝛽2𝑁𝐴𝑉𝑖𝑡  +  𝛽3𝐸𝑅𝑖𝑡  + 𝛽4𝑆𝑖𝑧𝑒𝑖𝑡  + 𝛽5𝐼𝑁𝐹𝑖𝑡  +
𝛽6𝐼𝑅𝑖𝑡  + 𝜇𝑡 . (2) 

𝐸𝑀 𝑍 − 𝑆𝑐𝑜𝑟𝑒𝑖𝑡 = 𝛽0 + 𝛽1𝑇𝑅𝑖𝑡 + 𝛽2𝑁𝐴𝑉𝑖𝑡 + 𝛽3𝐸𝑅𝑖𝑡 + 𝛽4𝑆𝑖𝑧𝑒𝑖𝑡 +
𝛽5𝐼𝑁𝐹𝑖𝑡 + 𝛽6𝐼𝑅𝑖𝑡 + 𝜇𝑡.  (3) 

Where, the IR  measures the interest rate, INF  stands for inflation, ER 
denotes the expense ratio, TR is the total turnover ratio, NAV is the Net 
Assets Value, and the SIZE is denoted by the size. Finally, μt is the error 
term for the regression equation, where i represents AMCs, and t 
represents the time.  

This paper has also employed the Autoregressive Distributed Lag 
Model (ARDL), so as to recognize the impacts of the micro and 
macroeconomic factors, on the performance of AMCs. Nevertheless, the 
properties of all the variables, such as stationarity, were attested before the 
ARDL estimation. Other than that, an Augmented Dickey-Fuller (ADF) test 
has also been applied, in order to testify the stationarity. Also, to test the 
unit root, the ADF test has been referred to, which determines the 
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variables' stationarity, except for the company ratings, which is a dummy 
variable. ADF follows the IID identical independent distribution, and has 
been given preference due to its simplicity in dealing with the panel data. 

4. Results and Discussion  

This section presents the data analysis, results, and discussion of 
the two ARDL models. It is noteworthy that the results are based on both 
the models that have been taken into consideration. In the first model, the 
company ratings have been used as the exploratory variable. While the 
impact of the micro and macroeconomic variables have been used to 
observe their influence on the long-run performance of AMCs. In the 
second model, the EM Z-Score has been taken as the dependent variable, 
wherein the effect of the micro and macroeconomic variables, on the risk 
of AMCs has been examined. Moreover, the stability tests such as CUSUM 
and CUSUMQ have also been conducted for each of the ARDL models. 
Finally, the coefficient of error correction has been discussed.  

Table 1 depicts the results of the ADF test, for the determination of 
stationarity. The results revealed that some variables tend to become 
stationary at a certain level, while other variables become stationary at the 
very first difference. 

Table 1: Result of Augmented Dickey-Fuller Unit Root Test 

Variables 

Order 

of integration 

ADF test 

statistic Probability 

TR I (0) 57.6934 0.0346* 
NAV I (0) 66.1637 0.0057** 
ER I (0) 64.5154 0.0083** 
Size I (0) 66.7024 0.0051** 
INF I (I) 57.4752 0.0361* 
IR I (I) 58.6369 0.0288* 
Z_Score I (0) 98.4102 0.0000*** 

Source: Researcher’s computation following APA format 
Note: *P < 0.05, **P < 0.01, ***P < 0.001 

Since the variables are in the combination of I (0) and I (I), which 
fulfills the assumptions of ARDL proposed by (Pesaran, Shin, & Smith, 
1996), this state of the art approach has provided authentic results. This is 
in contrast to the Johansen-Jesulius Cointegration, which typically requires 
all the variables to be stationary at I (I). The lag length has been selected, 
based on the Akaike Information Criterion (AIC), which automatically 
selects the lag length for the variables. So, the first model’s lag length is 
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based on ARDL (1, 1, 0, 0, 1, 1, 0), which described that one lag of the 
variables pertaining to TR, CR, SIZE, and INF, has been used.  Similarly, 
for the second model, the lag length is ARDL (1, 0, 0, 1, 0, 1, 0), which shows 
that one lag of the EM Z-Score, ER, and IR has been taken into 
consideration. Table 2 represents the short-term dynamics of the 
Autoregressive Distributed Lag Model 1. The outcomes have represented 
that the coefficient of determination is 0.69196, which indicates that the 
overall goodness of fit of the estimated model is 69.19 percent. This also 
seems to imply that the explanatory variables explain 69.19 percent of the 
entire variations, in the performance of the AMCs. 

Table 2: Autoregressive Distributed Lag Estimates 

Regressor Coefficient Standard Error T-Ratio [Prob] 

CR(-1) 0.6472 0.0711 9.0993 [0.000] 
TR -2.2997 0.3473 -6.6214 [0.000] 
TR(-1) 1.1651 0.3477 3.3506 [0.001] 
NAV -0.00016 0.00016 -1.0024 [0.319] 
ER 0.00954 0.00225 0.4236 [0.673] 
SIZE -0.0505 0.0163 -3.1101 [0.003] 
SIZE(-1) 0.0379 0.0159 2.3759 [0.020] 
INF -0.0779 0.0525 -1.4845 [0.141] 
INF(-1) -0.0916 0.0528 -1.7344 [0.086] 
IR 0.1502 0.0392 3.8263 [0.000] 

Note: The dependent variable is company ratings.  
Where, R-Squared = 0.69196, R-Bar-Squared = 0.66081 and F-statistics =22.2136 [0.000] 

The results indicate that the turnover ratio has a negative 
significant bearing on the performance of AMC in Pakistan. Whereas, the 
lag of turnover ratio has a significant positive impact on the performance 
of AMCs. This outcome indicates a long-term relationship between the 
turnover ratio and performance. So we can infer that the increase in the 
trading activity in the preceding period, leads to better ratings. Besides 
this, the estimated result reveals that the net asset value has a negative 
influence, while the expense ratio has a positive, but insignificant influence 
on the company ratings. In the same context, Huang, Pilbeam, and Pouliot 
(2019) also suggested that an increase in the expense ratio, due to the added 
costs, combined with active managerial practices, tends to enhance the 
performance of firms. It can also be inferred that the expense ratio is allied 
with the efficiency of the mangers. In this regard, the outcome is in line 
with the results put forth by Chen, Hong, Huang, and Kubik, (2004). 
Moreover, the size of AMCs has a negative, and significant effect on the 
company ratings as well. In contrast, the lag of size shows a significant and 
positive bearing on the performance of AMCs. This reveals that large 
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AMCs, in terms of their size, will be able to capture a good rating, and then 
perform better. The estimates further reveal that inflation has a negative, 
but insignificant impact on the performance of AMCs in Pakistan. These 
results are in line with a study conducted by Linter (1973). The majority of 
the results of the present study have followed the a-priori expectation. 
Lastly, the results also revealed that the interest rate has a positive and 
significant influence on the performance of AMCs in Pakistan.  

Additionally, this study has also analyzed the stability of the first 
model. The cumulative sum of recursive residuals (CUCUM), and the sum 
of the square of recursive residuals (CUSUMQ) have been applied 
correspondingly, in order to accomplish this purpose. In this regard, 
Figures 1 and 2 depict the plots of the CUSUM and CUSUMQ, which have 
been observed to be well within the critical margins of 5 percent. It can 
therefore be inferred that the model is relatively stable. 

Figure 1: The straight lines represent critical bounds at a 5 percent 

significance level 

 

Source: Researchers’ Computation 2020 
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Figure 2: The straight lines represent critical bounds at a 5 percent 
significance level 

 

Source: Researchers’ Computation 2020 
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INF -0.4805 0.2275 -2.1120 [0.037] 
IR 0.4257 0.0799 5.3228 [0.000] 

Note. The dependent variable is Company Ratings. 

The error correction representation reveals that the error correction 
term is significant and negative, as desired according to the objectives of 
the study. In precise terms, the ECM (-1) is valued at 0.35279. We can also 
infer that an alteration to the long-run equilibrium, in reaction to the 
disequilibrium due to the short-term variability of the proceeding point in 
time, is at a speed of 35.28 percent.  

Table 4 signifies the estimates of the ARDL model II. The coefficient 
of determination is 0.49740, which implies that the overall goodness of fit 
is at a point of 49.74 percent.  It suggests that the macro and microeconomic 
factors explain 49.74 percent of the total fluctuations in the EM Z-Score. It 
is noteworthy that the EM Z-Score measures the default propensity. The 
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results show that the turnover ratio, and the net asset value have an 
insignificant, but negative impact on the EM Z-Score of AMCs, specifically 
in Pakistan. This result is also consistent with the conclusions of Chen et al.  
(2002). Besides this, the expense ratio also negatively affects the EM Z-
Score, at a 10 percent significance level. This implies that an increase in the 
expense ratio, due to the expenses related to active management, lessens 
the risk in AMCs (Huang et al., 2019). In light of the model's outcomes, the 
lag of expense ratio has a significant and positive impact on the default risk 
of AMCs. 

Moreover, the results also reveal that the variable 'size' has a 
significant and positive effect that is pertinent on the risk of AMCs 
operating in Pakistan. This result shows that the bigger AMC, in terms of 
size, possess ample resources, so as to cope with the unexpected 
circumstances before the real crunch occurs. Similarly, the rate of interest 
rate has a significant and positive influence on the riskiness that is 
associated with AMCs. In contrast, the lag of interest rate has a negative, 
but significant impact on the EM Z-Score of AMCs. Lastly, the estimated 
results also revealed that the inflation rate has a negative and significant 
influence on the risk that exists among AMCs in Pakistan. The findings are 
grounded on the fact that the stretching force that is used to retrieve, and 
consume the expandable items, results in curb savings. This result lends 
credence to the outcomes of (Lemantile, 2017) and (Linter, 1973). 

Table 4: Autoregressive Distributed Lag Estimates 

Regressor Coefficient Standard Error T-Ratio[Prob] 

Z_SCORE(-1) 0.5572 0.0871 6.3982[0.000] 

TR -9.6156 5.9266 -1.6225[0.108] 
NAV -0.00203 0.00324 -1.4091[0.162] 
ER -0.0908 0.0467 -1.9465[0.055] 
ER(-1) 0.1025 0.0434 2.3617[0.020] 

SIZE 0.9614 0.2851 3.3716[0.001] 
IR 2.6745 0.6051 4.4201[0.000] 
IR(-1) -1.4857 0.5082 -2.9236[0.004] 
INF  -0.6327 0.9419 -.6716[0.504] 

Note. The dependent variable is EM Z-Score.  

Where, R-Squared = .49740, R-Bar-Squared =.45272 and F-statistics = 10.8162 [0.000]. 

For the second model, the CUSUM and CUSUMQ measures are 
applied, respectively, in order to check whether the model is stable or not. 
Figures 3 and 4 present the CUSUM and CUSUMQ plots within the critical 
boundaries of 5 percent. Hence, the stability of the model is evident from the 
plots.  
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Note: The straight lines represent critical bounds at a 5 percent significance level. 
Source: Researchers’ Computation 2020 

 

Note: The straight lines represent the critical bounds, at a 5 percent level of significance. 
Source: Researchers’ Computation 2020 

Table 5 presents the outcomes of the long-run estimates of model 
II, using the ARDL approach. Meanwhile, with the interest and inflation 
rates being statistically significant, it can be inferred that long-run stability 
endures in the model of risk, among the AMCs in Pakistan. 

Table 5: Long Run Estimates using ARDL 

Regressors Coefficients Standard Errors T-Ratio[Prob] 

TR -21.7173 13.4726 -1.6120[0.110] 
NAV -0.00103 0.00700 -1.4730[0.144] 
ER  0.0265 0.1249 0.2118[0.833] 
SIZE -0.0147 0.4052 -0.0364[0.971] 
IR 2.6849 0.9234 2.9076[0.005] 
INF -1.4289 2.1432 -0.6667[0.507] 
Note. The dependent variable is EM Z-Score 
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From the re-parameterization of the error correction estimates, it is 
evident that the ECM (-1) indicates a negative sign, and is significant, 
statistically at a 5 percent significance level. In more specific terms, the 
ECM (-1) is valued at 0.44276. Therefore, we can deduce that the 
adjustment to the long-run equilibrium, in reaction to the disequilibrium 
by short term inconsistencies of the proceeding point in time, is at a speed 
of 44.28 percent. 

The study is not free from its due limitations. The present study has 
only focused on five years of data. Hence, the future studies should focus 
on data that is available for extended years as well. Moreover, the study 
results are generalizable according to an emerging market like Pakistan, so 
the future studies should ideally focus on cross-country comparisons that 
come under the definition of emerging markets.  

5. Conclusion 

This paper attempts to assess the impact of macro and 
microeconomic variables on the performance and risks that exist among 
the AMCs in Pakistan, by using the state-of-the-art approach, ARDL 
model. The findings suggest that the performance of the AMCs is 
significantly sensitive to its own lag term, trading activity, its lag, size of 
AMCs of the current and preceding period, and the interest rate. Whereas 
the risk is affected by its lag term, the expense ratio of the current and 
preceding year, the size of the AMC, and the interest rate in current and 
the previous years. The study has also focused on the EM Z-Score of all the 
AMCs that are listed in MUFAP, and appropriately evaluated the 
performance and risks. The findings reveal that the overall the mutual fund 
industry is in a safe zone, except for two AMCs, namely Faysal AMC and 
Habib AMC, which happen to be in the grey zone, and require close 
attention by the SECP.  

The precision of the EM Z-Score in the literature that is based on 
financial distress primarily led this research to choose the Altman's model. 
This is so because the ratios in the model, best fit the mutual funds 
industry. The results of this study are equipped to enable potential 
investors and financial institutions to better comprehend the factors of 
performance and risk among the AMCs. In this regard, the respective 
companies should be anxious about the factors that drag down the Z-Score 
of the AMCs, and improve their performance by understanding what 
factors tend to have a crucial impact on their respective performance 
variables. In a nutshell, the objective of boosting up the revenues, and 
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lessening the risks, are very well, and practically achievable. This is a 
starting point for researchers and practitioners for looking into a more 
reliable research in the advanced context of AMCs in Pakistan.  

This study's findings may help investors, fund managers, and 
market makers to revisit their long-term investment patterns, keeping in 
mind the post-COVID short term volatility dynamics of the industry, which 
was the main limitation of our study. Moreover, this study will also help the 
policy-making authorities to improve their policies, provide incentives like 
improving the legal and information systems, etc., so as to create an 
investment-friendly environment in order to motivate the investors.  

The study advocates the usage of EM Z-Score, as it is unbeaten in 
90 percent of the cases that it is applied to. This study also suggests using 
the EM-Z Score, as part of a mandatory disclosure, for all the AMCs listed 
in the MUFAP. It also recommends the regulatory bodies to publish the 
financial statements of AMCs publicly, in the same manner as their 
respective funds' financial statements are published and accessible to the 
public. This will help future researchers to get an open and candid access 
to the financial data of AMCs. Even though the AMCs in Pakistan can offer 
safe investment opportunities to the middle-class investors, who primarily 
dominate the Pakistani population, the overall investment is still believed 
to be low. The regulatory bodies should play a role in introducing relevant 
awareness campaigns for the public, so as to propagate safer investment 
opportunities to small savers.   
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Appendix 

List of Asset Management Companies listed in MUFAP 

Sr. No. AMCs 

1 ABL Asset Management Company Limited 
2 AKD Investment Management Limited 
3 Al Meezan Investment Management Limited 
4 Alfalah GHP Investment Management Limited 
5 Atlas Asset Management Limited 
6 AWT Investments Limited (Formerly: Primus Investment 

Management Limited) 
7 786 Investments Limited (Formerly: Dawood Capital Management 

Limited) 
8 BMA Asset Management Company Limited 
9 Faysal Asset Management Limited 
10 First Capital Investments Limited 
11 Habib Asset Management Limited 
12 HBL Asset Management Limited 
13 JS Investments Limited 
14 Lakson Investments Limited 
15 Magnus Investments Advisors Limited 
16 MCB-Arif Habib Savings and Investments Limited 
17 National Investment Trust Limited 
18 NBP Fund Management Limited (Formerly: NBP Fullerton Asset 

Management Limited) 
19 Pak Oman Asset Management Company Limited 
20 UBL Fund Managers Limited 
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Abstract 

Online customer brand engagement (OCBE) has become an important 
relationship marketing construct within the realm of academics, as well as with 
practitioners. The emanating literature on OCBE offers diverse definitions, but 
those that are often presented without a mutual agreement. The extant literature 
based on this particular discipline primarily focused on the aspect of relationship 
marketing, with respect to retaining customers. But with the addition of customer 
engagement, it was not only confined towards maintaining customer retention, 
but also ventured into the subject of attracting new customers. This paper aims to 
validate a nomological set of theoretical relationships that include OCBE, brand 
involvement (BI), and emotional brand engagement (EBA). It provides a new 
outcome, EBA that has also been suggested in the previous studies. Also, it is 
noteworthy that this study has undertaken before brand usage intent that is used 
as a valid outcome. This study is exploratory in nature, and is limited to a base of 
customers who are engaged with a brand, by simply liking it on Facebook. In this 
regard, a survey of 302 respondents provided data, by resorting to purposive 
sampling between the age groups of 18 – 55 years. Brand involvement is an 
antecedent of OCBE, and emotional brand attachment (EBA) was the outcome that 
was achieved. A further validation of this outcome was done through the mediation 
analysis, which concluded that only the affective dimension of OCBE had a 
mediating effect on the EBA. The affective dimension of OCBE has the most effect 
on the outcome variable EBA, as compared to the cognitive processing and 
activation dimensions of OCBE. This study concluded that marketers could 
perhaps devise social media strategies, in order to engage customers through 
emotions, and as a result help increase customer retention and loyalty.  

Keywords: Brand involvement, emotional brand attachment, online 
customer brand engagement, consumer behavior. 
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1. Introduction 

In the past two decades, the role of relationship marketing has been 
to devise strategies that can be used to retain customers. However, with 
the advent of engagement, the role of relationship marketing has 
significantly increased, by not only satisfying loyal customers, but by also 
engaging them beyond their decision to make a purchase. In addition to 
this, the role of relationship marketing also includes focusing on potential 
customers, and devising strategies to attract new customers, and 
effectively connecting with them (Vivek, Beatty, & Morgan, 2012). Over 
time, as the markets and consumer behavior evolved, the goal of marketers 
transformed from nurturing relationship marketing, to engaging 
customers, by understanding that brand loyalty alone is not enough to 
retain customers (Kumar et al., 2010). Moreover, the literature developed 
in psychology advocated that engaged partners tend to have a strong 
emotional attachment, and enjoy  more satisfying relationships (Kitayama, 
Markus, & Kurokawa, 2000). In this regard, when all the aspects and 
activities of engagement are not taken into consideration, customers can 
mistakenly be overvalued, or undervalued (Kumar et al., 2010). This does 
not only result in miscalculating returns on the marketing activities, but 
can also lead to improper resource allocation, which ultimately affects the 
firm’s equity and value (Rust, Ambler, Carpenter, Kumar, & Srivastava, 
2004; Verhoef et al., 2009).  

The aim of relationship marketing has been to build long-lasting 
relationships with the customers (Berry & Parasuraman, 2004). Social 
media enables customers to create stories that are related to brands,  and 
the brand image, by helping them share and exchange information about 
their favorite brands (Gensler, Völckner, Liu-Thompkins, & Wiertz, 2013). 
Marketers are now concentrating on building good relationships with 
customers that go beyond purchases, and the customers in return feel more 
connected to the people and organizations behind these brands that they 
frequently use (Kumar et al., 2010). Due to this positive relationship 
building, customers are continuously providing information to marketing 
firms, and this process is becoming increasingly interactive. This 
essentially helps in building long-term bonds between the customers and 
the firms, adding elements of engagement to effective relationship 
marketing (Vivek et al., 2012). As a result, customers have now become 
more participative, perceptive, powerful, and want to actively engage with 
brands, who co-direct the way they are perceiving marketing activities. 
Following the same context, the topic of online customer brand 
engagement has captivated immense interest among the experts who 
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study other related disciplines, such as information systems, psychology, 
education, management, and marketing. As a consequence, this has 
provoked and triggered a new wave of understanding when it comes to 
customer-brand interaction (Hollebeek, 2011). Marketers  also realize the 
immense potential in these developments, and believe that an online 
engagement strategy can effectively aid in providing a strategic advantage, 
and give the firms the capability to be more lucrative than their competitors 
(Gorgus, 2016). In light of these developments, there is a persistent need to 
understand the drivers and outcomes of OCBE, in order to develop 
strategies for effective and positive relationship marketing. 

The challenges of the Digital era have given birth to a new term, 
OCBE, which primarily represents the customers’ interactions with the 
various brands that they come in contact with (Edelman, 2007). There has 
been an ever-growing interest in the active engagement and attention 
given to the customer, by marketers, so as to become more lucrative in the 
interactions that are made through social media. However, there is a 
paucity of literature in this particular field of marketing. It is noteworthy 
that, in relationship marketing there exists a gap in terms of the active 
management of online engagement with brands, and there is also a dire 
need to understand the process of engagement from an academic point of 
view (Gorgus, 2016).  

Online customers who are engaged by the brand, show enhanced 
levels of loyalty, trust, commitment, satisfaction, and emotional bonding 
towards the focal brand in consideration (Brodie, Ilic, Juric, & Hollebeek, 
2013). Engagement has often been studied in the Pakistani context, in 
different fields of research. Some of these fields are often related to human 
resource management,  with a focus on employee engagement (Ahmed & 
Ansari, 2020), while other studies are based on customer engagement in 
terms of gender and brand relationships (Bashir & Ali, 2016). In this regard, 
researchers have recommended various predictors and outcomes of 
engagement, and have  also suggested that there is a need to corroborate 
these proposed variables with quantitative methods, in order to test the scale 
of engagement in different situations (Mollen & Wilson, 2010). The construct 
of engagement is beneficial in determining which segment to cater to, while 
at the same time, devising marketing strategies and creating engaging 
Facebook content (Gummerus, Liljander, Weman, & Pihlström, 2012). The 
OCBE is proposed in order to highlight the cognitive, emotional and 
behavioral contributions that come into play, especially when interacting 
with a specific brand. Therefore, this concept is in mutual understanding 
with the social exchange theory (Hollebeek,  Glynn, & Brodie , 2014) . OCBE 
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is the customer's spontaneous contribution towards the focal brand, which 
goes beyond the purchase decision (Pansari & Kumar, 2017). In this regard, 
a 10-item scale was validated by (Hollebeek et al., 2014) , in order to measure 
the three-dimensional OCBE measurement scale  In broad terms,  there are 
various predictors of engagement, as it is an iterative process that  ideally 
takes time to take its complete course  (Bowden, 2008). However, it is 
uncertain whether OCBE is mostly behavioral in nature (Van Doorn et al., 
2010), or has any additional cognitive and emotional facets to its key features 
(Harrigan et al., 2018). Moreover, the conceptual network of OCBE is also 
evolving continuously, and is mostly presented in theoretical terms  
(Hollebeek et al., 2014; Vivek et al., 2012), by exploring the key relationships 
that have managerial implications attached to them. The Marketing Science 
Institute (MSI) recommends that OCBE should ideally be the focal 
preference of research in the coming years. The emphasis should be laid 
upon the definition and measurement scales, and also on how social media 
can aid in devising strategies to enhance engagement behaviors (Rizley, 
2014). In this context, the antecedents and consequences of customer 
engagement have become critical factors that need to be decoded, so that 
marketers can devise effective and appropriate strategies, accordingly 
(Pansari & Kumar, 2017). 

When a Facebook user likes a brand’s page, and follows it, in order 
to get frequent updates of the products that are being offered, a 
phenomenon that can be termed as online brand engagement (Wallace, 
Buil, Chernatony, De, & Buil, 2014) comes into play. Also, engagement is 
inclusive, and incorporates every individual who is connecting with the 
Facebook brand page, by purchasing, or not purchasing, the brand (Gorgus 
2016). Therefore, it can be assumed that the platform, Facebook, has 
become a major marketing platform for brands to delve into positive 
engagement, by creating brand awareness. Brands, by the number of likes, 
shares, or comments they get on Facebook, show that consumers who tend 
to like, share or comment on a Facebook page are considered to be more 
engaged with a particular brand (Malhotra & Dash, 2010). Thus, keeping 
these intricacies in mind, the objective of this study is to determine the 
mediating effect of OCBE, on BI and EBA. All the users of Facebook pages, 
who have liked at least one favorite clothing brand, are either male or 
female, between the age group of 18 and above, and residing in Karachi, 
constitute towards the sample population for this research. A proposed 
conceptual model of OCBE is offered, and includes BI as an antecedent, 
and EBA as the outcome.  
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2. Theoretical Background and Hypotheses Development 

2.1. Brand Involvement and OCBE 

It is evident from the extant literature that brand involvement is a 
predominant driver of OCBE. It manifests the needs and values of 
customers' interest in a particular brand, by processing the intellectual 
information that is available for this purpose (De Vries & Carlson, 2014). 
The term engagement refers to a condition where individuals are fully 
involved, occupied, or captivated by a brand, giving it the liberty of their 
uninterrupted attention (Higgins, 2009). Customers can nurture a high or 
low level of emotional, or informational involvement towards their 
preferred social media. Highly engaged customers tend to gather more 
information about their preferred brands, and can also acquire extensive 
knowledge of competitive brands, before making their purchase decisions 
(Bowden, 2008). However, customers who have a lower level of 
engagement with the brands, make use of secondary clues and ponder 
deeper into the actual knowledge available regarding a particular brand of 
interest (Gordon, McKeage, & Fox, 1998). According to the 
Interdependence Theory, being actively interactive and engaged towards 
any brand is a more rewarding experience for customers (Van Lange & 
Balliet, 2015). This theory emphasizes on maintaining communication and 
interaction between the customers and the focal brand, as well as  creating 
long-lasting relationships that go beyond the purchase decisions (Van 
Lange & Balliet, 2015). Involvement here is not only taken to be behavioral, 
but is also considered to be a cognitive, affective, or motivational driver 
(Zaichkowsky, 1985). In formal terms, engagement comprises of three 
interactive dimensions; cognitive, affective, and behavioral (Harrigan et 
al., 2018).  At the cognitive level, BI leads to online engagement. This then 
results in brand-related thought processing, and is linked to how much a 
customer speculates about a particular brand. At the affective level, 
customers with a positive online experience can view a brand as being 
fascinating.  Lastly, at the activation level of engagement, estimations 
about the amount of time that would be spent switching from one social 
media site to another, by the customer, are made (Hollebeek et al., 2014).  

Keeping these factors in mind, the following hypotheses have been 
formulated: 

H1a: BI has a positive link with the cognitive processing dimension of 
OCBE 
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H1b: BI has a positive relationship with the affective dimension of OCBE 

H1c: BI has a positive associations with the activation dimension of OCBE. 

2.2. OCBE and Emotional Brand Attachment 

According to research studies, emotions tend to play a pivotal role 
in determining consumer behavior and purchase decisions (Gaur, 
Herjanto, & Makkar, 2014; Holbrook, 1995). When customers become 
emotionally attached to a brand, they perceive it to be an extension of their 
self, and consider it to be meaningful and significant in their lives (Park, 
Macinnis, & Priester, 2006). Lichtenberg (2001), the attachment theorist, 
suggested that human behavior is guided by a set of five motivational 
systems. Out of these motivational systems, the attachment-affiliation 
system, and the exploration-assertion system are of particular relevance to 
this study. The attachment system stimulates closeness and care-seeking 
behaviors, whereas the exploration system stimulates engagement with the 
surroundings. Periodic repetition of this engagement behavior results in 
the molding of the behavior, and any related emotional states that might 
be experienced. Eventually, there is an emergence of an unconscious 
psychological structure (an internal working model of the relationship), 
which reveals the factors of conscious awareness, as a long-term, specific 
affective bond that is extended towards the attachment figure (Morgan, 
2010). A customer can be easily satisfied after consuming a particular 
brand, but the emotional attachment develops after numerous interactions 
with it. In this regard, EBA connects a customer to a focal brand that 
portrays feelings of passion, affection, and connection (Thomson, 
Macinnis, & Park, 2005). In contextual terms, affection refers to a feeling of 
amiability, peace, and affection of the customers, towards a focal brand. In 
addition to this, a connection refers to a feeling of attachment towards a 
focal brand, while passion refers to a feeling of customer engagement and 
satisfaction, with a focal brand (Thomson et al., 2005). It is common for 
customers to become emotionally attached to material possessions, such as 
brands (Schultz & Baker, 2004). Emotions tend to positively or negatively 
influence our decisions, and connect or disconnect customers towards the 
brands that they interact with. In this manner, an emotional connection, 
albeit negative, between a brand, and its customer is gradually formed 
(Malär, Krohmer, Hoyer, & Nyffenegger, 2011). The attachment theory 
advocates that the degree of emotional attachment that is linked to a brand, 
anticipates the nature of the individual’s interaction with that brand 
(Bowlby & Ainsworth, 2013). Although this theory targets human 
relationships, earlier research has demonstrated that consumers can 
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nurture a relationship with brands, just like they do with humans (Aaker, 
1997). A customer's emotional connection to a focal brand can anticipate 
feelings of engagement and devotion towards a particular brand (Thomson 
et al., 2005). This is the outcome of engagement between brands and 
customers, that the customers experience on social media (Phillips & 
Baumgartner, 2002), that is created through relationship marketing. 
Therefore, the dependent outcome variable in this study is the EBA, that is 
derived from the attachment theory (Bowlby & Ainsworth, 2013). Thus, the 
hypotheses developed in this regard propose that; 

H2a: The cognitive processing dimension of OCBE has a significant effect 
on EBA. 

H2b: The affective dimension of OCBE has a significant effect on EBA. 

H2c: The activation dimension of OCBE has a significant effect on EBA. 

2.3. Mediated Effects 

Significant relational outcomes, such as greater commitment, 
confidence, emotional brand attachment, and loyalty can also be the 
possible consequences of OCBE (Brodie et al., 2013). In order to create 
OCBE, that is not only transient, but can also lead to an emotional and 
prolonged relationship between two parties, if handled competently, the 
interactive dealings of shoppers and retailers on social networking sites 
have been deduced. It is likely that sales will also increase based on this 
phase of enhanced consumer involvement. This is primarily because 
engaged customers are not only pleased or committed, but are also 
explicitly linked to the brand of their choice. Therefore, the participation of 
customers on social networking sites is primarily supported by an 
emotional attachment (Toor, Husnain, & Hussain, 2017). 

For further validation of the model, the mediation analysis 
hypotheses propose that; 

H3a: The cognitive processing dimension of OCBE mediates the effect of 
brand involvement on emotional brand attachment. 

H3b: The affective dimension of OCBE mediates the effect of brand 
involvement on emotional brand attachment. 

H3c: The activation dimension of OCBE mediates the effect of brand 
involvement on emotional brand attachment. 
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The relationships among the study constructs as proposed in the 
above-mentioned hypotheses are depicted in the following Figure 1.  

Figure 1: Conceptual Model 

 

OCBE (Mediation) 

3. Research Methodology 

3.1. Data collection 

For the purpose of this study, the primary data was collected 
through a questionnaire that was circulated in person, and through the 
internet. Additionally, this questionnaire was adopted by using the 
existing validated instruments. The literature review suggests that 
Facebook is currently the best social media tool that can be utilized to create 
positive online brand engagement. The respondents of this study were 
informed about the voluntary nature of their participation, and were also 
ensured of complete anonymity. There were two screening questions for 
the respondents, before qualifying for the survey. The first screening 
question was whether they have liked any Facebook pages, and the second 
was whether they have a favorite clothing brand that they have liked on 
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involvement, the three mediators that represent the dimensions of OCBE, 
and the outcome variable, that is the emotional brand attachment. The 
constructs of the study were measured using the multi-item, 5-point Likert 
Scales, with a scale of 5 representing a response of strongly agreed, and 1 
representing strongly disagreed.  Moreover, the BI scale has been adapted 
from (De Vries & Carlson, 2014), and contains six items (α = 0.91). The EBA 
scale has been adapted from (Levy & Hino, 2016), and also contains six 
items (α = 0.92). The OCBE scale has been adapted from (Hollebeek et al., 
2014), and contains three-dimensional constructs, that further contain ten 
items (α = 0.93). In addition to this, for the model fit and hypotheses, the 
structural equation model (SEM) in IBM AMOS 21, and for the mediation 
analysis PROCESS 3.3 (Hayes, 2012) software were undertaken. 

Table 1: Demographic Profile 

Demographics No. (%) (Approximately) 

Gender    

Male  143 47.4 
Female  159 52.6 
Age    

18 - 25 112 37.1 
26 - 35 84 27.8 
36 - 45 60 19.9 
46 - 55 26 8.6 
>55 20 6.6 

Employment status   
Employed 150 49.7 
Unemployed 83 27.5 
Self-employed 69 22.8 
Monthly income   
<50 k 140 46.4 
50k – 100k 76 25.2 
100k – 200k 36 11.9 
>200k 50 16.6 

The age of the respondents that were considered was 18 years and 
above, since our target audience were Facebook users who have liked the 
page of at least one of their favorite clothing brands. The demographic 
profile in table 1 shows that 143 respondents were male, comprising of 47% 
of the total respondents, and 159 respondents were female, comprising of 
53% of the total respondents that were considered for the purpose of this 
research. The age limit of the respondents that ranged from 18 to 25 was 
112 (37%), 26 to 35 was 84 (28%), 36 to 45 was 60 (20%), 46 to 55 was 26 (9%) 
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and lastly, more than 55 was 20 (7%). Most of the respondents who were 
active users of Facebook were between the ages of 18 to 35. The 
employment status of the respondents showed that 150 of them were 
employed (50%), 83 (28%) were unemployed and were mostly students, 
and 69 were self-employed (23%). Lastly, when considering the monthly 
income of the respondents, those that earned more than 50k were 140 in 
number (47%), those that earned between 50k and 100k were 76 (25%), 
those that earned between 100k and 200k were 36 (12%), and those that 
earned more than 200k were 50 (17%) in number. 

3.2. Data Analysis 

The Structural Equation Modeling (SEM) approach was followed. 
Initially, the measurement model of the scales was tested using the 
exploratory and confirmatory techniques, so as to assess reliability, 
dimensionality, and validity. Secondly, the structural model was evaluated 
by testing the hypotheses via performing the regression analysis, and the 
mediation analysis was done using the IBM Amos 21, and the PROCESS 
3.3, respectively. 

Table 2: Exploratory Factor Analysis (EFA) 

Constructs Kaiser-

Meyer-Olkin 

Measure of 

Sampling 

Adequacy 

Bartlett’s 

Test of 

Sphericity 

Total 

Variance 

Explained 

Items 

retained 

BI 0.853 793.153 78.72 4 
EBA 0.746 497.87 81.38 3 
OCBE 0.840 1187.73 67.58 6 

Table 2 shows that the EFA and three factors emerged as expected. 
While from the BI construct, 4 out of the 6 items were retained. Moving on, 
for EBA, out of the 6 items, 3 were retained due to the cross loading, and 
in OCBE, there were a total of 10 items, but 6 were retained due to cross-
loading. The extraction method used for this purpose was the Principal 
Component Analysis (PCA), and the Promax Rotation, with Kaiser 
Normalization was carried out on all the three constructs. The values of the 
Barley Test of Sphericity came out to be significant, with a p-value that was 
less than 0.05. A total of 302 respondents were included in the survey, and 
the values of Kaiser-Meyer-Olkin (KMO) for all the latent variables were 
well above the acceptable range (KMO > 0.6) (Hair, Black, Babin, & 
Anderson, 2014).  
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3.3. Measurement Model Results 

Table 3: Discriminant Validity Index Summary 

Constructs Brand 

Involvement 

Emotional 

Brand 

Attachment 

Online Customer 

Brand 

Engagement 

Brand Involvement 0.847   
Emotional Brand 
Attachment 

0.824 0.848  

Online Customer 
Brand Engagement 

0.728 0.848 0.872 

The results presented in Table 3 suggest that all the latent variables 
in the research model indicate towards a discriminant validity. This is 
because the square root of the total variance explained is greater than the 
square of each pair of correlation (Fornell & Larcker, 1981), and the 
correlation values among them are lesser than 0.85 (Mohamad, Mohammad, 
Azman, & Ali, 2016). The descriptive statistics along with correlation table 
and collinearity diagnostics are provided in the Appendix. 

  



Shehla Qaiser, Muhammad Adnan Bashir, Muhammad Yasir, and Muhammad Fahim 30 

Table 4: Factor Loading, Composite Reliability, and Average Variance 

Extracted 

Constructs  Loading CR AVE 

Brand Involvement (De Vries & Carlson 

2014) 

 0.910 0.717 

My favorite clothing brand means a lot to me 
(B2) 

0.83   

I consider my favorite clothing brand a 
relevant part of my life (B3) 

0.83   

For me, personally, my favorite clothing 
brand is important (B4) 

0.84   

It is a meaningful clothing brand for me (B5) 0.88   

Emotional brand attachment (Thomson et al. 

2005) 

 0.885 0.720 

I identify with what my favorite clothing 
brand stands for (E2) 

0.84   

I feel a sense of belonging regarding my 
favorite clothing brand (E3) 

0.84   

I am highly regarded by my favorite clothing 
brand (E5) 

0.87   

Online customer brand engagement 

(Hollebeek et al. 2014) 

 0.904 0.761 

Cognitive    
When I see my favorite clothing brands social 
media activities, I start to think about it (C1) 

0.83   

While I am interacting with my favorite 
clothing brand, I think a lot about it (C2) 

0.85   

Affective    
Following my favorite clothing brands, the 
Facebook account makes me happy (AFF2)  

0.87   

I feel good when I am interacting with my 
favorite clothing brand (AFF3) 

0.91   

Activation    
Whenever I am online on Facebook, I usually 
look for my favorite clothing brand (AC2) 

0.90   

I generally interact with my favorite clothing 
brand when I log on to Facebook (AC3) 

0.85   

Table 4 shows the factor loading, AVE, and CR, which show an 
adequate factor of convergent reliability and validity (CR ≥ 0.7, AVE ≥ 0.5) 
of the measurement model (Hair et al., 2014). In addition to this, the factor 
loading values of all the items measuring brand involvement, emotional 
brand attachment, and online customer brand engagement, are higher than 
0.6. Moreover, the Confirmatory Factor Analysis (CFA) was undertaken by 
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using all the three latent variables with the 13 items that were included in 
one single multifactorial CFA model, in AMOS 21. Thus, the CFA 
measurement model indicates an adequate model fit: χ2 (59) = 172.4; χ2/df 
= 2.923; GFI = .924; CFI = .963; RMSEA = .080; and SRMR = .062. 

3.4. Structural Model Results 

Table 5: Structural Model Results for Total and Direct Effects 

Hypothesized relationships β t p Decision 

H1a:  Brand involvement has a 
significant effect on the cognitive 
processing dimension of OCBE 

.6415 12.96 < 0.05 Supported 

H1b:  Brand involvement has a 
significant effect on the affective 
dimension of OCBE 

.3217   6.55 < 0.05 Supported 

H1c:  Brand involvement has a 
significant effect on the 
activation dimension of OCBE 

.0942 1.528 > 0.05 Not Supported 

H2a: The cognitive processing 
dimension of OCBE has a 
significant effect on emotional 
brand attachment 

.1100 2.201 > 0.05 Not Supported 

H2b: The affective dimension of 
OCBE has a significant effect on 
emotional brand attachment 

.3090 5.396 < 0.05 Supported 

H2c: The activation dimension of 
OCBE has a significant effect on 
emotional brand attachment 

.0724 
 

1.649 > 0.05 Not Supported 

Table 5 depicts that (path a), which is BI, has a significant effect on 
the cognitive processing and affective dimensions of OCBE, and has no 
effect on the activation dimension. Therefore, it can be confirmed that 
hypotheses H1a and H1b are supported, while H1c is not supported. 
Whereas the cognitive processing dimension of OCBE has a greater effect 
on BI, as compared to the affective dimension of OCBE. The results (path 
b) depict that the cognitive processing, and activation dimension of OCBE 
are not significant, but the affection dimension of OCBE has a significant 
effect on the dependent outcome variable, EBA. From the results, it is 
therefore concluded that H2a and H2c are not supported, and only H2b is 
supported. Furthermore, the mediation analysis was conducted for the 
structural model, in order for the exploration of the multiple OCBE 
mediators, concurrently between BI and the dependent outcome variable 
EBA (Hayes, 2009). 
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Table 6: Structural Model Results for Indirect Effects 

Indirect Effect For 

Mediation Analysis 

β LLCI ULCI Decision 

H3a: Cognitive processing 
dimension of OCBE 
significantly mediates the 
effect of brand 
involvement on emotional 
brand attachment 

0.706 -0.009 0.150 Not 
Supported 

H3b: Affective dimension 
of OCBE significantly 
mediates the effect of 
brand involvement on 
emotional brand 
attachment 

0.099 0.050 0.157 Supported 

H3c: Activation dimension 
of OCBE significantly 
mediates the effect of 
brand involvement on 
emotional brand 
attachment 

-0.006 -0.022 0.003 Not 
Supported 

Table 6 indicates the indirect effects of BI on EBA, with the OCBE 
mediators pertaining to cognitive processing, affective, and activation. The 
results (path c) show a significant indirect effect of BI on EBA, with the 
three OCBE mediators: β = 0.471; SE = 0.046; 95% CI = .3789 to .5634 (p = 
0.00). Since the C.I. does not include zero, it is concluded that there is a 
mediating effect between BI and EBA (Hayes, 2012). It is also concluded 
that there (path c) is a significant direct effect of BI, on EBA: β = 0.776; (p 
=0.001), suggesting partial mediation (Hayes, 2012). The results from Table 
6 conclude that for the mediation analysis, BI is mediated through only one 
of the OCBE dimensions that is an affective dimension to EBA, thus 
supporting H3b. The H3a and H3c are not supported, since both the 
dimensions, cognitive processing, and activation of the C.I. include a zero, 
therefore, there is no mediation observed in this case. 

4. Discussion  

This study focuses on a much comprehensive interpretation of 
OCBE, and is not limited to customer purchases exclusively. Certain 
quantitative methods were applied in this study, as suggested by various 
researchers who were found in the emerging literature, in order to get a 
grasp on the concept of engagement (Gorgus, 2016). In the context of 
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clothing brands, this study concludes that the affective dimension of OCBE 
has a significant influence on EBA.  Moreover, BI has a significant effect on 
both the cognitive processing and affective dimensions of OCBE, especially 
when compared to the research findings of (Hollebeek et al., 2014; 
Loureiro, Gorgus, & Kaufmann, 2017), where BI happened to have a 
positive impact on all the three dimensions. Furthermore, greater 
involvement with tourism websites reveals that greater levels of all the 
three dimensions of CBE with BI, positively associate with all the three 
dimensions of OCBE. These findings are similar to the earlier studies that 
have been advocating that customers that are highly involved are likely to 
be emotionally attached and connected with their favorite focal brands as 
well (Bowden, 2008). These findings also resonate with studies that have 
been conducted on the tourism industry, where consumers who are 
involved, and have indulged in cognitive and affective investments, are 
more engaged with the brand, and can accumulate added benefits 
(Harrigan et al., 2018). The cognitive and emotional element of OCBE 
integrates experiences and the feelings of customers, without focusing on 
the actual purchase intention (Vivek et al., 2012). Therefore, this study 
concludes that brand involvement is influenced by the cognitive and 
affective dimensions of OCBE, and not on the behavioral dimension that 
refers to activation in this case. Furthermore, through the mediation 
analysis, it is revealed that only the affective dimension of OCBE has a 
significant effect on EBA. This study can help marketers to devise strategies 
to keep their customers engaged, by connecting with them to the brand 
emotionally. Additionally, the marketers can devise social media 
campaigns that customers can relate to themselves, and that can have a 
long-lasting imprint through the positive reinforcement of emotions. For 
example, brands can increase the interaction of engaged customers, by 
expressing their emotions through virtual platforms. This can be 
undertaken by sharing messages, pictures, and videos. Marketers can also 
make the content more fascinating, which would engage the customers 
every time they visit their Facebook page. Whether it is relationship 
marketing or services marketing, it is evident that OCBE can have a 
profound impact on the customers by engaging them emotionally, and 
creating a long-lasting imprint in the hearts and minds of its customers 
(Dwivedi, Johnson, Wilkie, & De Araujo-Gil, 2018). In this regard, 
marketers need to create exciting and mind-blowing content that would 
ultimately make the customers come back for more, and then indulge in 
transactional and word of mouth behavior.  The concept of engagement 
targets potential customers, as well as repeat customers, so the marketers 
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can devise different strategies for these two segments of customers, in 
order to convert them into loyal and dedicated customers (Bowden, 2009). 

5. Limitations and Recommendations 

The sample size that is considered for this study could have been 
larger, but due to time restraints it was not possible. Moreover, this study 
is restricted to Karachi only, and in the next phase, it can be carried out in 
other cities of Pakistan as well. Other than this, a cross-sectional survey can 
be conducted to further validate the results, and the OCBE scale can be 
further validated and tested. An area for future research would be to 
capture the pre and post visit levels of engagement, using a longitudinal 
research design. In this regard, the S-D logic can be used as a theory, so as 
to better understand the OCBE drivers and outcomes. Additionally, more 
drivers and outcomes can also be studied to fully understand the 
engagement dimensions. Also, this research is limited to apparel brands, 
while other product types can also be taken into consideration.  A 
comparative study of the hedonic and utilitarian brands can be studied as 
well. Also, this study can also be conducted using other social media tools 
like Instagram, Twitter, and Snapchat, to name a few. Furthermore, a 
comparative analysis of millennials' customers and elderly customers can 
be done. 
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Appendix 

Table-A: Descriptive Statistics and Reliability Analysis 

 
Mean Std. 

Dev 

Skewness Kurtosis Cronbach’s 

Alpha 

Brand 
Involvement 

2.9073 1.08929 .099 -.770 .910 

Emotional Brand 
Attachment 

2.7252 1.14082 .057 -1.026 .886 

Online Customer 
Brand 
Engagement 

2.7715 1.01949 -.139 -.672 .903 

Table-B: Correlation Results 

Constructs BI EBA OCBE 

Brand Involvement 1   
Emotional Brand Attachment .741 1  
Online Customer Brand 
Engagement 

.617 .719 1 

Table-C: Tolerance 

Constructs  Tolerance  

Brand Involvement .436 
Emotional Brand Attachment .467 
Online Customer Brand Engagement .340 
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Abstract  

The main aim of this paper is to investigate the efficiency, change in 
productivity, and the sources of efficiency in the commercial banking sector of 
Pakistan and India. For this purpose, the performance analysis has been referred 
to, so as to verify the core-essence of the technical gains in efficiency, the role of 
managerial practices adopted, and the utilization of resources by the banking 
sectors in these two jointly bordered countries of South Asia. The time span that 
has been referred to for this study, spans from 2013 to 2017. Therefore, the Data 
Envelopment Analysis (DEA), equipped with its two basic models, which serve 
the input orientation and Malmquist Productivity Index (MPI) have been used, in 
order to submit the findings of this study. As compared to the situation in 
Pakistan, during the time span that has been taken into consideration for the 
purpose of this study, the Indian banking sector has been able to maintain higher 
scores, in the three levels of efficiency measures that have been observed. Moreover, 
the returns to scale analysis suggests that the banks operate at Constant Returns 
to Scale (CRS), or Increasing Return to Scale (IRS), thus making a positive 
contribution towards the average efficiency gains. Whereas, the banks that have 
been functioning at Decreasing Returns to Scale (DRS) happen to cause a decline 
in the efficiency measures. As far as productivity is concerned, both the countries 
have shown a positive improvement in the Total Factor Productivity (TFP), over 
the years. In a gist, the three levels of efficiency, and their sources of inefficiencies, 
make up the extract of the study. These findings should ideally be focused upon by 
the managers, practitioners, and policymakers, particularly while designing their 
operational strategies. 
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1. Introduction 

In developing economies, the financial system is a major 
determinant of economic growth. Having noted this, it is also common 
knowledge that the performance of any economy exceedingly depends 
upon the performance of the financial sector. This is primarily because the 
association among the economic constructs has been empirically 
investigated by the researchers, due to a deep rooted interest in the 
discipline (Baily & Elliott, 2013; Khalifa Al‐Yousif, 2002; Levine, 1999). In 
this regard,  due to a lack of established financial capital, and in an effort 
to save markets in developing countries (Menyah, Nazlioglu, & Wolde-
Rufael, 2014), the banking sector serves as a trusted and effective financial 
intermediary (He, Kelly, & Manela, 2017). Through the transformation of 
savings into investments, financial institutions execute the monetary and 
financial governance system, mainly by relying on the efficient allocation 
of resources (Ayadi, Arbak, Naceur, & De Groen, 2015; Masoud & 
Hardaker, 2012). It is also commonly believed that the banking sector 
diagnoses the financial illnesses of the developing nations. Therefore, in 
this regard, the banking sector serves as an active partner that participates 
to ensure the financial soundness of developing countries, all across the 
world. Among the branches of the banking sector, the commercial banks 
are involved in accepting deposits, advancing loans, providing general 
utility services, making investments, promoting capital formulation, 
facilitating foreign assistance, and creating and distributing the securities 
with the ultimate purpose of earning profit. Therefore, a well-established 
operation of commercial banks tends to excel in a first-order impact, not 
only in terms of economic growth, but also in the context of accelerating 
financial development in general. 

For a long time, the efficient performance of the banking industry 
has been a critical research stream that draws a considerable amount of 
attention from both, academicians, as well as policymakers (Bhattacharyya 
& Pal, 2013; Dong, Hamilton, & Tippett, 2014; Fernandes, Stasinakis, & 
Bardarova, 2018). In the previous literature, a survey by (Berger & 
DeYoung, 1997) showed that the discipline of banking efficiency was 
mostly concerned with developed countries such as the US and UK. Then, 
this trend eventually shifted towards the European settings as well (Casu 
& Girardone, 2010; Fang, Hasan, & Marton, 2011). In more recent time, 
however, its popularity has infiltrated into the Asian territory as well. 
Thus, the researchers of this particular field of study have been explicitly 
focused on measuring the efficiency of the banking sector, mostly through 
the Data Envelopment Analysis (DEA) (Beck, Demirgüç-Kunt, & 
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Merrouche, 2010; Das & Drine, 2011b; Sathye, 2005; Seelanatha, 2010; 
Thagunna & Poudel, 2012).  

It is noteworthy that the Pakistani and Indian banking sectors are 
reluctant to follow the footprints of the World’s top, developed economies. 
In this regard, the evidence shows that the impressive performance of 
developed economies has gradually helped to move the industry towards a 
bright future. From the era of independence till now, there are several 
commonalties that exist in the changes that have taken place in the banking 
structures of both the economies (Ataullah*, Cockerill, & Le, 2004). Hence, 
an efficiency study of both the countries is a viable decision, and also, the 
fear of country heterogeneity is less likely to be affected by the analysis. 
Therefore, the present study is an attempt to estimate the efficiency of the 
private commercial banks of Pakistan and India, and making a comparison 
of the two thereon. The existing inquiry will add quantitative evidence to the 
existing cross-cultural banking literature. 

For the purpose of this study, we have used two classic models of 
the Data Envelopment Analysis. This has been undertaken primarily in 
order to estimate the scores of efficiency through separate country and joint 
country frontier analysis. Other than that, the detection of the main sources 
of gain and reduction in efficiency, along with the decomposed 
components of variation in the efficiency estimates are also measures that 
have been taken into consideration. The research manuscript also analyzes 
how major returns of efficiency estimates respond to the efficiency of the 
private commercial banks of Pakistan and India.  

Most of the previous cross-country studies have used a common 
frontier for all the countries that have been included in their researches, 
respectively. This, however, only allows for the access to the results that 
pertain to the relative comparison of all the banks, of all the countries, at 
one point in time. But a bank that has performed efficiently in its own 
country, may not perform in the same manner, in the cross-country 
comparative analysis (Sathye, 2005). On the other hand, a Single Context 
Analysis facilitates the underperformed domestic banks, so as to make 
some suitable adjustments in their policies for the improvement of their 
efficiency centric results. However, this measure is not robust enough for 
the banks, in order for them to compete in relative countries, in the 
international market. In the light of this scenario, the current study aims to 
fill in the gaps, and demonstrate cross-country evidence that enhances the 
scope, and helps the countries to rectify the policies at an international 
level, in order to create a sound and healthy banking system. 
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From the lens of theoretical implications, this study contributes 
towards a novel thought and idea, in the context of determining the 
relationship of efficiency, changes in productivity, as well as identifying a 
source of efficiency, by making use of the Data Envelope Analysis. On the 
theoretical side, this study also elaborates upon the unique relationship of 
the constant returns to scale, increasing returns to scale, decreasing returns 
to scale, and the total factor productivity, in the commercial banking sector 
of Pakistan and India. In parallel with the theoretical implications, this 
study is likely to be suitable and effective on the practical side as well. The 
three levels of efficiency, and their sources of inefficiencies, make up the 
extract of the study. These extracts should ideally be focused upon by the 
managers, practitioners, and policymakers, while designing their 
operational strategies. 

The rest of the research is carried out as follows. The next section will 
provide a concise review of the literature. The fourth section confirms the 
methodology that is to be utilized, in-line with the core objectives of the 
study. The findings are presented in section fifth, and the conclusion & 
limitations are have been presented in the sixth section. Finally, the 
references used in the investigation have been listed in the last section of 
the paper.  

2. Literature Review 

This section will highlight the extant literature that has been written 
on the discipline banking efficiency, in a single and cross- country context. 
This is because DEA has gained exponential growth over time, and also 
possesses the intrinsic potential to provide unique findings, while 
engaging in different settings. (Berger & Humphrey, 1997) conducted a 
comprehensive survey of 130 international financial studies that had been 
undertaken in 26 countries. The survey results reflected that approximately 
75% of the banking literature belongs to developed countries (USA in 
particular). The study also pointed out that a total of 69 studies were 
performed through the non-parametric method, while the rest of them 
were looked at with the parametric method. Moreover, a survey of the 
research also explained that all these empirical studies have the core 
purpose of estimating the performance of the banking territories, in 
different economic settings. At the country level, certain banking efficiency 
measures have been used, so as to contribute to the existing literature at 
different spans of times. These empirical evidences have been able to 
support government agencies, policymakers, and economists, in order for 
them to develop the strategies that will extensively move the sector on the 
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road of consistent development, especially through managerial 
performance (Berger & Humphrey, 1997). A recent survey conducted by 
(Emrouznejad & Yang, 2018) highlights the extended popularity of DEA. 
The study reported that from the year 1978 to 2016, there have been 10, 300 
articles published, employing DEA as a tool for measuring efficiency.  

Moreover, (Fernandes et al., 2018) also measured the efficiency, 
along with the productivity, through the Malmquist Productivity Index 
MPI of 64 banks, in Five Periphery European Economies for a period 
spanning from 2007 to 2014. The results exhibited an increase in the 
banking efficiency of the domestic banking industry of Periphery 
European Economies, over time. With a productivity growth score of 2.5%, 
Portuguese banks are ranked higher among the banking sector of Spain, 
Italy, Greece, and Ireland. 

Other than that, (Sathye, 2005) also incorporated an investigation, 
with the core objective of measuring technical efficiency, and its 
decomposed components. The study targeted the commercial banks of the 
developing and developed countries of Asia Pacific. It also included 458 
banks, from 18 countries of the Asia Pacific. The results were analyzed by 
finding the efficiency scores of each country separately, and then these 
were examined under a regional setting. The results revealed that out of 
the selected countries, ten countries in the regional frontier had showed 
lower scores of TE and PTE, as compared to the mean value of the region. 
On the other hand, six countries scored a lower SE than the average value.  

(Banya & Biekpe, 2018) also extended the banking literature by 
measuring the banking efficiency of African countries. The research was 
aimed towards analyzing the banking efficiency of ten African countries, 
for a period spanning from 2008 to 2012. The study identified two major 
sources of inefficiency. The first one of these was the poor utilization of 
inputs, and the second one was the inability to carry out the operations, so 
as to realize the most productive scale size.  

The banking efficiency of six GCC economies of the gulf block were 
also investigated by (Aghimien, Kamarudin, Hamid, & Noordin, 2016). 
The analysis for this study was undertaken by calculating the efficiency of 
43 banks, from the years spanning from 2007 to 2011. In addition to this, 
the composite components of efficiency were treated as potential factors, 
primarily because they exert a significant influence on the GCC banking 
network. The frontiers were also separately constructed for each year, 
because the banks that had proven as efficient in one year, may be 
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potentially proven as inefficient for another year, due to technical, 
technological or environmental reasons. Overall, the results reflected an 
increasing trend of banking efficiency in the GCC countries. Concisely, the 
results suggested that the resources were not fully utilized, mainly due to 
the managerial inefficiencies experienced in the GCC countries. Regarding 
the returns to scale analysis, the total sample was further divided into two 
categories. It was found that out of the 22 largest banks, most were 
operating at DRS. Whereas, 42.57% of the banks, out of the total count of 
the smallest banks were operating at IRS. Although the banks exhibited an 
increasing trend of efficiency, yet, the managerial inefficiency could 
potentially be reduced through the full utilization of the resources. 

(Kamarudin, Sufian, Loong, & Anwar, 2017) also examined, and 
compared the three basic levels of efficiency of local and foreign Islamic 
banks, of the Southeast Asian Economies. In order to gauge the required 
goal, data from 2006 to 2014 was obtained from the Bankscope database, 
against 29 Islamic banks. The banks of Brunei, Indonesia, and Malaysia 
were shortlisted for the investigation. The Data Envelopment Analysis 
DEA was the core technique that was selected, and supported by the input 
orientation. The study explored that foreign banks tend to be less efficient, 
due to their smaller size, and therefore, the domestic Islamic banks gained 
the home advantage, as described in the home field advantage theory.  

A study conducted by (Ataullah* et al., 2004) also analyzed the 
banking efficiency of Pakistan and India. A period spanning from 1988 to 
1998 was targeted, in order to analyze the scores of the three related 
components of efficiency. The best relative efficiency comparison approach 
of DEA was utilized and executed, by employing  both the historical models 
of CCR and BCC. The results showed that both countries had lower OTE 
scores, which contributed as the most significant reason behind the low scale 
efficiency. The mean overall technical efficiency score of Indian commercial 
banks had come out to be higher. 

(Stewart, Matousek, & Nguyen, 2016) also squeezed the efficiency 
of the Vietnamese Commercial Banks. A sample of 48 banks, ranging from 
a time span from 1999 to 2009, was taken into account. The study 
categorized the sampled banks into state-owned (SOCBs) & non-state-
owned (NSOCBs) commercial banks. The results concluded that large 
banks that had higher profits over the asset ratio tend to be comparatively 
more efficient than the smaller ones. On the other hand, as per the 
ownership structure, SOCBs are less efficient than NSOCBs. 
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(Sakouvogui, 2020) also elaborated on the SFA and DEA analysis, 
by using the data from 650 banks, in the United States of America. 
Moreover, the cluster approach was considered for this initiative. The 
study results revealed that the clustering approach has played a vital role 
in the rankings of US banks. In addition to this, the values of SFA, as well 
as the DEA efficiency analysis, based on the homogeneous banks were 
considerably greater than those of the heterogeneous banks. 

(Dutta, Jain, & Gupta, 2020) highlighted that efficiency analysis of the 
banking companies, in the context of the Indian banking sector, by making 
use of the panel data spanning from 2014 to 2018. In this context, the 
executives did not to think about ROE as a critical marker of effectiveness, and 
should have ideally preferred to focus on the perspectives, for instance, the 
ROA and pay assortment. In the course of Malmquist examination, the 
executives have the capability to separate the profitability change, into 
specialized and effective shifts for additional examination. 

The examination estimated the degree of provincial and local area 
banks' (RCBs) effectiveness in Ghana. This was done in order to learn their 
local inconsistencies, in the degrees of proficiency, utilizing (CCR) and 
(BCC) models, by making use of the information collected from 127 banks 
(2014 to 2017). We found efficient and scales collapse irregularities, across 
the nearby local banks in Ghana, during the efficiency analysis. In the 
context of country development, improving money, and incorporating 
custom fitted strategies for resource choice, ought to be sanctioned in order 
to shield the banks from the hazards that are related to choosing an 
excessive number of terrible resources. Additionally, the work of bleeding 
edge advancements, and intra-territorial data sharing would also ensure 
the banks against local explicit dangers, and in this manner ultimately 
improve effectiveness as well (Say et al., 2020). 

3. Research Methodology 

There have been certain techniques that have been employed in the 
reformulation of the (Farrell, 1957) measures that pertain to the technical 
efficiency, by using a single input and single output approach. The primary 
reason for the selection of the DEA, as a measure of efficiency, is the 
replacement of the traditional method of performance evaluation of the 
financial data. This method is commonly known as the ‘Ratio Analysis’. 
Also, DEA is a non-parametric approach that is based on various 
mathematical models. In this regard, the empirical evidences have proved 
that DEA is an easy and flexible approach towards finding different levels 
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of efficiency, at the same point. This is mainly because the approach utilizes 
and envelops the data, and addresses the random noises that are put forth 
by the production technology, via different applications (Porcelli, 2009). 
Thus, DEA has been deemed to be the most effective technique for 
modeling the operational processes, in order to effectively access the large-
scale frontier analysis performance level (Seiford & Thrall, 1990).  

In their time, (Sherman & Gold, 1985) were the pioneers who 
stepped up to apply the DEA technique to the banking sector. When 
applying this technique to the sampled Decision Making Unit DMUs (in 
our case, the banks), the DEA tends to assign a score of unity to the efficient 
DMU(s). The score of the inefficient DMUs thus lies between 0 and 1, on 
the efficient frontier or the best practices frontier. The efficient DMU(s) on 
the efficient frontier have a relative comparison with the other DMU(s) in 
the sample, and are called the best practice performers, the reference units 
or the peer units of the sample (Das & Drine, 2011a; Fethi & Pasiouras, 2010; 
Kumar & Gulati, 2008; Pasiouras, 2008). 

Among a wide variety of the DEA models, the CCR and BBC 
models are also the most repeatedly used for the efficiency estimation of 
banks, as found in the extant literature. The classical CCR model follows 
the assumptions that are similar with the Constant Return to Scale CRS 
(Charnes, Cooper, & Rhodes, 1978). This is then further extended by 
(Banker, Charnes, & Cooper, 1984) into the BBC model, followed by the 
assumption made in the Variable Return to Scale (VRS). Any increase or 
decrease in the efficiency scores depend upon the changes experienced in 
the level of inputs and outputs. In other words, the changes experienced in 
the relationship of the inputs and outputs, represent and reaffirm the 
concept of returns to scale (W. W. Cooper, Seiford, & Tone, 2000). 
Furthermore, the CCR model indicates that an increase in input(s) causes 
a proportionate increase in the output(s). While, the VRS model assumes 
that there is an increase or decrease in the outputs(s), due to an increase in 
the input(s) (Lampe & Hilgers, 2015). It is noteworthy that the objective of 
the CCR model is to find out the Overall Technical Efficiency (OTE), while 
the VRS is commonly known to dig out the Pure Technical Efficiency (PTE), 
and the Scale Efficiency (SE) (Majeed & Zanib, 2016). Here, it is essential to 
know that these models follow the input and output-oriented approach for 
the estimation of technical efficiency. The input-oriented model is used to 
retain the same level of output by minimizing the inputs, while the output-
oriented model maximizes the output, by utilizing the existing level of 
inputs (Rahman, Lambkin, & Hussain, 2016). 
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In this regard, assuming if s outputs are produced by r inputs, for 
n DMUs (in our case, the banks), then the efficiency ratio can be measured 
by the following equation; 

𝐸𝑙 =
∑ 𝑢𝑖𝑦𝑖𝑙
𝑠
𝑖=1

∑ 𝑣𝑗𝑥𝑗𝑙
𝑟
𝑗=1

 (i) 

Where “𝐸𝑙” is the relative efficiency estimated by the DMUs, by employing 
r different inputs, to produce s different outputs. yi is the i th output 
produced by the DMU, xj is the j th input employed by the DMU, ui is s x 
1 vector of the output weights, and finally, vj is the r x 1 vector of the input 
weights. 

The above mentioned equation (i) is nonlinear in nature, and 
therefore, we had to renovate it, in order for it to be converted into a linear 
equation. For this reason, it was  revamped as a fractional programming 
function, and is able to be changed afterwards into linear programming, as 
done by (Charnes et al., 1978). Therefore, the modified equation that was 
had was; 

max𝐸𝑙 = ∑ 𝑢𝑖𝑦𝑖𝑙
𝑠
𝑖=1  (ii) 

Subject to 

∑ 𝑣𝑗𝑥𝑗𝑙
𝑟
𝑗=1 = 1 (iii) 

∑𝑢𝑖𝑦𝑖𝑚

𝑠

𝑖=1

−∑𝑣𝑗𝑥𝑗𝑚

𝑟

𝑗=1

≤ 0,𝑚 = 1,…… , 𝑛. 

The efficiency computed from the CRS model in equation (ii) is an 
aggregate measure of technical efficiency of the DMUs (in our case, the 
banks). In this regard, the obtained results from equation (iii) group the 
banks into a category of efficient and inefficient banks. 

However, the application of the CCR model requires the DMUs to 
be operated and treated at the optimal level. Due to the imperfect 
competition in the market, and other constraints in the banking industry, 
the results of the technical efficiency, followed by the CRS assumption are 
more likely to be caught up with the scale efficiency. In order to remove 
this delinquency, the extended model formulated by (Banker et al., 1984), 
containing the assumption of Variable Returns to Scale VRS will is referred 
to. Moreover, the extended BCC model estimates the Technical Efficiency, 
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by avoiding the Scale Efficiency effects. The formation of the BCC model, 
by taking into account the convexity constraint c can therefore be written 
as; 

maximise𝐸𝑙 = ∑ 𝑢𝑖𝑦𝑖𝑙
𝑠
𝑖=1 − 𝑐𝑙 (iv) 

Subject to; 

∑ 𝑣𝑗𝑥𝑗𝑙
𝑟
𝑗=1 = 1  

∑𝑢𝑖𝑦𝑖𝑚

𝑠

𝑖=1

−∑𝑣𝑗𝑥𝑗𝑚

𝑟

𝑗=1

− 𝑐𝑙 < 0,𝑚 = 1,…… ,𝑁. 

The present study has utilized the CCR and BCC models, 
containing the CRS and VRS assumptions of scale, by following an input 
orientation. This is so because it is assumed that the inputs can easily 
control by the bank managers (Fethi & Pasiouras, 2010). Whereas, a change 
in the total factor productivity of the private banks has been captured 
through the DEA, Malmquist Productivity Index (MPI), which is specially 
designed to evaluate the variations in the efficiency, with respect to time. 
This concept was originally coined in by Prof. Sten Malmquist in 1953. 
Later on, it was contemplated and incorporated into a non-parametric 
framework, by several authors (Caves, Christensen, & Diewert, 1982; Färe, 
Grosskopf, Lindgren, & Roos, 1994; Färe, Grosskopf, Lovell, & Pasurka, 
1989; Thrall, 2000). It is noteworthy that this model is based upon a 
comparative production function, and completely resembles the 
“comparative static” analysis.  

This research has been carried out by having the total utility to deal 
with the secondary data that has been obtained for the purpose of this 
study. The financial data has been acquired to gain access to the efficiency 
and productivity of private banks. The time span encompasses a period 
from 2013 to 2017, thus avoiding any abnormal changes that might have 
occurred in the overall structure of the private banks of Pakistan and India. 
Moreover, the data has been thoroughly been scrutinized, in order to avoid 
any possible inconsistencies, reporting errors and double counting. The 
data that has been collected, has then been converted into a dollar value, in 
order to make an analysis that is premium, as well as uniform in nature. 
The DEAP 2.1 software was then used at three levels of efficiency. In this 
regard, TE has been taken to be the firm’s realization to yield the maximum 
output, by consuming the available set of inputs (Banya & Biekpe, 2018). 
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The PTE has been considered to be a measure that confirms the level of 
inefficiency, due to the underperformance of the managerial functions 
(Ataullah* et al., 2004). The SE is a variable that is known to reflect where 
the firm lies in the most productive scale size, for the given period of 
analysis (Kounetas & Tsekouras, 2007). Also, the value of TE is computed 
by considering the multiple impact of PTE and SE.  

3.1. Malmquist Productivity Index MPI 

The DEA-based MPI measures the productivity tend to change, or 
on the other hand, there are changes experienced in the Total Factor 
Productivity (TFP), of the banking sector. The value of TFP has experienced 
changes, and any of its decomposed components, particularly in this 
empirical setting, has provided information regarding the sources of 
change in productivity. It is understood that researchers and the 
practitioners can extract valuable information from the MPI scores. Any 
value of the MPI score that is greater than one indicates that there is an 
improvement in the TFP, while a value less than one refers to a decline in 
the efficiency growth (Coelli, 1998; Fernandes et al., 2018). The rise in the 
overall efficiency is the result of pure technical efficiency or scale efficiency. 
Whereas, the rise in technical efficiency shifts the productivity movement 
in an upward direction. Any value associated with the change in total 
factor productivity, and its associated components that have been greater 
than one, indicates an enhancement in the productivity movement. In this 
regard, the results of the MPI have been derived from the software package 
DEAP 2.1 of (Coelli, 1996). 

3.2. Data Source And Selection Criteria 

When referring to the sources of data and selection criteria, for this 
particular study, the data has been gathered from the annual financial 
statements of each bank. These statements have been made available, in 
order to maintain the transparency of accounts, of the banking company. 
In this regard, the main justified conditions that are adhered to, in order to 
gather the panel data, are mentioned below: 

1. The bank should be a private commercial bank. 

2. The selected bank should be a fully operating bank. 

3. The data for all the variables included should be available. 

4. The financial statement should be available, and published 
internationally. 
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5. The data corresponding to the entire selected period of all the banks 
should be available. 

As per the aforementioned criteria, out the twenty banks taken into 
consideration, nineteen of the private commercial banks from Pakistan, 
and out of twenty-one, nineteen private commercial banks from India were 
able to fulfill the desired criteria. The reason for leaving out NIB Bank 
Limited, from Pakistan, was due to its merger with MCB in the year 2017. 
In the case of India, Bandhan Bank, and IDFC Bank did not make it to the 
selection criteria, as they were established in 2015. It means that more than 
90% of the private commercial banks were taken into account for the 
analysis 

3.3. Inputs And Outputs Of The Study 

While dealing with DEA, the choice of the most desired inputs and 
outputs is a contentious issue. In order to address this issue,  the selection 
purpose production approach, and the intermediation approach are the 
most commonly used approaches, as observed in the banking literature. 
Under the production approach, banks are considered as producers of 
loans and depositors of account services. This is in contrast with the 
intermediation approach, which considers banks to serve as financial 
intermediaries between the savers and investors (Davutyan & Yildirim, 
2017; Fujii, Managi, & Matousek, 2014; Wanke, Barros, & Emrouznejad, 
2016). 

The current study is following the intermediation approach, 
primarily because it was argued, and justified that it is the most suitable 
approach for analyzing the bank level efficiency. Whereas, the branch level 
efficiency is well measured through the production approach as well 
(Berger & Humphrey, 1997). Under the intermediation approach, research 
is typically carried on by taking into account the total deposits (deposit and 
other accounts), and the total capital as inputs, that are then utilized for the 
production of investments, and making loans & advances (advances net of 
provision) as the outputs.  

It is noteworthy here that the deposits are taken to be the total 
deposits that come forth from the corporate and private customers. This is 
considered to be a measure that has an authenticated input for efficiency, 
as evident in the literature (Banya & Biekpe, 2018; Stewart et al., 2016). 
Moreover, the total capital includes inputs such as the ordinary share 
capital, reserves, un-appropriated profit or loss, and other inputs that are 
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needed to create wealth. Moreover, it has a reputation of authenticity in 
the literature as well (Fernandes et al., 2018; Sathye, 2015). Moving 
forward, investment is the sum of all securities, along with equity, and 
other investments. It is considered to be a highly sophisticated output, that 
is to be used for measuring efficiency, as expressed in the extant literature 
(Kamarudin et al., 2017; Sufian & Habibullah, 2012). In addition to this, in 
this regard, loans and advances include the loans to the other banks and 
customers (Sathye, 2015; Sufian & Akbar Noor Mohamad Noor, 2009).  

The selection of these inputs and outputs has been influenced by 
extending the literature review on the DEA application on the banking 
industry, and as per the availability of the data. The number of inputs and 
outputs to be used in the study are in accordance with the well-accepted 
rule of thumb as suggested by (W. Cooper, Seiford, Tone, & Zhu, 2007), 
who claim that the number of DMUs must be greater than three times of 
the sum of the inputs and outputs. Therefore, this study fulfills the 
required criteria to do so. The statistics of the included inputs and outputs 
are tabulated below; 

4. Results and Discussion 

When referring to the results of the study, and the discussion 
around it, Table 1 presents the descriptive statistics analysis of Pakistani 
and Indian banks. In the descriptive analysis, the mean, median and 
standard deviation values have been highlighted. The results reveal that 
the inputs values, in the shape of the total deposits and total equity, for 
Indian banks are bigger than those of the Pakistani banks. The results also 
describe that the outputs of Indian banks is also superior to that of 
Pakistani banks.  

Table 1: Descriptive statistics of DEA inputs & outputs (in US $) 

  Pakistan   India 

  Mean Median Std. Dev.  Mean Median Std. Dev. 

Inputs        
Total deposits 3128.811 2287.632 2994.928  14478.200 7638.915 19775.200 
Total equity 295.903 167.147 307.111  2182.868 726.337 3498.183 
Outputs        
Total investment 1935.802 1109.756 2163.943  5987.725 2126.630 9730.655 
Loans and 
advances  1476.454 1045.607 1252.223  12746.370 5654.091 18779.470 
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4.1. Efficiency Analysis 

In the separate country analysis, the efficiency scores of the banking 
sector of each country that has been considered for this study, have been 
calculated separately. This permits the researchers to find out the most 
efficiently performing bank, along with the overall performance of the 
banking sector in its own trajectory. On the other hand, in the joint country 
analysis, all the sampled banks of both the countries are combined under a 
single umbrella. This experiment permits the access to a more efficient 
banking sector in the case of Pakistan and India.  

Moving on, Table 2 presents the average year-wise efficiency scores 
of Pakistani banks. The results also report that the three efficiency levels 
gradually increase after the year 2014. In accordance to this, the TE ranges 
from 63% to 100%. The average technical scores of the nineteen private 
banks, of the Pakistani banking industry, is about 91.1%. Thus, there is still 
an inefficiency of approximately 8.9% that needs to be addressed and 
improved accordingly. Annexure-A presents the bank-wise results of the 
sampled banks. As observed, Samba Bank and Summit Bank have been 
considered to show efficiency throughout the years of the analysis.  

Table 2: Separate country analysis of Pakistan. A Year-wise efficiency 

summary (in %) 

Year TE PTE SE  T-INE PT-INE S-INE No. / % of Efficient 

Banks 

2013 92.432 96.547 95.632  7.568 3.453 4.368 6 (31%) 
2014 87.768 95.863 91.402  12.232 4.137 8.598 5 
2015 89.247 95.884 93.013  10.753 4.116 6.987 5 
2016 91.747 96.558 94.957  8.253 3.442 5.043 5 
2017 94.505 98.195 96.130  5.495 1.805 3.870 10 

Average 91.140 96.609 94.227  8.860 3.391 5.773  

Source: Author’s own estimates 
Note: TE is the Technical efficiency, PTE is the Pure technical efficiency, SE is the Scale 
efficiency, T-INE is the Technical inefficiency, PT-INE is the Pure technical inefficiency, and 
S-INE is the Scale inefficiency. 
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Figure 1: Efficiency Trend of Pakistani Private Banks 

 

The overall analysis of Pakistani banks indicates that the major 
source of technical inefficiency is scale inefficiency. In that context, the 
average score obtained for SE, for the five years of analysis that have been 
taken into consideration, is 94.2%. This primarily means that the 
divergence from the most productive scale size is 5.8%, which is more than 
the average inefficiency that has been recorded (100-96.6=3.4%). It also 
implies that on average, nineteen banks could produce the same output by 
using 3.4% lesser resources, than they consume in actuality. The year 2017 
was the best year for Pakistani banks, mainly because it recorded the 
maximum number of efficient banks i.e. 10. Moreover, there were 
minimum scores of scale inefficiency i.e. 3.87%, and maximum scores of 
TE, PTE, and SE, as well. 

As far as the Indian banking sector is concerned, it performed 
significantly better than Pakistani banks. The results have been mentioned 
in Table 3. On an average, these banks scored 93.8% in terms of the 
technical grounds, and 97.4% in terms of their managerial capabilities, and 
96.3% in maintaining the productive scale size. That is to say, all the three 
standards experienced an upward directional trend, as the year passed 
after 2015. The detailed results have been presented in Annexure-A1. It is 
evident that the ICICI bank, Tamilnad Mercantile bank, Catholic Syrian 
bank, and the Lakshmi Vilas Bank are the respective banks that are seen to 
be performing exceptionally well in all three departments of efficiency 
estimates from the years 2013 to 2017.  
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Table 3: Separate Country Analysis of India. A Year-Wise Efficiency 

Summary 

Year TE PTE SE T-INE PT-INE S-INF No. of Efficient 

Banks 

2013 94.342 97.711 96.601 5.658 2.289 3.399 8 
2014 92.632 96.742 95.819 7.368 3.258 4.181 6 
2015 92.453 97.189 95.166 7.547 2.811 4.834 6 
2016 94.100 97.195 96.879 5.900 2.805 3.121 7 
2017 95.632 98.389 97.232 4.368 1.611 2.768 8 

Average 93.832 97.445 96.339 6.168 2.555 3.661 7.000 

Source: Author’s own estimates 
Note: TE is the Technical efficiency, PTE is the Pure technical efficiency, SE is the Scale 
efficiency, T-INE is the Technical inefficiency, PT-INE is the Pure technical inefficiency, 
and S-INE is the Scale inefficiency. 

Figure 2: Efficiency Trend of Indian Private Banks 

 

As seen from the results, on an average scale, the sampled banks 
deviated (100-96.3=3.7%) from their optimal size of the scale. If a 
comparison was made between the average efficiency scores, and the 
number of efficient banks of both countries, it would be evident that the 
win would be for India. Moreover, if we consider the level of inefficiency, 
Indian banks showed a lower average percentage, as compared to 
Pakistani banks, in the separate country analysis. 

The findings of the joint country analysis were quite interesting, 
and completely in line with a study conducted by (Sathye, 2015). The score 
of efficiency declined as the frontier got wider. Moreover, the average 
efficiency showed a decrease, because each bank that was taken into 
consideration, from each of the countries, was relatively compared with all 
the banks that were included in the analysis. Moreover, the cross-country 
frontier analysis broadened the scope of the comparison that resulted the 
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reduction of the efficiency estimates, as seen in Table 4. On an overall scale, 
both the countries excelled by 89.2% in technological utilization, with a 
94.7% win in terms of the managerial competences, and 94.1% win in 
keeping the optimal size of the productively intact,  throughout the period 
of analysis. In addition to this, we can clearly observe that the private banks 
of both the countries reacted, by performing consistently well after the year 
2015. The efficiency lines seen in the Figure 3 have been seen to be moving 
faster in an upward direction, so as to achieve the maximum level of 
efficiency. It is also worth noticing that after 2015, the number of efficient 
banks tended to increase, and the levels of inefficiency decreased, as clearly 
seen in Annexure-B of this paper.  

Table 4: Joint Country Analysis of Pakistan & India. Year-Wise 

Efficiency Summary 

YEAR TE PTE SE T-INE PT-INE S-INF No. of Efficient 

Banks 

2013 89.805 95.063 94.443 10.195 4.937 5.557 9 
2014 86.563 92.579 93.552 13.437 7.421 6.448 5 
2015 86.489 93.600 92.419 13.511 6.400 7.581 5 
2016 90.595 95.568 94.819 9.405 4.432 5.181 8 
2017 92.561 96.903 95.496 7.439 3.097 4.504 12 

Average 89.203 94.743 94.146 10.797 5.257 5.854 7.800 

Source: Author’s own estimates 
Note: TE is the Technical efficiency, PTE is the Pure technical efficiency, SE is the Scale 
efficiency, T-INE is the Technical inefficiency, PT-INE is the Pure technical inefficiency, 
and S-INE is the Scale inefficiency. 
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Figure 3: Efficiency Trend of Pakistani and Indian Private Banks 

 

Had we penetrated deeper, and distributed the joint frontier 
analysis between the two countries, the performance of each country could 
then be judged separately. The country-wise average efficiency scores have 
been given in Table 5. The average TE, PTE and SE of the private banks in 
India, for the five years taken into consideration, encompassing a time 
frame from the year  2013 to 2017, came out to be 91%, 95.7% and 95.3%, 
respectively. These values were clearly more than the 87.4%, 93.8% and 
93% of the Pakistani banks.  

Table 5: Joint country analysis of India and Pakistan. Country-wise 

efficiency summary 

Country AV. TE AV. PTE AV. SE 

India 91.032 95.661 95.251 
Pakistan 87.374 93.844 93.040 

Source: Author’s own estimates 
Note: AV. TE is the Average Technical Efficiency, AV. PTE is the Average Pure Technical 
Efficiency, and AV. SE is the Average Scale Efficiency 
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Figure 4: Efficiency Bars of Pakistani and Indian Private Banks 

 

The heights of the average scores of the three efficiency levels in the 
Figure 4 also proved the evidence confirming the superior position of 
Indian banks over Pakistani banks.  

Here, it is noteworthy that the banks that have been considered, 
either in the separate country analysis, or in the joint country analysis, have 
shown 100% TE scores. Moreover, they have always reflected the same 
scores for PTE and SE as well. But some banks that have been highlighted 
in the Annexures have shown 100% scores of PTE, but they have not shown 
100% scores of TE. This primarily means that the banks that failed to 
influence the grand efficiency frontier, while operating with the VRS, were 
declared to be inefficient. This inefficiency was either due to the PTE or SE 
that should have ideally been improved in order to meet the highest level 
of efficiency. It also means that if a bank operates at a level that is more 
than the productive scale size, or operates at a level that is less than that 
scale, it will be considered as an inefficient bank. To analyze this revelation 
more closely, the study looked into a returns to scale analysis. 

4.2. Returns To Scale Analysis 

The applied models restrict the sampled banks of Pakistan and 
India, to operate according to either the CRS or the VRS framework. While 
functioning with the CRS, it was noticed that an increase in the input 
required a same, proportionate increase in the output. Contrary to this 
however, an increase in the input demands a disproportionate growth in 
the output, particularly when the banks operate under the VRS. Therefore, 
while working with the VRS, the returns to scale that were experienced 
over the years that have been taken into consideration may either be an 
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increasing, decreasing or constant return to scale (CRS, IRS, DRS). 
Moreover, when a bank’s measured output of relative efficiency returns at 
the level of the CRS, it means that it is operating at a 100% level of 
efficiency. Furthermore, when the efficiency level increases with the 
passage of time, it indicates towards an operation at the IRS, and vice versa. 
The return to scale analysis provides a much delegated picture of the 
analysis. There are a total of 38 banks that have been taken into 
consideration in the experiment, and every bank has to operate at least one 
scale of return, for each year. 

When discussing the country level analysis, the results of the 
returns to scale of Pakistani private banks, are presented in Table 6. As it is 
evident, from the total sampled banks, 52% were operational at the DRS, 
16% at IRS and, 33% at CRS. In this regard, Samba Bank and Summit Bank 
were banks that were fully efficient, with 100% efficiency scores at all the 
levels of efficiency, and showing their operational returns at CRS, as seen 
in Table 7. Furthermore, the same in the case for Indian banks. ICICI Bank, 
Tamilnad Mercantile Bank, Catholic Syrian Bank, and Lakshmi Vilas Bank 
were banks that were functioning at CRS. This is the primary reason why 
these banks were nominated as fully efficient banks, particularly in their 
own country’s efficiency frontier analysis. It also means that these banks 
established the optimal combination of inputs and outputs in their 
operations, while always operating at CRS.  
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Whereas, when observing Table 7 at a glance, Indian banks 
exhibited percentages of 37%, 31% and 33% of the operating returns, when 
it came to the CRS, IRS, and the DRS measures consecutively. While 
making a comparison of the efficiency scores with the returns to scale 
results, in the separate country analysis, it can be clearly inferred that the 
overall Indian private banks have maintained higher efficiency scores 
(Table 2&3), as compared to Pakistani banks. Moreover, they also 
preserved the same position in their returns to scale analysis as well. 
Moreover, it can also be seen that 37% of the Indian banks were operating 
at CRS, and 31% of them were at IRS. However, the percentage of the 
Pakistani banks operating with CRS was at 33%, and the IRS was at a 16% 
level, which was observed to be lower than Indian banks. 

  



A Comparative Study of Banking Sectors of Pakistan and India 63 

  

T
a

b
le

 7
: 
S

e
p

ar
a

te
 C

o
u

n
tr

y
 A

n
al

y
si

s 
o

f 
In

d
ia

. 
R

et
u

rn
s 

to
 S

ca
le

 A
n

al
y

si
s 

B
a

n
k

s 
2

0
1

3 
2

0
1

4 
2

0
1

5
 

2
0

1
6 

2
0

1
7 

C
o

u
n

t 
b

a
n

k
 i

n
 n

o
. 

C
o

u
n

t 
b

a
n

k
 %

 

R
E

T
U

R
N

 T
O

 S
C

A
L

E
 

C
R

S
 

IR
S

 
D

R
S

 
C

R
S

 
IR

S
 

D
R

S
 

A
x

is
 B

a
n

k
 L

td
. 

d
rs

 
d

rs
 

d
rs

 
- 

- 
2

 
0

 
3

 
4

0 
0

 
6

0 
C

it
y

 U
n

io
n

 B
a

n
k

 L
td

. 
ir

s 
ir

s 
ir

s 
ir

s 
ir

s 
0

 
5

 
0

 
0

 
1

0
0 

0
 

D
C

B
 B

a
n

k
 L

td
. 

ir
s 

ir
s 

ir
s 

ir
s 

ir
s 

0
 

5
 

0
 

0
 

1
0

0 
0

 
D

h
a

n
la

x
m

i 
B

a
n

k
 L

td
 

- 
ir

s 
- 

- 
- 

4
 

1
 

0
 

8
0 

2
0 

0
 

H
D

F
C

 B
a

n
k

 L
td

. 
 

d
rs

 
d

rs
 

d
rs

 
d

rs
 

d
rs

 
0

 
0

 
5

 
0

 
0

 
1

0
0 

IC
IC

I 
B

a
n

k
 L

td
. 

- 
- 

- 
- 

- 
5

 
0

 
0

 
1

0
0 

0
 

0
 

In
d

u
si

n
d

 B
a

n
k

 L
td

. 
ir

s 
ir

s 
ir

s 
ir

s 
ir

s 
0

 
5

 
0

 
0

 
1

0
0 

0
 

K
o

ta
k

 M
a

h
in

d
ra

 B
a

n
k

 L
td

. 
- 

ir
s 

ir
s 

d
rs

 
ir

s 
1

 
3

 
1

 
2

0 
6

0 
2

0 
N

a
in

it
a

l 
B

a
n

k
 L

td
.  

 
ir

s 
ir

s 
ir

s 
ir

s 
ir

s 
0

 
5

 
0

 
0

 
1

0
0 

0
 

R
B

L
 B

a
n

k
 

- 
ir

s 
ir

s 
- 

- 
3

 
2

 
0

 
6

0 
4

0 
0

 
T

a
m

il
n

a
d

 M
e

rc
a

n
ti

le
 B

a
n

k
 L

td
. 

 
- 

- 
- 

- 
- 

5
 

0
 

0
 

1
0

0 
0

 
0

 
T

h
e

 C
a

th
o

li
c 

S
y

ri
a

n
 B

a
n

k
 L

td
. 

- 
- 

- 
- 

- 
5

 
0

 
0

 
1

0
0 

0
 

0
 

T
h

e
 F

e
d

e
ra

l 
B

a
n

k
 L

td
. 

ir
s 

ir
s 

d
rs

 
d

rs
 

d
rs

 
0

 
2

 
3

 
0

 
4

0 
6

0 
T

h
e

 J
a

m
m

u
 &

 K
a

sh
m

ir
 B

a
n

k
 L

td
. 

d
rs

 
d

rs
 

d
rs

 
d

rs
 

d
rs

 
0

 
0

 
5

 
0

 
0

 
1

0
0 

T
h

e
 K

a
rn

a
ta

k
a 

B
a

n
k

 L
td

. 
d

rs
 

d
rs

 
d

rs
 

d
rs

 
d

rs
 

0
 

0
 

5
 

0
 

0
 

1
0

0 
T

h
e

 K
a

ru
r 

V
y

sy
a

 B
a

n
k

 L
td

. 
d

rs
 

ir
s 

d
rs

 
d

rs
 

d
rs

 
0

 
1

 
4

 
0

 
2

0 
8

0 
T

h
e

 L
a

k
sh

m
i 

V
il

a
s 

B
a

n
k

 L
td

. 
- 

- 
- 

- 
- 

5
 

0
 

0
 

1
0

0 
0

 
0

 

T
h

e
 S

o
u

th
 I

n
d

ia
n

 B
a

n
k

 L
td

. 
d

rs
 

- 
- 

d
rs

 
d

rs
 

2
 

0
 

3
 

4
0 

0
 

6
0 

Y
E

S
 B

a
n

k
 

- 
- 

d
rs

 
d

rs
 

- 
3

 
0

 
2

 
6

0 
0

 
4

0 

  
  

  
  

  
  

3
5 

2
9 

3
1 

3
7 

3
1 

3
3 

S
ou

rc
e:

 A
u

th
o

r’
s 

o
w

n
 e

st
im

a
te

s 
N

ot
e:

 C
R

S
 i

s 
th

e 
C

o
n

st
a

n
t 

R
et

u
rn

 t
o

 S
ca

le
, I

R
S

 i
s 

th
e 

In
cr

ea
si

n
g

 R
et

u
rn

 t
o

 S
ca

le
, a

n
d

 D
R

S
 i

s 
th

e 
D

ec
re

as
in

g
 R

et
u

rn
 t

o
 S

ca
le

 
 



Aamir Shahzad, Tahir Mahmood, Mehwish Shahzad 64 

The results obtained from the table display that in India, a greater 
number of banks exhibit 100% efficiency scores (CRS), or increasing 
efficiency levels (IRS) as compared to Pakistani banks. While discussing 
about the DRS, the proportion of Pakistani banks is 52%, which is higher 
than the Indian banks. This essentially implies that Pakistani banks, 
operating with DRS, have shown lower efficiency scores. It can also be 
inferred from the comparison that working with CRS or IRS always 
enhances the efficiency. On the other hand, operating with DRS tends to 
reduce the efficiency level as well.  

In the joint country analysis, the results of the returns to scale are 
tabulated in Table 8. On an overall level, the percentage of the total banks 
sampled that contained the DRS, IRS and CRS scores of both the countries 
were at 47%, 32%, and 22%, respectively. This happens to be a 
consolidated, unfavorable level of operating returns, as the value of the 
DRS is deemed to be higher. This is primarily because when we combined 
both the countries under the joint country analysis umbrella, the efficiency 
tended to decrease, which caused more banks to operate with DRS. 
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Table 8: Joint Country Analysis of Pakistan and India. Return to Scale 

Analysis 

Banks 
2013 2014 2015 2016 2017 Count bank in no. Count bank % 

RETURN TO SCALE CRS IRS DRS CRS IRS DRS 

India        

Axis Bank Ltd. drs drs drs - - 2 0 3 40 0 60 
City Union Bank Ltd. irs irs irs Irs irs 0 5 0 0 100 0 
DCB Bank Ltd. irs irs irs Irs irs 0 5 0 0 100 0 
Dhanlaxmi Bank Ltd irs irs irs Irs irs 0 5 0 0 100 0 
HDFC Bank Ltd.  drs drs drs Drs drs 0 0 5 0 0 100 
ICICI Bank Ltd. - - - - drs 4 0 1 80 0 20 
Indusind Bank Ltd. irs irs drs Irs drs 0 3 2 0 60 40 
Kotak Mahindra Bank Ltd. - irs irs Drs drs 1 2 2 20 40 40 
Nainital Bank Ltd.   irs irs irs Irs irs 0 5 0 0 100 0 
RBL Bank - irs irs - irs 2 3 0 40 60 0 
Tamilnad Mercantile Bank Ltd.  - - drs - - 4 0 1 80 0 20 
The Catholic Syrian Bank Ltd. irs irs irs Irs irs 0 5 0 0 100 0 
The Federal Bank Ltd. irs drs drs Drs drs 0 1 4 0 20 80 
The Jammu & Kashmir Bank 
Ltd. 

drs drs drs Drs drs 0 0 
5 

0 0 100 

The Karnataka Bank Ltd. drs drs drs Drs drs 0 0 5 0 0 100 
The Karur Vysya Bank Ltd. drs drs drs Drs drs 0 0 5 0 0 100 
The Lakshmi Vilas Bank Ltd. - drs drs - - 3 0 2 60 0 40 
The South Indian Bank Ltd. drs drs drs Drs drs 0 0 5 0 0 100 
YES Bank - drs drs Drs drs 1 0 4 20 0 80 

  17 34 44 18 36 46 

Pakistan 

Albaraka Bank (Pakistan) Ltd. irs irs irs Irs irs 0 5 0 0 100 0 
Allied Bank Ltd. drs drs drs Drs drs 0 0 5 0 0 100 
Askari Bank Ltd. drs drs drs Drs - 1 0 4 20 0 80 
Bank Al-Habib Ltd. - - drs - - 4 0 1 80 0 20 
Bank Alfalah Ltd. drs drs drs Drs drs 0 0 5 0 0 100 
Bankislami Pakistan Ltd. irs irs irs Irs irs 0 5 0 0 100 0 
Dubai Islami Bank Pakistan 
Ltd. 

irs irs - Irs irs 1 4 
0 

20 80 0 

Faysal Bank Ltd. - drs drs Drs drs 1 0 4 20 0 80 
Habib Bank Ltd. drs drs drs Drs drs 0 0 5 0 0 100 
Habib Metropolitan Bank Ltd. irs drs drs Drs - 1 1 3 20 20 60 
JS Bank Ltd. irs - - Drs - 3 1 1 60 20 20 
MCB Bank Ltd. - drs drs Drs drs 1 0 4 20 0 80 
Meezan Bank Ltd. irs drs drs Drs - 1 1 3 20 20 60 
Samba Bank Ltd irs irs - - - 3 2 0 60 40 0 
Silkbank Limited irs irs irs Irs irs 0 5 0 0 100 0 
Soneri Bank Ltd. irs irs - Drs - 2 2 1 40 40 20 
Standard Chartered Bank 
(Pakistan) Ltd. 

drs drs drs Drs drs 0 0 
5 

0 0 100 

Summit Bank Ltd. - - - - - 5 0 0 100 0 0 
United Bank Ltd. drs drs drs Drs - 1 0 4 20 0 80 
            24 26 45 25 27 47 
            41 60 89 22 32 47 

Source: Author’s own estimates 
Note: CRS is the Constant Return to Scale, IRS is the Increasing Return to Scale, and DRS is 
the Decreasing Return to Scale. 
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If we were to analyze the results more deeply, and split the joint 
analysis, the efficiency of Indian banks tended to remain higher than that in 
Pakistani banks. Although the proportion of Pakistani banks, operating 
under the CRS has been higher than the Indian banks, yet, the percentage of 
Indian banks working with IRS happens to be much higher than that in 
Pakistani banks. As the increase in the efficiency acts as a factor, contributing 
towards an additive impact of CRS and IRS, it is also negatively associated 
with the increase in the DRS. Therefore, 18% of Indian banks tend to operate 
with CRS, and 36% with IRS. Whereas, 25% banks of Pakistan exhibit CRS, 
27% work with IRS, and 47% operate with DRS. Moreover, the percentage 
of Pakistani banks operating with DRS i.e. 47%, is higher than the same 
variable in the Indian banks i.e. 46%. The reported results imply that the 
banks have experienced more points in CRS & IRS, showing better and more 
efficiency scores. Therefore, an increase in CRS and IRS has become one of 
the main sources of improvement in the efficiency, particularly for 
underperforming banks. But while looking at the results of DRS, it is clear 
that the efficiency responds in an opposite manner to the DRS. It also means 
that higher percentages of DRS contribute adversely towards all the levels 
of efficiency. Therefore, the efficient performance of the banks can be 
predicted by their returns to scale. Moreover, these findings are supported 
by the literary evidence available on this discipline (Aghimien et al., 2016; 
Banya & Biekpe, 2018; Yudistira, 2004). 

Moving on, Table 9 specifies the annual productivity changes 
during the time span from 2013 to 2017, and the decomposed components 
of the banking sectors of both the countries. Overall, we can observe that 
the TFP change, during the five years of analysis is 1.014 (Tfpch > 1); thus 
showing a change in the TFP at a percentage of 1.4, during the period of 
analysis. The most productive year during the encompassed period was 
observed to be 2015, when the change in TFP was at a rate of 4.1%. It is also 
noteworthy that 2015 was the year which experienced a significant growth 
in the efficiency, for both the countries, in the joint country frontier 
analysis. The reason for this high rate of increase happened to be the 
positive progress of technological advancements (Techch = 4.4%).   
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Table 9: Year-wise Malmquist Productivity Index of Private 

Commercial Banks of the SAARC Region 

Year Effch Techch Pech Sech Tfpch 

2014 0.964 1.075 0.974 0.989 1.035 
2015 0.997 1.044 1.011 0.986 1.041 
2016 1.051 0.902 1.022 1.029 0.948 
2017 1.022 1.01 1.018 1.005 1.032 

Average 1.008 1.005 1.006 1.002 1.014 

Source: Author’s own estimates 
Note: EFFCH is the Technical Efficiency Change, TECHCH is the Technological Change, 
Pure Technical Efficiency Change, SECH is the Scale Efficiency Change, and TFPCH is the 
Total Factor Productivity Change. 

Moreover, the year 2016 exhibited a deterioration of 5.2%. This 
decrease in the TFPCH was experienced due to the highest loss of 
technological component utilization, which was derived to be less than one 
(Techch=0.902). But the overall joint position of both the countries, 
reflected a positive change in the factor of Technical Efficiency, i.e.,EFFCH, 
the Technological Component, i.e., TECHCH, Pure Technical Efficiency, 
i.e., PECH, and the Scale Efficiency, i.e., SECH which were recorded at 
0.8%, 0.5%, 0.6%, 0.2%, respectively. Finally, when looking at the holistic 
picture, the entire MPI component contributed positively, in order to gain 
a positive TFP rate of 1.4%. 

5. Conclusion 

The motivation behind this study was to examine the efficiency and 
productivity of private commercial banks of Pakistan and India. It is 
common knowledge that the banking sectors of both the countries have 
faced serious ups and downs in the history of their banking sector 
development.   

For the purpose of this paper, the efficiency has been evaluated by 
employing the DEA method. The results of efficiency are reported in the 
separate, as well as joint country context, and reflect the superiority of 
Indian banks over Pakistani banks. In this regard, the major source of the 
decline in the efficiency has been observed to be the poor progress in 
constructing the most productive use of the available input resources, 
during the time period that has been taken into consideration. Therefore, 
keeping the results in mind and making a comparative assessment, we 
observe that the private banks in India are more efficient in terms of 
making use of their input resources, as the scores of TE that are specific to 
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the Indian banks are more than that of the Pakistani banks, in both the 
analysis. The source of managerial inefficiency (PTE) also depends upon 
the underperformance of the managerial functions. In this case, the 
banking strategies of Indian banks are far better than those of the Pakistani 
banks. By combining the banks of both the countries, the overall, as well as 
the individual level of efficiency of each country seems to have decreased. 
This means that by expanding the room for experiment, so as to calculate 
the efficiency, the average efficiency will decrease, primarily due to the 
expansion in the relative comparison among the sampled banks.  

The returns to scale analysis promulgates to find the source of 
inefficiency that might be prevailing. In both of the analysis performed, the 
Indian banks lead with a better operation, when it comes to the  CRS and 
IRC. This is because the improvement in efficiency is responsible for the 
additive impact of CRS and IRS. Whereas, operating with DRS has always 
contributed adversely towards the factor of efficiency. The MPI results 
have also shown the changes in the decomposed elements of the TFP. The 
results of changes in TPF are positive, indicating an improvement in the 
combined effect of all the private banks included. 

Nonetheless, the study has some limitations as well. The scope of 
the study can be expended by estimating the cost and profile of the 
efficiency. Moreover, an extension in the number of years considered, and 
increase in the number of developing countries in the experiment may 
enhance the scope as well. The determinants of the efficiency, and the 
inclusion of the banking and environment variables can also widen the 
range of the research.     
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Abstract 

This study investigates the impact of market orientation on brand loyalty, 
primarily through variables pertaining to the purchase intention and brand image. 
In order to achieve this aim, this study have resorted to testing the relationships 
between customer-defined market orientation and purchase intention, and the 
brand image, leading to brand loyalty. In this regard, the study is quantitative in 
nature, and uses the cross-sectional design. For this purpose, the primary data 
were collected from gold jewelry customers (n = 413) from Karachi, Pakistan. 
Three key findings emerged from the structural model testing. The first finding 
revealed that the customer, competitor and interventional orientation are 
positively associated with the purchase intention, brand image and loyalty of gold 
jewelry customers. Secondly, in simple mediation, the purchase intentions and 
brand image tend to fully mediate the impact of customer orientation, and 
competitor orientation on the brand loyalty of gold jewelry customers, while 
partially mediating the association between the interfunctional coordination and 
brand loyalty. The third finding revealed that, in parallel to the mediation effect, 
the impact of customer, competitor and interfunctional orientation on brand 
loyalty is fully mediated by the purchase intention and brand image. This research 
is useful for gold jewelry businesses and business owners, since on a comparative 
level, less research has been conducted in the domestic industry of Pakistan.  
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1. Introduction 

The magnitude of gold business is profoundly expanding 
worldwide, as it is a luxury good that is ever so popular on a global level. 
In Pakistan, the import and export of gems and jewelry seems to have 
indicated a remarkable amount of progress in the recent years (Pakistan 
Gems and Jewelry Development Company, 2020). In this regard, according 
to the Government of Pakistan (2013), the exports of gems and jewelry 
worth $1.62 billion were recorded in the year 2012 alone. 

Pakistan enjoys the status of being the 40th largest economy of the 
world (Zahid, 2017). However, the GDP growth experienced a decline of -
1.5% in the year 2020, due to multiple factors that came into play (World 
Bank, 2020).  Haq (2016) reported that the retail market size of Pakistan is 
projected to be around $152 billion, and the  market growth rate has also 
been rising by about 8 %, on an annual basis. Furthermore, the retail sector 
contributes towards 18% of the total GDP, and provides employment to 
about 16% of the total labor force (Shaikh, 2017). According to the Trade 
Development Authority of Pakistan (2016), approximately 20,000 jewelry 
retailers provided access to precious jewels, and other related services, to 
customers across the country. It is generally believed that international 
investors seek a secure shelter by investing in precious metals like gold in 
countries such as Pakistan (Opdyke, 2010). More and more investors are 
willing to invest in gold bullion, because the demand for gold has been on 
the rise in the last few years, which positions Pakistan among the top ten 
consumers of gold, around the globe (Daily Times, 2009). From the 
retailer’s perspective, the gold jewelry industry significantly growing; 
however, research provides limited evidence on how the gold jewelry 
business owners/managers are able to create loyal consumers of this 
luxury product. 

A popular concept emerging from marketing literature is that of 
market orientation.  Market orientation reflects a firm’s ability to respond 
to the changing market conditions, by gaining useful information from 
different sources (within and outside the enterprise), in order to create 
superior customer value (Coley, Mentzer, & Cooper , 2010; Sampaio, 
Mogollón, & Rodrigues , 2020). In earlier studies, market orientation has 
often been linked to brand loyalty. This primarily means that a loyal 
customer base holds strategic value in a firm’s marketing planning. This is 
so because a loyal customer tends to be a valuable source of advantage that 
a firm may realize through its market orientation. That is to say that, a 
higher level of market orientation efforts lead to enhanced customer 
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loyalty. This, in turn, improves the economic performance of the firms as 
well (Maydeu-Olivares & Lado, 2003). In this regard, Webb ,Webster, and 
Krepapa (2000) provided empirical support, by showing a positive 
association between market orientation and customer satisfaction. The 
higher the level of the customers’ satisfaction, the more they will tend to 
show the repurchase behavior, thus leading to increased brand loyalty. 
However, the available extant literature provides unclear understanding 
of the path between market orientation and brand loyalty (Sampaio, 
Hernández-Mogollón, & Rodrigues, 2019).  

Therefore, in order to fill in the research gaps, this study aims to 
link market orientation and brand loyalty, through the variables of 
purchase intention and brand image. In pursuit of fulfilling this research 
aim, this particular study eventually makes a few contributions to the 
literature as well. First, following the teachings of Webb et al. (2000), this 
study develops a customer’s perspective of market orientation. Following 
this context, it can be observed that firms increasingly use the concept of 
market orientation towards its customers and competitors, and also its 
interfunctional coordination, in order to thrive in their respective 
businesses (Atuahene-Gima, 1996). These factors thus tend to have a 
positive association with the purchase intention, brand image and loyalty 
(Liu, Wong, Tseng, Chang, & Phau, 2017). Furthermore, according to Webb 
et al. (2000), one of the critical measures of business performance is the 
customer’s perception regarding the level of customer orientation in a firm, 
as opposed to that of the seller. Secondly, literature also provides empirical 
evidence of the notion that the purchase intentions and brand image tend 
to increase brand loyalty (Aghekyan-Simonian et al., 2012). Subsequently, 
this study empirically validates a parallel mediation model of the indirect 
effect of customer-defined market orientation on luxury brand loyalty, in 
the presence of the variables of purchase intention and brand image. 

2. Theoretical Background and Hypotheses Development 

2.1. Market Orientation and Purchase Intention 

Market orientation has been defined as a firm’s attempt to develop 
a set of reflective measures that can be used for monitoring, analyzing and 
responding to market changes. These market changes are usually caused 
by competitive rivalry, the ever changing consumer preferences and 
technological progress (Maydeu-Olivares & Lado, 2003). With the changes 
experienced in the business landscape, and the advent of relational 
marketing research, market orientation has been conceptualized as a 
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competitive strategy (Baker & Sinkula, 1999). This competitive strategy 
primarily reflects a firm’s orientation towards customers, competitors and 
the inter-functional coordination (Maydeu-Olivares & Lado, 2003). In this 
regard, the first dimension i.e. the customer orientation, is referred to as 
the customer focused market orientation (Akbarov, 2018). Additionally, 
following the context that has been set by Narver and Slater (1990), and 
Foss and Stone (2001), and Akbarov (2018) defined customer orientation as 
a firm’s ability to continuously recognize the existing and potential 
customers, and create positive customer value, by viewing things from the 
customer’s perspective. The second dimension i.e. competitor orientation 
is a rival/peer-business focused market orientation (Akbarov, 2018). In this 
orientation, by knowing its competitors, a firm may gather useful 
information about the strategies, potential services/products, and policy 
behaviors of competing firms. Once again, taking inspiration from the 
teachings of Narver and Slater (1990), Akbarov (2018) defined competitor 
orientation as the ability of a firm to recognize the capabilities and 
strategies of key performers, who are serving the target market, and use 
this information to create value for customers. The third dimension i.e. the 
inter-functional orientation, refers to the degree of coordination among 
various business activities, so as to create superior customer value, by 
gathering useful information from customer experiences and other 
marketing activities (Danziger, 2005; Akbarov, 2018). 

Traditionally, the purchase intention has served as a valuable source 
for marketers, to gain insights into the actual purchase behavior of 
consumers (Haque et al., 2015). The purchase intention reflects a complex 
decision making situation, in which consumers are likely to buy a particular 
product, under particular conditions that are favorable to them (Mirabi, 
Akbariyeh, & Tahmasebifard, 2015). According to Kennedy, Lassk and 
Goolsby (2002) organizations must understand the requirements of 
customers and the marketplace, be able to share the knowledge in the firm, 
and align and balance the system capabilities internally. This, in turn, will 
help organizations to achieve their maximum performance i.e. the induction 
of the purchase intention by a potential consumer. Following this context, 
Jaworski and Kohli (1993) also shared the same view that, market orientation 
and its sub-constructs are positively associated with business performance. 
In this particular study, cultural and behavioral approaches to market 
orientation have been adopted, specifically where the customer is viewed as 
central to the market orientation manifesto, and the consumer needs and 
expectations are shared by the relevant stakeholders as well (Cano, Carrillat, 
& Jaramillo,  2004). Correspondingly, it is hypothesized that:  
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H1: There is a positive relationship between market orientation and the 
purchase intention. 

H1a: There is a positive relationship between customer orientation and the 
purchase intention. 

H1b: There is a positive relationship between competitor orientation and 
the purchase intention. 

H1c: There is a positive relationship between interfunctional coordination 
and the purchase intention.  

2.2. Market Orientation and Brand Image 

Brand image is defined as consumer perception that encompasses 
the belief that consumers have about a brand (Nandan, 2005). It is 
considered an important factor in the creation of positive customer 
perception. In this regard, Duncan and Moriarty (1997) explained that 
marketing efforts should be focused and integrated towards protecting the 
brand’s image. Moreover, Urde, Baumgarth and Merrilees (2013) 
suggested that market orientation accords importance to the brand’s 
image. Firms that understand, and respond to the needs of customers, and 
make efforts accordingly to develop better products or services, are likely 
to reduce their operational costs and subsequently improve their 
performance. In this regard, Pitt, Caruana and Berthon (1996) also found a 
positive association between market orientation and the brand image. In 
addition to this, Adam and Tabrani (2016) argued that market orientation,  
in actuality, leads to the brand orientation strengthening a brand’s 
performance. Therefore, keeping these revelations in context, this study 
hypothesizes: 

H2: There is a positive relationship between market orientation and the 
brand image. 

H2a: There is a positive relationship between customer orientation and the 
brand image. 

H2b: There is a significant positive between competitor orientation and the 
brand image. 

H2c: There is a positive relationship between interfunctional coordination 
and the brand image.  
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2.3. Market Orientation and Brand Loyalty 

Brand loyalty can be defined as a profound commitment towards 
re-buying or re-patronizing a desired product or service consistently in the 
future. This particular behavior causes repetitive purchase of the same 
brand, regardless of the situational factors and the marketing efforts that 
may cause potential switching behavior (Oliver, 1999; Chandon, Morwitz, 
& Reinartz, 2005). It also generates a constant pool of customers for a 
business’s products and services (Oliver, 1997). Some of the key 
determinants of brand loyalty include the brand switching cost, past brand 
experience/satisfaction, substitute availability, and the purchase related 
risks, as perceived by the customers (Javalgi, Martin, & Young, 2006). As 
per Kotler and Armstrong (1991), the concept of market orientation adds 
value in the transactions that take place between the provider and buyer, 
therefore, it positively affects the brand loyalty as well (McNaughton, 
Osborne & Imrie, 2002). In some of  the earlier studies, a positive 
relationship was reported between market orientation and customer 
loyalty (Idenedo & Ebenuwa, 2019). Following the same stride,  Sampaio 
et al. (2020) also stated that market orientation positively influences 
customer loyalty, leading to improved firm performance. When customers 
repetitively come back to purchase the same brand, their loyalty to the 
brand tends to increase. Thus, we propose the following hypotheses: 

H3: There is a positive relationship between market orientation and brand 
loyalty. 

H3a: There is a positive relationship between customer orientation and 
brand loyalty. 

H3b: There is a positive relationship between competitor orientation and 
brand loyalty. 

H3c: There is a positive relationship between interfunctional coordination 
and brand loyalty.  

2.4. Purchase Intention and Brand Image as Mediators 

In their study, Baldinger and Rubinson (1996) explained that brand 
loyalty sets the brand preferences, due to which the potential consumers 
will not consider other brands when they buy a product of their choice. 
Moreover, Mittal, Ross, and Baldasare (1998) considered the health care, 
and the automobile sectors to be relatively accurate measures to gauge the 
purchase intention. They also found that the consumer’s loyalty towards a 
particular brand tends to positively influence their purchase intention. 



Customer-Defined Market Orientation and Brand Loyalty 85 

Other studies on the discipline  hinted regarding the positive relationship 
between purchase intention and brand loyalty (Aaker & Keller, 1990; 
Anderson, Knight, Pookulangara, & Josiam, 2014; King, Schilhavy, Chowa, 
& Chin, 2016). Therefore, we put forth the following hypotheses. 

H4a: Purchase intention fully mediates the positive effect of customer 
orientation on brand loyalty. 

H4b: Purchase intention fully mediates the positive effect of competitor 
orientation on brand loyalty. 

H4c: Purchase intention fully mediates the positive effect of interfunctional 
coordination on brand loyalty. 

In their study, Johnson, Gustafsson, Andreassen, Lervik, and Cha  
(2001) explained that the more favorable the image of a product or 
business, the higher is the customer loyalty attached to it. Moreover, Esch, 
Langner, Schmitt and Geus (2006) also posited that the brand image creates 
a direct impact on a consumer's trust in a brand, which ultimately leads to 
brand loyalty. Other than that, Juntunen, Juntunen, and Juga (2011) also 
suggested that brand loyalty is, in fact, an outcome of brand image. Based 
on this literature, the following hypotheses are thus developed. 

H4d: Brand image mediates the positive effect of customer orientation on 
brand loyalty. 

H4e: Brand image mediates the positive effect of competitor orientation on 
brand loyalty. 

H4f: Brand image mediates the positive effect of interfunctional 
coordination on brand loyalty. 

In a study conducted by Hayes (2009), it was suggested that there 
is a need of parallel mediation, when one theory proposes a mediator M1, 
and another theory might propose a different mediator M2, for the same 
relationship. Considering two or more mediators, that are not causally 
interrelated, is the most basic extension of a simple mediation model, and 
is known as a concept named as parallel mediation (Hayes, 2017). In Table 
3, it is evident that the correlation matrix between the purchase intention 
and the brand image fulfill the proposed conditions of the said 
relationship. It is then that the following hypotheses are developed and 
tested in the later section of this study: 
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H5a: Purchase intention and brand image mediate the  porsitive effect of 
customer orientation on brand loyalty. 

H5b: Purchase intention and brand image mediate the positive effect of 
competitor orientation on brand loyalty. 

H5c: Purchase intention and brand image mediate the positive effect of 
interfunctional coordination on brand loyalty. 

Figure 1: Conceptual Model 

 

3. Methodology 

When taking into consideration the research methodology, it is 
noteworthy that this study is quantitative in nature, and the unit of analysis 
is the customer of gold jewelry. Moreover, a cross-sectional study design 
has been used for this empirical investigation. In order to examine the 
brand loyalty of gold jewelry customers, we also coordinated with the 
owners/managers of gold jewelry businesses. These were primarily those 
individuals who were directly involved in business with the end 
customers. In the first step, we initially contacted the Karachi Saraf 
Jewelers Association, and requested for their recommendations, and then 
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the cooperation of the member jewelers for the data. In order to expedite 
the process, we met the President of the association in person. In the second 
step, we contacted the short listed gold jewelers in-person, and over the 
phone, so as to request them to participate as intermediary connections 
between gold jewelry customers and the researchers. The short listed list 
of jewelers was extracted through the convenience sampling method. A 
total of 89 jewelers, out of 191, agreed to participate in the survey, and 
facilitate the primary data collection process for this study. All the jewelers, 
who agreed to participate, were briefed about the research, and the 
purpose of this survey. After this step, a self-administered questionnaire 
was shared with these jewelers. A total of 3560 questionnaires were 
distributed among 89 jewelers (mean = 40), who asked their customers to 
voluntarily participate in the survey. As a preparatory method, the theme 
of the questionnaire, and the items were discussed in detail with at least 
two employees of the business (in 20 cases, only one), for any potential 
questions from the customers. We also informed the participating jewelers 
that the questionnaires would have to be collected within a 21 days’ 
timeframe, as the customer visits to gold jewelry stores are not as frequent 
as to other accessory stores. At the end of a rigorous data collection 
exercise, a total of 1001 questionnaires were collected back from the jewelry 
business owners who had agreed to cooperate with us. During the 
screening of the questionnaire, and the data recording, it was observed that 
570 questionnaires, out of 1001 questionnaires contained missing 
responses to the main questionnaire items. In these 570 returned 
questionnaires, only the demographic profiles were filled by the sample 
subjects, while the main questionnaire items were not responded to. 
Excluding these questionnaires which contained incomplete information, 
we were left with a mere 431 useful survey responses. These were then 
further filtered to a size of 413, due to the (i) missing questionnaire sections 
and, (ii) incomplete responses. Therefore, for this study, the final dataset 
comprised of a total of 413 responses.  

The questionnaire comprised of literature-based items on each of the 
research variables, and the demographic profile including age, occupation 
and the educational level. In this study, the market orientation has been 
defined as a three-dimensional construct, comprising of customer 
orientation, competitor orientation and interfunctional orientation. Each of 
these three dimensions were operationalized using Webb et al.’s (2000) 
definition and relevant instruments. The customer orientation was 
measured using 6-items, while the competitor orientation was measured 
using 2-items, and the interfunctional coordination was measured using 3-
items. Moreover, the variables pertaining to the purchase intention, brand 
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image, and brand loyalty were measured using four, thirteen and five items, 
respectively. Moving further, one item from each of the three variables i.e. 
the purchase intention, brand image and brand loyalty, was deleted due to 
its low score. At the end, all the variables were reflective indicators, and were 
measured on a 5-point Likert scale. In this regard, table 1 presents a 
summary of the constructs that have been used in this study. 

Table 1: Description of Constructs 

Constructs Type of 

measurement 

model 

Number 

of 

indicators 

Study 

Demographics two categories 6 - 
Customer Orientation factor (Mode A) 6 Webb et al., 2000 
Competitor Orientation factor (Mode A) 2 Webb et al., 2000 
Interfunctional 
Coordination 

factor (Mode A) 3 Webb et al., 2000 

Purchase Intention factor (Mode A) 4 Dodds, Monroe, & 
Grewal (1991) 

Brand Image factor (Mode A) 13 Kim & Kim (2005) 
Brand Loyalty factor (Mode A) 5 Kim & Kim (2005) 

3.1. Descriptive Statistics 

Table 2 shows the demographic distribution of the data, in the form 
of gender and income, as mentioned below.  

Table 2: Demographic Details 

Category Group Freq % 

Gender Male 27 6.54 
 Female 386 93.46 
Income < 360,000 32 7.75 
 360,001 - 720,000 117 28.33 
 720,001 - 1200,000 118 28.57 

 1200,001 - 2400,000 146 35.35 

   *all income level indicated in PKR 

The female gender seems to be dominant in the purchase of gold, 
with 386 responses were of women, while there were only 27 male 
respondents. In the income category, 32 respondents fell in the range of 
“less than 360000 PKR per year”. While, 117 respondents fell in the income 
range of “360,001 PKR - 720,000 PKR”, 118 respondents belonged to the 
income range of “720,001 PKR – 1,200,000 PKR”, and finally, 146 
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respondents belonged to an income range of “1,200, 001 PKR – 2,400, 000”, 
respectively.  

4. Data Analysis and Results 

When taking the results in account, the variance-based SEM or PLS 
is a structural equation modeling technique that is similar to covariance-
based SEM (CB-SEM), as applied in LISREL (Joreskog, 1978), EQS (Bentler, 
1985), or AMOS (Arbuckle, 1995; 1989). However, PLS-SEM allows 
researchers to investigate the inter-relationship between the latent and 
observed variables, that too without imposing any data distribution 
assumptions. Furthermore, under the PLS approach, researchers are able 
to estimate the complex causal relationships, by testing the models with 
latent constructs (Hair, Risher, Sarstedt, & Ringle, 2018). The PLS can 
simultaneously test the structural model (association between constructs) 
(Barclay et al., 1995; Hulland, 1999) and the measurement model 
(association between predictors and their outcomes) as well. Following the 
literature, we have therefore used the variance-based structural equation 
modeling, in order to perform the measurement and structural model 
testing in ADANCO 2.0.1. 

4.1. Findings 

4.1.1. PLS Measurement Model Results  

The two main facets of the measurement model have been 
calculated to get access to the reflective indicators i.e. convergent validity 
and discriminant validity (Gefen, Straub, & Boudreau, 2000), and reliability 
(Fornell, 1982). In this regard, Table 3 shows the reliability (Jöreskog's rho 
and Cronbach's alpha), convergent validity (AVE), and the discriment 
discriminant validity (HTMT), as mentioned below.  

Table 3: Validity and Reliability Results 

Variable 
Jöreskog's 

rho (ρc) 

Cronbach'

s alpha(α) 
AVE HTMT 

Customer Orientation 0.9855 0.9859 0.9347 < .85 
Competitor Orientation 0.9073 0.8783 0.6205 < .85 
Interfunctional Coord 0.907 0.8707 0.6623 < .85 
Purchase Intention 0.9047 0.8596 0.704 < .85 
Brand Image 0.9815 0.9792 0.8045 < .85 
Brand Loyalty 0.8841 0.8366 0.6046 < .85 
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The reliability and convergent validity of the all the constructs 
(customer orientation, competitor orientation, intrafunctional coordination, 
purchase intention, brand image and brand loyalty) have been evaluated by 
checking the Jöreskog's rho, average variance extracted (AVE), and the 
Heterotrait-Monotrait Ratio of Correlation (HTMT) (Dijkstra & Henseler, 
2015; Henseler, Hubona, & Ray, 2016). A Jöreskog's rho value that is greater 
than 0.70 means that the construct scores are reliable (Henseler et al., 2016; 
Nunnally & Bernstein, 1994) for all the models. That is to say that, all the 
constructs’ Jöreskog's value happened to be between .884 to .989, suggesting 
that all the constructs taken into consideration were reliable. Moreover, the 
AVE value > 0.50 has been considered to be a sufficient degree of convergent 
validity as well (Hair, Ringle, & Sarstedt, 2011). All constructs’ AVE values 
fell between the ranges of 0.60 to 0.935, which indicates that all the constructs 
that have been taken into consideration were unidimensional in nature. The 
objective of taking the discriminant validity assessment into consideration 
was to ensure the strong associations between a reflective construct, and its 
own indicators (Hair, Hult, Ringle & Sarstedt, 2016). Meanwhile, in their 
study, Henseler, Ringle and Sarstedt (2015) indicated that the Fornell-
Larcker (1981) criterion, and the examination of cross-loadings approaches 
are not reliable detectors of the lack of discriminant validity in common 
research situations. Hence, in order to counter this, we have resorted to the 
use of the HTMT approach, which was proposed by the above-mentioned 
authors, for the variance-based and covariance-based SEM. According to 
Hair, Hult, Ringle and Sarstedt (2016) the HTMT value, observed to be 
‘significantly’ smaller than 1 (i.e. cutoff value of 0.85), expresses that the 
reflective construct has the strongest relationships with its own indicators, 
in comparison with any other construct. In the case of all four models, the 
HTMT values were at a cutoff value of < .85, which fulfilled the requirements 
of discriminant validity that is present between the constructs.  

4.1.2. PLS Structured Model Results  

We performed the correlation analysis initially, in order to find the 
relationships that exist between all the constructs. In this regard, Table 4, 
showing the correlation matrix, is displaying the relationship between the 
individual constructs, as mentioned below.  
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Table 4: Correlation Results 

Variable 
Customer 

Orientation 

Competitor 

Orientation 

Interfunctional 

Coordination 

Purchase 

Intention 

Brand 

Image 

Brand 

Loyalty 

Customer 
Orientation 

1      

Competitor 
Orientation 

0.275 1     

Interfunctional 
Coordination 

0.492 0.522 1    

Purchase 
Intention 

0.505 0.57 0.696 1   

Brand Image 0.366 0.497 0.565 0.194 1  

Brand Loyalty 0.349 0.416 0.493 0.607 0.48 1 

*all results were significant = p < .05 

As seen in the table, all the results are significant, and suitable for 
further analysis. Furthermore, we also examined the overall explanatory 
power of the structural model, and the amount of variance, as explained 
by the predictors over dependent variable, and the magnitude and strength 
of its paths.  

The Standardized Root Mean Square Residual (SRMR) was used, in 
order to measure the goodness of fit. This measure aids in further 
evaluating the inconsistency between the model-implied correlation 
matrix, and the correlation matrix (Henseler et al., 2015). For this purpose, 
Table 5 illustrates the confirmatory composite analysis (SRMR), and the 
structural model analysis (t value, adjusted R2 and path coefficients). A 
SRMR value < 0.08 depicts the goodness of fit (Hu & Bentler, 1999). 
Moreover, SRMR values pertaining to model 1 = .0751, model 2 =.076, 
model 3 =. 0761, and model 4 = .061, were also deemed to be appropriate 
for the model fit. According to Hosmer, Lemeshow and Sturdivant (2013), 
the adjusted r2 indicates the strength of impact of the prior variable(s), on 
the consequent variable. Here, it is important to note that the strength and 
direction of the main path coefficients cannot be adequately interpreted, 
without considering the influence of the mediating or interacting variables. 
However, as a basis for comparison, (direct only) model 1 explains 23.22% 
of the variance in brand loyalty, 42.9% of the variance in purchase 
intention, and 41.48% of the variance in brand image. Albeit, by including 
the effects of the mediating variable in model 2 purchase intention, and 
model 3 brand image, a larger proportion of the respective variances in 
brand loyalty remain at 31.74%, and 28.52%,  respectively. Towards the 
end, in model 4 both the purchase intention, and brand image, were treated 
as mediating variables, and hence, the proportion of the variances in brand 
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loyalty accounted for 31.46%. Cohen, Cohen, West and Aiken (2013) 
defined path coefficients as the change in the criterion variable for one unit 
of change, in the predictor variable, while holding other predictors in the 
model constant. In this context, the Path coefficients (direct effects) of the 
models are: model 1 = .1075 to .3579, model 2 = .0713 to .3584, model 3 = 
.0771 to .3303, and model 4 = .0123 to .3578.  Moreover, the T-value 
determines whether there is a statistically significant difference between 
the means of' two independent samples (Fraenkel, Wallen & Hyun, 1993). 
Usually, the accepted t-value of the parameters obtained is always greater 
than 1.96 (Hair, Black, Babin, & Anderson, 2010). Therefore, all the models 
values were more than 1.96 (minimum = 2.224, maximum = 7.303), except 
those in three constructs of model 4, i.e. customer orientation, competitor 
orientation and interfunctional coordination, where the t-values came out 
to be less than 1.96. These values explain that the path coefficient results of 
these specific constructs were insignificant.  

4.1.3. Mediation Analysis  

For the purpose of this study, we performed three mediation effects 
of the purchase intention, as mentioned below in table 5, in model 2. 
Following this, we took into consideration the brand image in model 3, and 
the purchase intention and brand image in model 4. These were taken into 
account, so as to study the relationship between the three independent 
variables, i.e., the customer, competitor and the interfunctional orientation, 
and the dependent variable, i.e., brand loyalty.  
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As the significance of the indirect effect is established, the strength 
of the mediator can be examined through the use of the total effect and 
variance account for (VAF) (Wong, 2016). In this regard, according to Hair 
et al. (2015) if VAF is at a < 0.2 threshold level, it represents no mediation, 
while the > 0.2 - < 0.8 threshold level explains the partial mediation, and 
the > 0.8 threshold level signifies full mediation. Barron and Kenny (1986) 
stated that the evidence for full mediation is at its strongest, when there is 
a significant indirect effect, but no significant direct effect. Furthermore, 
the results of model 2 show that the customer orientation, and competitor 
orientation have been found to be insignificant after the inclusion of the 
mediator, which suggests a full mediation effect. Hence, in this regard, the 
interfunctional coordination remains significant, while the β value .1908 
(direct effect), and .2925 (total effect) come into effect in the presence of the 
mediator. However, the interfunctional coordination value of .35 denotes 
the effect on brand loyalty, as explained via the purchase intention 
mediator, while the magnitude is considered to be at a partial mediation. 
Model 3 demonstrates that the customer orientation, and competitor 
orientation effects are established to be insignificant after the inclusion of 
the mediator, which explains the full mediation effect. Hereafter, the 
interfunctional coordination remains significant, while the β value .1839 
(direct effect) and .2875 (total effect), come into effect in the presence of the 
mediator. However, the interfunctional coordination value of .36 leaves an 
effect on brand loyalty, and can be explained via the brand image mediator, 
while the magnitude is considered to be the partial mediation. In the case 
of model 4, the two mediators, that is the purchase intention and brand 
image, have been included in the model. All the three independent 
variables’ direct effect emerges to be insignificant in nature, which explains 
the full mediation effect.   

5. Discussion and Conclusions  

Research outcomes showed that the hypothesized relationships 
between the customer-defined market orientation (i.e. the customer 
orientation, competitor orientation and interfunctional orientation) the 
purchase intention (H1a, H1b, H1c), customer-defined market orientation 
and brand image (H2a, H2b, H2c), and the customer-defined market 
orientation and brand loyalty (H3c, H3c, H3c), were supported with 
significant statistical results. Our results also supported the findings that 
have been made by previous researchers (Dehghaniand & Tumer, 2015). 
These findings imply that taking regular measures, and maintaining 
effective coordination in the jewelry business creates customer value. 
Moreover, the knowledge and understanding of competition, tends to 



Naveed R. Khan, Zain Ul Abedin, and Arsalan Mujahid Ghouri 98 

positively affect the customers’ purchase intentions as well (Lee & Shin, 
2010).  The results also supported the fully mediating role of the purchase 
intention and the brand image between the customer-defined market 
orientation and the brand loyalty (H4a, H4b, H4d, H4e, H5a, H5b, and H5c). 
However, on the other hand, the results did not support the mediating 
effects of brand image on the interfunctional coordination and brand 
loyalty (H4c), and also the mediating effects of brand image on the 
association between the interfunctional coordination on brand loyalty 
(H4f). These results imply that the physical environment and sales 
characteristics of the jeweler, which reflect the brand’s image, may not 
facilitates the interfunctional coordination and brand loyalty. Since gold is 
a high end product, therefore, the customers for it are sensitive after 
purchase, and any misunderstanding or mishap in commitment may 
compromise their loyalty towards a particular brand.  

We also found that both the purchase intention and the brand 
image were equally strong mediators between customer orientation and 
competitor orientation that is related to brand loyalty. One possible 
explanation for this finding is that the customer orientation, and the 
competitor orientation tends to build a perception and image in the minds 
of the customers. Once this is achieved, then the purchase intention and 
the brand image tend to outcast the impact of the customer orientation and 
the competitor orientation. Conversely, we have also established that both 
the purchase intention and the brand image were partially mediating the 
impact of customer orientation and competitor orientation on brand 
loyalty. The potential clarification for this finding is that interfunctional 
coordination is all about internal marketing. Gold jewelry firms tend to do 
better with it, particularly when they achieve the coordination between 
purchase intention or brand image, or both purchase intention and brand 
image in parallel. 

Overall, a valid gold jewelry brand loyalty model has also been 
presented in this study. The model offered insights into indirect effects of 
customer-defined market orientation on brand loyalty in the presence of 
brand image and purchase intention. These findings were in line with the 
theories suggested by Naiver and Slater (1990), Porter (1980), and Scherer 
and Ross (1990), who posited that customer orientation, competitor 
orientation, and interfunctional coordination can affect business 
performance.  
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5.1. Practical Implications 

Our findings have several practical implications for gold jewelry 
businesses and business owners. First and foremost, our results suggest 
that customer orientation, competitor orientation and interfunctional 
coordination influence brand loyalty, purchase image and brand image. 
Therefore, it is important for organizations to beware that the 
interfunctional coordination has a larger influence on brand loyalty, 
purchase image and brand image. Hence, the managers of gold jewelry 
businesses have placed more efforts in the internal business functions, as 
compared to the customer orientation and competitor orientation. 
Meanwhile, in order to foster a customer orientation and competitor 
orientation, managers should endeavor the customer first approach, and 
reassess their strengths and weaknesses.  

Additionally, it is important for gold jewelry businesses to also be 
aware about the finding that the purchase intention and the brand image 
are better positioned as mediating variables (individual and together). This 
can be beneficial for creating brand loyalty, particularly when customer 
orientation and competitor orientation operationalize efficiently. A related 
but distinct implication of our findings is that the purchase intention has 
incremental utility, above and beyond that of the brand image. Thus, when 
managers are faced with decisions about where to put more efforts and 
resources, an appropriate choice would be to place priority on the 
increasing purchase intentions, in order to enhance the brand loyalty 
(Ajzen & Driver, 1992). Once the customer orientation, and competitor 
orientation approaches adopted by gold jeweler businesses are 
meritoriously implemented, the interfunctional coordination enhances the 
brand loyalty with the purchase intention and brand image. Therefore, the 
results of this study answer questions about the relationship between the 
purchase intention and the brand image, as meditators with the market 
orientation sub constructs on brand loyalty that previous studies lack. In 
this regard, we hope that future researchers will continue to examine these 
variables, in order to further explain the interrelationships, processes, and 
outcomes related to both the purchase intention and the brand image. 

If a firm is willing to develop a competitive advantage in the 
industry, it should create a brand image that symbolizes the consumption 
of products. Thus, due to this, the brands become a medium of continuing 
interaction between the firm and its consumers. 
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5.2. Limitations and Future Directions  

The findings of this study are limited to the gold market of Karachi, 
Pakistan. Hence, we propose that the future researchers may extend the 
study to other cities as well. One of the limitation faced in the study was 
the direct interaction with gold customers. Therefore a viable method may 
be developed, in order to approach gold customers for their valuable input 
in a direct manner. Other than this, a few relevant moderating variables 
may also be put to test, with the proposed model which may enhance its 
explanatory power as well. Furthermore, in order to examine the 
consistency of the customer loyalty, a longitudinal study may also be 
conducted in the future. Another avenue for future research could also be 
an investigation of the comparative study between Pakistan and its 
neighboring countries, which primarily share the same cultural values i.e. 
Bangladesh and India. This is an important step in determining whether 
individuals of neighboring countries share similar behavioral dimensions 
towards luxury products, such as Gold jewelry. The implication of the 
given magnitude of the results, other stakeholders’ opinions, and their 
respective responses may add pivotal value for the businesses.  
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Abstract 

The purpose of this paper is to empirically apply the concept of Carroll’s CSR 
pyramid, on the buying decisions and behaviors of consumers, particularly when 
selecting a detergent/washing powder in Pakistan. Here, the packaging origin of the 
detergents’ brand has been used as the moderating variable. In addition to this, the 
stakeholder theory has been applied where consumers are primarily expected to be well 
informed of their buying choices. The study essentially comprises of a household, drop-
off cross-sectional survey that has been taken by men or women who do groceries. In 
this regard, four elite areas of Lahore, Pakistan (DHA, Cantonment, Gulberg, and 
Model Town) were selected, with the assumption that the residents of these areas might 
be interested in a CSR initiative, taken by their preferred detergent brands. Also, the 
participants were selected through the convenience sampling technique, and were 
given 24 hours to fill the survey, at a time of their convenience. Then, the Structural 
Equation Modeling (SEM) technique was run on the 280 usable questionnaires that 
had been acquired. The results depicted that the buyers of detergent brands in Pakistan 
are mostly attracted towards the three levels of the CSR pyramid; the economic level, 
the ethical level, and the philanthropic level. Moreover, findings also revealed that the 
packaging origin of the respective detergent brands significantly moderate the 
relationship between all levels of the CSR pyramid, as well as the consumer buying 
behavior of detergent brands, except on the legal and economic levels. This research 
provides insights into the other, locally packaged detergent (and household) brands, 
which are currently indulging, and are also interested in carrying out CSR activities. 
These insights may help organizations to reflect upon how, by using different levels of 
CSR initiatives efficiently, detergent brands can achieve more sales, with their buyers 
selecting their particular brand over other competing global brands. 
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1. Introduction 

The concept of Corporate Social Responsibility (CSR) has steadily 
become a crucial component for companies, in order to attain sustainable 
growth. This is especially applicable if businesses are operating in a volatile 
environment, with the active participation of all the relevant stakeholders. 
Today, the organizations should ideally not exist for the sole purpose of 
achieving higher returns and long-term well-being. They must also put 
emphasis on being accountable and responsible towards all the attached 
stakeholders, and the environment as a whole (Harrison, Rouse, & De 
Villiers, 2012). In this regard, businesses competing on the role of CSR 
activities are not able to perceive it as a liability to the company anymore. 
Rather, they view it as an asset that helps in strengthening exceptional 
long-term relations with all the stakeholders, especially the consumers. The 
concept of CSR was first coined in by Archie Carroll, and has been treated 
as an active area of research. It is normally put forth as an initiative, that 
represents and reflects all the stakeholders of a company conscientiously, 
and in a more responsible and effective manner. CSR is a lens through 
which firms look after, and also reflect upon the ideas that seem attractive 
to the society, and help them become accountable for their actions.  

Conforming to the ideas presented by Carroll (1991), CSR activities 
are divided into four levels. These include the economic level of CSR 
activities, legal level of CSR activities, ethical level of CSR activities, and 
the philanthropic level of CSR activities. The economic level of CSR 
activities deals with the benefits and rewards that a business should look 
forward to, while operating in the society. On the other hand, the legal level 
of CSR activities attends to the businesses ensuring that they follow suit 
with the laws and legal agreements that have been established for them, as 
a business. As far as the ethical level of CSR activities are concerned, the 
businesses try to contribute to the society in a meaningful manner. This is 
primarily in order to make it a better one, by indulging in activities and 
initiatives that are constructive for the society as a whole. Lastly, the 
philanthropic level of CSR activities refers to the intentional, or voluntary 
behaviors and activities that are highly admirable by the stakeholders, if 
performed in an effective manner. However, if not executed in the right 
way, the businesses will be not be judged adversely. 

In the present era, because of the active role social media, and other 
effective tools of communication, stakeholders and consumers alike are 
well informed of their rights. They are also well aware of the key 
responsibilities that the businesses owe towards them. All this knowledge 
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makes it critically significant for the firms to pursue, as well as exploit CSR 
initiatives. This is primarily be undertaken by bringing forth safe products 
and services for the consumers, which can further support the societies by 
lifting up their standards of living in the long run (Eshra & Beshir, 2017).  
Additionally, according to Gigauri (2012), every business has two major 
responsibilities; a) to make sure that value and satisfaction is being 
provided to the stakeholders, and b) societal problems to be solved in a 
socially responsible manner. 

In this regard, several studies have provided evidence of the strong 
and positive influence of CSR programs on consumers’ attitudes and 
behaviors, for different brands. This influence makes the brands more 
attractive for the person on the buying end. People firmly believe that 
buying a brand that is associated with a cause helps them in realizing that 
they are a) doing good to the society, and b) are forming a perception about 
a businesses, in terms of how their products are safer to consume (Min, Ai, 
Choo, Wah, & Yang, 2015; Rahim, Jalaludin, & Tajuddin, 2011; Safi & 
Ramay, 2013). Moreover, due to the emerging importance of CSR activities, 
many studies focusing on this context, have been carried out in the Asian 
region i.e. pertaining to Pakistan, India, Turkey, Nigeria, Egypt, China, and 
many others. The idea behind these studies has been to study how CSR 
initiatives impact the consumer intentions, so as to purchase different 
products belonging to all the different sectors such as cellular companies 
(Ali, 2011; Saleh, Ebeid, & Abdelhameed 2015; Sarfaz, 2014), FMCG 
companies (Khan, 2017), generic business organizations (Nochai & Nochai, 
2014), livestock (Vahdati et al., 2015), and property companies (Yam, 2013). 

A lot of research has already been conducted on the impact of CSR 
activities on consumer buying patterns, but none of these have targeted the 
detergents as the key product of the FMCG sector. Particularly, in the case 
of Pakistan, CSR initiatives are primarily developed by the parent brands. 
For instance, the company Unilever, and their CSR initiatives are part of 
their Sustainable Living Plans. In this regard, detergent brands such as Surf 
Excel and Ariel act as key partners in the campaigns that are initiated by 
Unilever, as a part of their CSR agenda.  

Detergents are a part of the FMCG sector, which means that, as a 
fast moving consumer good, they are used on a daily basis, that too very 
commonly, in households. Detergents have been selected in this study, 
primarily because CSR activities help consumers to recognize and 
differentiate between brands that are safe to use, and brands that help the 
environment and society in return as well. Also, detergent brands that are 
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usually associated with CSR campaigns, tend to have a more positive 
brand image, and a competitive edge over the other competing brands as 
well (Yu, Kuo, & Kao, 2017). Considering this gap, the current research 
aims at exploring the impact of Carroll’s CSR pyramid levels, on the typical 
consumer buying behaviors. Moreover, the product category of detergents 
has deliberately been selected, mainly because many global brands such as 
Tide, Surf Excel, and Henkel have ventured into going ‘green’, by publicly 
displaying their eco-labels. If a brand is eco-friendly, it is viewed as an 
environmentally sustainable brand, and people can administer, and 
recognize it through the eco-labeling that is displayed on the packaging 
(Bigliardi, Bertolini, Mourad, & Ahmed, 2012). When it comes to detergent 
brands, Surf Excel and Ariel are considered to be renowned brands that 
indulge in active CSR campaigns, targeting some of the core issues that 
exist in our society. In specific terms, Surf Excel can be witnessed 
addressing the issue of poverty, and often promotes a culture of kindness 
in its campaigns, such as endorsing the hashtags, #NeikiEkIbadat and 
#MadadEkIbadat. These campaigns have been aimed towards providing 
the low-income strata with clothes, and other forms of necessities that are 
sourced via Unilever’s CSR plans. Another detergent brand that goes by 
the name of Ariel put out the hashtag #ShareTheLoad. The campaign that 
was designed around this hashtag was aimed at promoting the equality 
and need for sharing responsibility of the household between partners in a 
marriage. This is a concept that is still novel in the Pakistani society, where 
women are believed to be the sole caretakers of the household chores. 
Focusing on detergents meant looking observing the impact that the 
respective CSR activities have in addressing and controlling the existing 
societal problems such as poverty, women rights, and education. In 
Pakistan as well, detergents are one of the categories of FMCG which have 
actively been involved in designing campaigns that target societal 
problems, and have played their role in addressing certain key issues 
(Farooq, 2020). Moreover, the packaging origin of the brand (local or 
foreign) has also been tested as a moderator between all the CSR pyramid 
levels, and the consumer buying behaviors for detergents.  

2. Review of Literature and Hypotheses Development 

2.1. Consumer Buying Behavior Driven by CSR Initiatives 

Consumer behavior is the study of the practices whereby 
individuals choose, shop, consume, and/or discard products & services, so 
as to satisfy their particular needs and wants (Solomon, Dahl, White, 
Zaichkowsky, & Polegato, 2016). Since the last few years, it has 



Role of Carroll’s CSR Pyramid in Shaping Consumer Buying Behavior 113 

increasingly become indispensable to know a company’s customer in and 
out, and understand their exact needs and wants. This facilitates the 
businesses in manufacturing customized products and services for their 
consumers. Moreover, it also helps the businesses in selecting CSR 
activities that will draw the positive attention of prospective investors, 
potential customers and consumers, towards their products and services. 
(Safi & Ramay, 2017).  

Consumers focusing on buying, and using products attached with 
a CSR initiative are considered to be socially responsible. In this context, 
the idea of the stakeholder theory is applicable here, which states that 
businesses should exercise a sense of responsibility towards certain groups 
of individuals (Freeman, 1984). According to Maignan (2001), the most 
important role in the stakeholder groups is played by the consumers. These 
consumers are typically expected to spend more time in searching the 
products, possess more knowledge about what is being offered, and make 
sure that they do not buy products and services that are harmful to the 
environment, and/or to the people (Min et al. 2015).  

According to Mohr, Webb, and Harris (2001), having a sound 
knowledge of CSR among consumers, leads to the development of positive 
attitudes and purchase decisions, and also positively influences the 
consumers’ buying decisions. Other studies that have been undertaken in 
this area of research have shown that the personality of the consumer also 
plays a vital role, when attempting to draw the attention of consumers 
towards the CSR initiatives taken by a firm (Rahim et al., 2011; Safi & 
Ramay, 2013, Saleh et al., 2015). However, according to Khan (2017), people 
do not only tend to prefer CSR campaigns and initiatives, as the main 
driver to purchase one brand over the other, instead, they focus more on 
the price, ingredients, and quality of the product.  

The notion of CSR has been found to have a significant impact on 
increasing the sales for the company. This has primarily been done by 
increasing their profits and returns, which essentially help in increasing the 
value of the firm in the market, and are also a source of sustained growth 
and competitive advantage (Diddi & Niehm, 2016; Mackey, Mackey, & 
Barney, 2007; Nsikan, Umoh, & Bariate, 2015; Weinzimmer & Esken, 2016). 
A firm’s performance tends to improve because consumers usually want to 
buy those brands that are more ethically responsible, and often give back to 
the society (Creyer, 1997). Most of the companies in developed countries, 
that have their CSR initiatives in check, have been seen to have higher sales, 
as compared to competitors that were not involved in any CSR activity. 
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Moreover, it was also observed that the consumers preferred to buy more 
from companies that had well-developed CSR campaigns (Ali, 2011; Eshra 
& Beshir 2017; Maignan & Ferrell, 2004; Mohr et al. 2001; Nochai & Nochai, 
2014).According to Carroll’s CSR pyramid, there are four levels of CSR. This 
study considers all those levels as independent variables, in order to study 
their impact on consumer buying behavior, particularly for the detergent 
industry in Pakistan.  

2.1.1. Economic Level of CSR  

According to Carroll (1991), the economic level is the first level of 
the CSR pyramid. It is attributed as one of the main responsibilities of a 
business, primarily ensuring that the company produces products, and/or 
offers those services that are valuable to the stakeholders as a whole, and 
which successively help the business to pay back to its stakeholders. The 
economic aspect of CSR consists of the external and the internal 
environment of the company. That is to say, the company does not only 
need to satisfy the internal stakeholders and earn profits, but it also has to 
give back to the society, and provide value to its external stakeholders at 
the same time.  

In order to achieve the economic level of CSR, it is essential to 
produce such goods, and offer those services that are beneficial to the 
society, that too at reasonable and affordable prices. Moreover, companies 
need to make sure that they pay their workers/employees at the right time 
and the due value is provided to the stakeholders, and their duties are 
fairly obliged (Carroll, 1991).  

In their study, Maignan and Ralston (2002), briefly explained how 
a famous brand name such as Ben & Jerry’s was not interested in economic 
CSR. It was, however, more involved in the other levels of the CSR 
pyramid, which could in return pose critical strategic issues for the 
company in the longer run. At another instance, a study based in Saudi 
Arabia also concluded that residents there do not consider the economic 
level of CSR as a vital element of CSR (Alfakhri, Nurunnabi, Alfakhri, & 
Hossain, 2020).  

Economic CSR has been found to have a positive impact on the 
purchase intentions of consumers, but the lowest priority has been allotted 
to it, out of all the levels that are taken into consideration (Mulaessa & 
Wang, 2017). In a similar manner, Yunus et al. (2017) also examined the 
consumers’ purchase intentions, and its impact on the CSR initiatives 
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carried out in Malaysia. He concluded that buyers weigh the economic 
level of CSR, more than the other levels of CSR. Hence, in this context, we 
hypothesize the following hypothesis.  

H1: The economic level of CSR has a positive effect on the consumer 
buying behavior for detergents. 

2.1.2. Legal Level of CSR  

Legal level of CSR is marked as level which refers to the adherence 
of the relevant laws, regulations, and obligations that are introduced by the 
government, so that businesses are able to standardize their operations 
(Carroll, 1991). People generally tend to admire those companies that 
conform to all legal responsibilities that are put on them. It is considered 
to be the minimum social obligation from the firms’ side (Lin-Hi, 2010). 
Also, this level ensures that the company’s performance and objectives are 
well coordinated with what the stakeholders demand from the company. 
It is generally believed in the society that firms adhering to legal laws, and 
offering products and services of high-quality specification are reliable, 
and harmless to use (McWilliams & Siegel, 2001). 

As per the Carroll’s CSR pyramid, if a company wants to 
accomplish its economic goals, it is essential for it to follow all the legal 
intricacies, in view of the government’s policies (Carroll, 1991). Consumers 
rate the legal responsibility of a business, as the most important 
responsibility that essentially makes them decide which brand to purchase. 
This is primarily because they fathom a brand that follows all legal 
obligations is considered to be safer to use, and carries a positive impact 
on sales (Safi & Ramay, 2013). 

Moreover, it is very important for firms to make sure that they 
follow the customer and product-based laws, reduce the negative impact 
on the environment, and deal with competitors in a law-abiding manner 
(Conchius, 2006). In this regard, no relationship was found between the 
legal level of CSR and the consumer behavior, in a study conducted in 
Malaysia (Min et al. 2015), and between the urban and rural perception of 
CSR in Vietnam as well (Huang, Do, & Kumar, 2019). Whereas, Nochai and 
Nochai (2014) found legal level of CSR significantly impacting consumer 
buying behavior. Hence, we offer the following hypothesis. 

H2: Legal level of CSR has a positive effect on consumer buying behavior 
for detergents. 
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2.1.3. Ethical Level of CSR  

The ethical level of CSR is characterized by the activities that are 
pursued by the businesses, in accordance with societal norms, values, and 
behaviors (Carroll 1991; Eshra & Beshir, 2017). It is imperative for 
businesses to ensure that there is stability amongst the economic, legal and 
ethical levels of the CSR activities, and any disparity amongst these three 
levels can lead to inevitable complications for the businesses, in the longer 
run. Consumers were found highly likely to be willingly paying higher 
prices for the products, and developing a favorable attitude towards those 
companies that practiced ethical business practices (Creyer, 1997). 
According to Creyer (1997), when consumers read ethical labels on the 
brands, such as “No Animal Testing”, they preferred to purchase that 
particular product/service, as compared to the competitor’s products. 
Moreover, consumers rated the ethical level of CSR as the most important, 
and even the most superior one to all the other levels of CSR. They also 
considered buying products that were manufactured by companies that 
had ethics as a core virtue (Luo & Bhattacharya, 2006). In addition to this, 
ethical brands have been considered to be linked significantly with 
customer well-being as well (Ferrell, Harrison, Ferrell, & Hair, 2019). 
However, specifically speaking, Indian consumers consider it to be an 
extremely important parameter that a company indulges in ethical 
practices (Gupta & Wadera, 2019). Hence, keeping these intricacies in 
mind, we hypothesize that:  

H3: The ethical level of CSR has a positive effect on the consumer buying 
behavior for detergents. 

2.1.4. Philanthropic Level of CSR  

The philanthropic level of CSR is referred to as any activity or 
obligation that is primarily intentional and voluntary in nature, and 
following these initiatives leads to higher levels of recognition and 
appreciation (Carroll 1991; Eshra & Beshir, 2017). There are very few 
people who actually anticipate this level of CSR to be fulfilled by any 
organization. Philanthropy is a choice that is made by an organization, 
though the expectations from the society are always there (Tewari & 
Pathak, 2014). 

According to Eshra and Beshir (2017), if the employees of a firm 
participate in such voluntary actions that are aimed towards doing well, it 
helps them to develop a level of persistence by facilitating the support 
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needed to boost the quality of life of people in the society. Usually, 
companies tend to get confused between the philanthropic level of CSR, 
and the ethical level of CSR. The fundamental difference between these two 
levels is that in the ethical level of CSR, it is important for the company to 
operate in a virtuous and moral manner, because the society demands such 
behavior. Whereas, at the philanthropic level of CSR companies 
consciously aim towards gaining appreciation for their goodwill efforts 
towards the society. However, if the employees are not involved in any 
philanthropic activity, it will not provoke any criticism for the firm 
(Maignan & Ferrell, 2004). 

Philanthropic activities are essential for a company, in order to gain 
advantage over its competitors. Also, it is of the utmost significance that 
companies include philanthropy as a key component in their strategy 
formulation, in order to gain the society’s admiration (Figar & Figar, 2011). 
In the same context, Bežovan (2002) discussed the main forms through 
which a business gives back to the society. According to the findings, it is 
either done by giving out scholarships and/or by making the living 
conditions of people better. Also, products that have an educational 
campaign attached to it are usually bought more by customers, as they 
primarily to contribute towards the increasing literacy levels in the society. 
According to a study of Vietnamese consumers, urban consumers are more 
inclined towards the economic level of CSR, whereas the rural consumers 
pay more attention to the philanthropic level of CSR (Huang et al., 2019). 
Hence, we can hypothesize that:  

H4: The philanthropic level of CSR has a positive effect on the consumer 
buying behavior for detergents. 

2.2. The Packaging Origin of the Detergent Brand as a Moderating 
Variable between all the CSR Levels and Consumer Buying Behavior 

Due to globalization, a country’s marketplace usually consists of 
both the global and local brands. In this regard, the intense demand for 
consumer goods in Pakistan has attracted millions of dollars of global 
investments (Haq, 2018). Consumers usually prefer global brands, in order 
to feel their connection with specific groups e.g., global cosmopolitanism 
(Alden, Steenkamp, & Batra, 1999). In the current scenario, we assume that 
the people of Pakistan think of global brands as more socially responsible, 
primarily because of the “green” element attached to them. 
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In this regard, the concept of ethnocentrism plays a vital role. 
Polycentric consumers evaluate the products solely based on their 
qualities/benefits, irrespective of the country of origin.  Perhaps, they 
might also consider them more positively because they are imported 
brands (Vida, 2001). According to Alden et al. (1999), consumer 
ethnocentrism may be capable of moderating the function pertaining to the 
superior appeal of the global brands in the market place. Therefore, based 
on the literature that surrounds this area of study, we can hypothesize that: 

H5a-5h: The positive effect of all the four levels of CSR, on the consumer 
buying behavior for detergents will be stronger for detergent 
brands that have been packaged abroad, and weaker for detergent 
brands that have been packaged locally. 

The proposed model and hypotheses are summarized in Figure 1. 

Figure 1: Conceptual Model 

 

Using the model displayed in figure 1, we have checked the 
significance of Carroll’s CSR Pyramid, on shaping the consumer buying 
behavior in the detergent industry of Pakistan. The four domains of 
Carroll’s pyramid are thus taken to be as the independent variables. 
Whereas, the consumer buying behavior is considered to be the dependent 
variable. Moreover, the packaging origin of the brand acts as a moderating 
factor to further test the hypothesis that have been stated earlier. 
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3. Methodology 

3.1. Research Design and Data Collection 

This study is descriptive, quantitative, and cross-sectional in 
nature. With the help of the survey conducted for the purpose of this 
nature, four relationships were tested. These included testing whether 
positive relationships exist between all four of Carroll’s CSR pyramid 
levels separately, and the consumer buying behavior, for the considered 
detergent brands. In this regard, the questionnaire that was designed was 
generated, and conducted through household drop-off/pick up (DOPU), 
self-administered questionnaire method. In this method, the respective 
questionnaires (refer to Appendix A) were self-delivered to the 
respondents at their homes, with the primary aim of giving them time to 
fill them out in their private space and time, keeping in mind the factor of 
convenience for them, with a promise for getting them back to the 
researchers within the 24 hours mark.  

The utmost care was taken that the questionnaire was given to the 
right target audience (men or women, who do groceries for their home), 
who were concerned about the CSR initiatives that have been carried out 
by different detergent brands. In this regard, four, high profile and elite 
areas of Lahore (Defense Housing Authority, Cantonment, Gulberg, and 
Model Town) were selected. The households were selected through the 
convenience sampling technique. Moreover, the researchers randomly 
approached 100 households from each locality that had been shortlisted. 
The research was carried out over a course of 30 days, and a total of 400 
questionnaires were circulated in the above-mentioned areas. According to 
Roscoe (1975), a sample size of 250 - 400 is treated as an exceptional one 
because the results established can be generalized. In this regard, a total of 
337 questionnaires were retrieved back, out of which 280 were usable 
questionnaires. The overall response rate was at 70 percent. The socio-
demographic characteristics of the study, and the other variables related to 
the CSR initiatives are provided in Table 1: 
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Table 1: Socio-Demographic Characteristics of the Sample 

Variables Description Frequency Percentage 

Gender Male 108 38.6 
Female 172 61.4 

Age Below 24 51 18.2 
25 to 34 68 24.3 
35 to 44 118 42.1 
45 and above 43 15.4 

Education High school/O 
levels 

10 3.6 

Intermediate/A 
levels 

34 12.1 

Bachelors 131 46.8 
Masters 89 31.8 
Post Graduate 16 5.7 

Marital Status Single 94 33.6 
Married 174 62.1 
Widowed 12 4.3 

Monthly Disposable Income 

(Rupee) 

 

< 50,000 17 6.1 
50,001 to 75,000 38 13.6 
75,001 to 100,000 89 31.7 
100,001 to 125,000 63 22.5 
125,001 to 150,000 56 20 
> 150,000 17 6.1 

Who does the grocery? Me 50 17.9 
My Spouse 57 20.3 
Me and My 
Spouse 

158 56.4 

Servants 15 5.4 
Do you prefer buying brands 

offering CSR initiatives? 

Yes 201 71.8 
No 49 17.5 
Does not matter 30 10.7 

Detergent Brands used in 

home 

Ariel 74 26.4 
Surf Excel 103 36.8 
Express Power 64 22.9 
Brite 18 6.4 
Tide 21 7.5 

Packaging origin of the 

brand (Local or foreign) 

Ariel+Express 

Power+Brite=Local 

Surf Excel+Tide=Foreign 

Local 156 55.7 

Foreign 124 44.3 
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3.2. Measures 

3.2.1. Dependent Variable 

When taking the dependent variable into account, the consumer 
buying behavior was measured using five items, as measured on a five-
point Likert scale. This ranged from a scale of 1 (strongly disagree) to 5 
(strongly agree) (Wu & Lin, 2014; Xu & Yang, 2012). The items, item 
loadings, and Cronbach’s alpha can therefore be seen in Table 2. 

3.2.2. Independent Variables 

The economic level of CSR, legal level of CSR, and the ethical Level 
of CSR were measured using the five items that were gauged on a five-
point Likert scale, from 1 (strongly disagree) to 5 (strongly agree) (Wu & 
Lin, 2014; Xu & Yang, 2012). The items, item loadings, and Cronbach’s 
alpha can thus also be seen in Table 2. However, the philanthropic level of 
CSR was measured using four items that were gauged on a five-point 
Likert scale, from 1 (strongly disagree) to 5 (strongly agree) (Wu & Lin, 
2014; Xu & Yang, 2012). The items, item loadings, and Cronbach’s alpha 
can thus be seen in Table 2. 
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Table 2: Carroll’s CSR Pyramid Levels Constructs 

Latent variable 

(Cronbach’s alpha) 

Measured variables (items) Item 

loading 

Consumer Buying Behavior (0.926) 

CBB1 
I purchase products and services of the detergent 
brand on regular basis. 

0.83 

CBB2 
The detergent brand promotional activities fuel my 
purchasing desire. 

0.81 

CBB3 I am highly familiar with different detergent brands. 0.77 

CBB4 
I would recommend my friends or relatives to 
purchase the detergent brand. 

0.88 

CBB5 
I would tell other consumers about the advantages of 
buying the detergent brand. 

0.93 

Economic Level of CSR (0.934) 

Eco1 The detergent brand stimulates the local market. 0.82 
Eco2 The detergent brand is offered at a reasonable price 0.89 
Eco3 The detergent brand provides great value for money. 0.88 

Eco4 
The detergent brand provides advantages to the 
consumers. 

0.76 

Eco5 
The detergent brand stimulates economic activities in 
Pakistan. 

0.83 

Legal Level of CSR (0.920) 

Legal1 The detergent brand abides by legal regulations 0.94 

Legal2 
The detergent brand abides by all transaction laws 
and regulations. 

0.88 

Legal3 The detergent brand meets all its legal obligations. 0.87 

Legal4 
The company that owns this brand complies with the 
regulations of the country. 

0.81 

Legal5 The detergent brand meets all required regulations. 0.65 

Ethical Level of CSR (0.919) 

Ethical1 
The detergent brand meets the expectations of the 
society. 

0.76 

Ethical2 
The detergent brand respects the moral standards of 
the society. 

0.88 

Ethical3 
The detergent brand handles defective units to meet 
satisfaction of consumers. 

0.75 

Ethical4 The detergent brand is trustworthy and reliable. 0.87 

Ethical5 
The detergent brand abides by its commercial ethical 
standards. 

0.89 

Philanthropy Level of CSR (0.898) 

Phil1 
The detergent brand meets the expectations of society 
in the field of philanthropic activities. 

0.85 

Phil2 
The detergent brand organizes or sponsors 
philanthropic activities. 

0.84 

Phil3 
The detergent brand staff participates in philanthropic 
activities on a voluntary basis. 

0.72 

Phil4 
The detergent brand participates in public welfare 
activities. 

0.91 
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3.3. Statistical Analysis 

The data was further analyzed through the Structural Equation 
Modeling (SEM) technique. The SEM was undertaken, in order to study 
the measurement model through the confirmatory factor analysis, and then 
the proposed hypotheses was tested further through the path analysis. The 
maximum likelihood estimation was checked, in order to analyze the 
normality of the data (Kline, 2005). Moreover, the data had no missing 
values. 

3.3.1. Confirmatory Factor Analysis (CFA) 

The CFA was carried out, in order to test the goodness of fit 
criterion, and also to examine the reliability and validity of the 
measurement model (Hair, Anderson, Black, Babin & Tatham, 2006). In this 
regard, all the items were retained, because they were all above the cut-off 
point at 0.50. Moreover, no correlation was found amongst the error terms 
pertaining to all the items. Table 3 displays the information on the model 
fit indices.  

Table 3: Model Fit Summary for CFA 

Key Recommended Value Observed 

Value 

Chi-square/df 1 to 3 (Segars & Grover, 1998) 1.980 

NFI Greater than 0.6 (Shadfar & 
Malekmohammadi, 2011), greater than 0.8 
(Segars & Grover, 1998), greater than 0.9 
(Byrne, Shavelson, & Muthén, 1989) 

0.799 
GFI 0.754 

CFI 0.833 
TLI 0.756 
RMSEA Score less than 0.10 (Hair et al., 2006) 0.084 

The reliability factor of the instrument was examined using the 
measure of composite reliability (Cronbach alpha). The value for this can 
be seen in Table 2. As a common practice, the general acceptable level of 
composite reliability is more than 0.70 (Salman, Khan, & Gul, 2014). In 
addition to this, the instrument validity was also examined by referring to 
the discriminant validity, using the suggested technique by Fornell and 
Larcker’s (1981), where the AVE (convergent reliability figure) is compared 
with the ASV. The calculated value should ideally be less than the AVE. 
Table 4 summarizes the results of validity, of the instrument. 
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Table 4: Instrument Validity 

Constructs AVE Observed 

value 

Discriminant validity 

Observed Value 

Result 

Consumer buying behavior 0.716 0.714 Holds 
Economic level of CSR 0.740 0.699 Holds 
Legal level of CSR 0.699 0.685 Holds 
Ethical level of CSR 0.694 0.679 Holds 
Philanthropic level of CSR 0.690 0.648 Holds 

3.3.2. Structural Model Analysis  

The formulated hypotheses were tested using the structural 

analysis in AMOS.  

4. Results 

The means and standard deviations, along with the correlation 

matrix have been mentioned in Table 5. The model for the analysis was 

found to be reasonably fit (chi-square/df = 1.787, NFI = 0.86, GFI = 0.89, CFI 

= 0.93, TLI, 0.92, RMSEA = 0.04). Moreover, the Variance Inflation Factor 

(VIF) values can also be observed in Table 5. Since the value of each VIF is 

below five, we can conclude that there was no multi-collinearity found in 

the data. 

Table 5: Descriptive Statistics and Correlation Matrix 

Variable Mean S.D. VIF 1 2 3 4 5 6 

1. Consumer 
buying behavior 

2.17 0.59               

2. Economic level 
of CSR 

2.16 0.59 2.8 0.80**           

3. Legal level of 
CSR 

2.19 0.59 1.92 0.81** 0.87**         

4. Ethical level of 
CSR 

2.21 0.65 2.06 0.93** 0.84** 0.85**       

5. Philanthropic 
level of CSR 

2.23 0.58 2.34 0.88** 0.79** 0.81** 0.87**     

6. Packaging origin 
of the brand 

1.38 0.5 2.01 0.82** 0.78** 0.83** 0.81** 0.80**   

Notes: n=280, **p<0.01 

The results for all the hypotheses can be summarized in Table 6. 
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Table 6: Results of Hypotheses Testing 

Hypothesis Relation Estimate Decisions 

H1 Economic level of 
CSR 

 
Consumer Buying 
Behavior 

0.089** Supported 

H2 
Legal level of CSR  

Consumer Buying 
Behavior 

0.052 Not Supported 

H3 
Ethical level of CSR  

Consumer Buying 
Behavior 

0.894*** Supported 

H4 Philanthropic level of 
CSR 

 
Consumer Buying 
Behavior 

0.410*** Supported 

H5a Economic level of 
CSR (local brand) 

 
Consumer Buying 
Behavior 

0.053 Not Supported 

H5b Economic level of 
CSR (foreign brand) 

 
Consumer Buying 
Behavior 

0.161 Not Supported 

H6a Legal level of CSR 
(local brand) 

 
Consumer Buying 
Behavior 

0.187 Not Supported 

H6b Legal level of CSR 
(foreign brand) 

 
Consumer Buying 
Behavior 

0.274 Not Supported 

H7a Ethical level of CSR 
(local brand) 

 
Consumer Buying 
Behavior 

0.238*** Supported 

H7b Ethical level of CSR 
(foreign brand) 

 
Consumer Buying 
Behavior 

0.364*** Supported 

H8a Philanthropic level of 
CSR (local brand) 

 
Consumer Buying 
Behavior 

0.113** Supported 

H8b Philanthropic level of 
CSR (foreign brand) 

 
Consumer Buying 
Behavior 

0.265** Supported 

** p<0.01 ***p<.001 

In the model, the economic level of CSR activities was found to be 
a significant and positive predictor of a consumer buying a detergent 
brand, hence providing support for H1. However, the factor pertaining to 
the legal level of CSR activities was found to be unrelated to the consumers 
who were purchasing a particular brand of detergent. Hence, the H2, which 
stated that the legal level of CSR activities has a significant positive effect 
on consumer buying behavior for detergents, was therefore not supported. 
Furthermore, H3 stated that there exists a positive relationship between the 
legal level of CSR activities, and the consumer buying behavior for 
detergents. In this regard, the relationship was found to be significant, thus 
providing support for H3.  The philanthropic level of CSR activities, was 
observed to be a significant and positive predictor of the consumer buying 
behavior for detergents, hence providing support for H4 as well. 
Collectively, these four independent variables contributed to about 87.30 
percent of the variation in the consumer buying behavior for detergent 
brands in Pakistan (R2 = 0.873***) 
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However, when testing H5a-5h, only the positive effect of the ethical 
and philanthropic levels of CSR, on the consumer buying behavior for 
detergents, was stronger when global brands were taken into 
consideration, and weaker when the local brands were looked at. The 
effects of the economic and legal levels of CSR were found to be 
insignificant for both the global and the local brands.  

5. Discussion 

According to Eshra and Beshir (2017), a firm involved in initiating 
activities that result in giving back to the society, and one that is frequently 
involved in socially responsible activities, has a more positive impact on the 
consumers. This also tends to become an attractive feature for the 
consumers, in such a way that they are compelled to purchase that brand. 
This current study builds upon on Carroll’s CSR pyramid, regarding 
whether any CSR activity actually and ultimately affects the consumer 
buying behavior, while selecting a detergent/washing powder in Pakistan. 
Moreover, the authors have also used the packaging origin of the detergent 
brand, as moderating variable, in order to test the strength of the relationship 
that exists between all the levels of CSR activities, and consumer buying 
behavior pertaining to any detergent brand. The current study preserved the 
results of the previous research studies. It did so by simplifying the idea that 
in Pakistan, consumers generally tend to prefer three levels of CSR activities, 
out of the four levels, when they decide to buy a brand of detergent. 
Furthermore, the brands packaged abroad have been found to be stronger, 
in terms of moderating between the different levels of the CSR pyramid, and 
the consumer buying behavior of detergent brands. 

5.1. Economic Level of CSR and Consumer Buying Behavior  

The Economic level of CSR has been ranked as the second most 
important form of CSR, (Maignan & Farrell, 2004) and extremely important 
for consumers, particularly when selecting their preferred brands because 
of value creation (McAlister, Thorne, Ferrell, & Ferrell, 2003). In Pakistan, 
it was concluded that consumers considered the economic level of CSR as 
an important variable, but not as important as the other countries did. 
However, the results received were positive, as well as significant in 
nature. This means that the detergent brands in Pakistan that are actively 
involved in the process of value creation are generally be considered to be 
more important, especially when the consumer will be deciding on which 
brand to buy. This in turn will lead to an increase in the sales, and help the 
respective company to pay back its stakeholders. In addition to this, 
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grocery shoppers in Pakistan believe that the eco-friendly detergent brands 
tend to provide a better value for their money, and hence are willing to pay 
more for them. However, according to the results, the packaging origin of 
a brand did not play any part in strengthening the role between the 
economic level of CSR, and the consumer buying behavior for detergent 
brands. The reason can be attributed towards rather similar prices of 
locally, as well as internationally packaged brands. 

5.2. Legal level of CSR and consumer buying behavior 

The legal level of CSR was a very critical factor for consumers. This 
was because they believed that companies following the appropriate legal 
rules and laws would make products that would be safe to use, and would 
not cause any harm (Conchius, 2006). In this context, Creyer (1997) 
presented the same results, as the legal level of CSR was seen to have a 
highly significant impact in increasing the level of the consumer buying 
behavior. When tested in the city of Lahore, insignificant results were 
obtained, showing that the consumers tend not pay heed to the legal 
situation of the respective company, and it has no effect on molding their 
consumer behavior towards a CSR oriented brand. There are two reasons 
behind this: i) In Pakistan, the legal aspects of a business are mostly kept 
as a private matter, and are kept confidential hidden; and ii) Consumers 
are unaware of their human and civil rights.  

Even if consumers are aware of their rights, still taking consumer 
related matters to court leads to years of fighting the case, and very less 
chances of winning it in the end. In addition to this, many MNCs in 
Pakistan weigh the environmental issues to be far more concerning than 
their internal legal issues (Hameed, 2010). Hence, it is also assumed that 
the legal level of CSR activity has no impact on the consumer preferring a 
particular detergent brand. Moreover, as the results are insignificant, the 
packaging origin of the brand plays no role in strengthening the 
relationship between the legal level of CSR, and the consumer buying 
behavior for detergent brands, for obvious reasons.  

5.3. Ethical level of CSR and consumer buying behavior 

Research studies that have been undertaken in the past show that 
consumers prefer the ethical level of CSR, as the most important aspect in 
consumer buying behavior. Moreover, the companies involved in ethical 
behavior have a more loyal consumer base, and hence a higher sales 
pattern as well (Luo & Bhattacharya, 2006). A study by Creyer (1997) 
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produced the same results, where the consumers preferred to purchase 
products from brands that were more ethical, and followed all the ethical 
set of norms and rules for existing in a society. It was even observed that 
for ethically labeled products consumers were willing to pay a higher 
price, without any regrets.  

When this phenomenon was tested in Lahore, the exact same 
results were received, as the results were positive and highly significant. 
This showed that there exists a strong relationship between the ethical level 
of CSR, and the consumer buying behavior for detergents. In this regard, 
people tend to find eco-friendly detergent brands to be more trust worthy 
and reliable. Moreover, when the packaging origin of the brand was used 
as a moderating variable between the ethical level of CSR, and the 
consumer buying behavior for detergents, the relationship strengthens if 
the brand is packaged abroad. Results reveal that consumers in Pakistan 
expect the foreign/global brands to be more ethical than the local brands 
of detergent, hence a stronger relationship. 

5.4. Philanthropic level of CSR and consumer buying behavior 

The philanthropic level of CSR has been found to be an important 
and significant aspect, when it comes to the consumer buying behavior. 
This is because consumers regard companies involved in it to be more 
responsible and caring for the society (Bežovan, 2002). According to Rahim 
et al. (2011), the philanthropic level of CSR is one of the most important 
levels of CSR, as it does not only aids in the development of the internal 
environment of the company, but also leads to more satisfied customers. 
In addition to this, Huang et al. (2019) found that the philanthropic level 
happens to be an extremely important parameter for Vietnamese 
consumers. Thus, the current study has produced the same results, 
showing that the philanthropic level of CSR is an important variable which 
affects the consumer buying behavior, in this case, for detergent brands. 
Moreover, it is expected for eco-friendly detergent brands to participate in 
public welfare activities, even more than non-eco-friendly detergent 
brands. Also, the relationship tends to strengthen if the detergent brand is 
packaged abroad. This is because people trust international brands more 
than the local brands, with respect to spending precious funds on activities 
related to social welfare. 



Role of Carroll’s CSR Pyramid in Shaping Consumer Buying Behavior 129 

6. Limitations, Future Research Directions and Implications 

6.1. Limitations and Future Research Directions 

The duration of conducting this study was a total of two months. 
Because of certain time limitations, a larger sample could not be taken into 
account, and only four elite residential areas of Lahore were selected. If 
there was a provision of more time and resources, data from other areas of 
different cities could also be considered, which could have helped in 
generalizing the results to a broader population. Moreover, the 
respondents were expected to fill in the questionnaires very casually, by 
not paying much attention to the questions being asked in the survey. 
Moreover, this study is particularly behavioral in nature, thus the 
longitudinal data can produce different responses as well. The research can 
also be replicated in other sectors of the FMCG industry, such as soft 
drinks, snacks and toiletries, etc. Lastly, the lack of knowledge and 
transparency by the brands selling detergents in Pakistan regarding CSR 
activities might also create huge difficulty, while choosing the right 
respondents for the study in the future. 

6.2. Practical Implications  

This research clearly depicts that the economic, ethical and 
philanthropic levels of CSR are essential in affecting the consumer buying 
behavior of the consumers in Pakistan. For this purpose, the managers of 
local brands (not necessarily detergent only) can make sure that while 
developing CSR initiatives/programs, they include these three aspects in 
their policies, in order to encourage more consumers to buy their brands. 
Also, locally packaged detergent brands need to be more actively involved 
in all levels of the CSR activities, such as providing scholarships for 
education, planting trees to make the environment clean and fresh, and 
supporting women education in poverty stricken and suburban areas. This 
will leave a greater impact on the consumers. Meeting the ethical norms 
and behaviors is also very important for detergent brand managers, as 
making the ethical side of their business transparent can potentially lead 
to the creation of a more loyal customer base. 

7. Conclusions 

Currently, as companies are trying their best to compete for higher 
sales from the other offerings in the market, CSR can be taken as extremely 
important factor. This is primarily because it can help the companies in 
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gaining more advantage over their competitors, to gain more profits, and 
eventually score more sales in the longer run. In addition to this, 
consumers now prefer to buy products/services that contribute more 
towards the betterment of the society. This is because they think that 
brands that are more responsible will always be better and safe to use, and 
they will become a part of the overall good that is taking place.  

Also with this research, we can gauge that the locally packaged 
detergent brands in Pakistan should focus on the economic, ethical and 
philanthropic side of CSR. This is because the consumers believe they are 
more important, and directing their emotional capacity in this regard. 
Consequently, companies can have a more loyal customer base. It can also 
be seen that consumers of socially responsible firms tend to be more 
involved with the working of the firm. This in turn helps individuals 
portray their personalities, or identity by helping the brand achieve its 
socially responsible duties. 
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Appendix A (Questionnaire) 

Section 1: Demographic Information  

1) Gender 
a) Male 
b) Female 

 

2) Age 
a) Below 24 
b) 25-34 
c) 35-44 
d) 45 and Above 

 

3) Education (Last degree received)  
a) High School or O-Levels 
b) Intermediate or A-Levels 
c) Bachelors 
d) Masters 
e) Post Graduate Program 

 

4) Marital Status 
a) Single  
b) Married 
c) Widowed 

 

5) Monthly disposable income 
a) < 50,000 
b) 50,001 to 75,000 
c) 75,001 to 100,000 
d) 100,001 to 125,000 
e) 125,001 to 150,000 
f) > 150,000 

 

6) Who does the grocery 
a) Me 
b) My Spouse 
c) Me and my spouse 
d) Servants 

 

7) Do you prefer buying brands offering CSR initiatives?  
a) Yes  
b) No 

 

8) Detergent brands used in home? 
a) Ariel 
b) Surf Excel 
c) Express Power 
d) Brite 
e) Tide 
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Section 2 

 Strongly 

Disagree 

Disagree Neutral Agree Strongly 

Agree 

I think that tie brand, can 
stimulate the local 
market. 

     

I think that the brand 
offers reasonably priced 
products 

     

I think that the brand 
provider great value 
products 

     

I think that the brand 
provides advantages for 
consumers 

     

I think that tie brand can 
stimulate economic 
activities m Pakistan 

     

I think that the brand 
abides by legal 
regulations 

     

I think that the brand 
abides by all transaction 
laws and regulations 

     

I think that the brand 
meets all its legal 
obligations 

     

I think that the products 
and services provided by 
the brand comply with 
the regulations of our 
country 

     

I think that the brand 
meets all required 
regulations 

     

I think that the brand 

meets the expectations of 
society 
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 Strongly 

Disagree 

Disagree Neutral Agree Strongly 

Agree 

I think that the brand 

respects the moral 
standards of our society 

     

I think that the brand will 
handle defective products 
to the satisfaction of 
consumers 

     

I think that the brand is 
trustworthy and reliable 

     

I think that the brand 

abides by its commercial 
ethical standards. 

     

I think that the band 
meets the expectations of 
society in the field of 
philanthropic activities 

     

I think that the brand 
organizes; or sponsors 
philanthropic activities 

     

I think that the band staff 
participates in 
philanthropic activities 
on a voluntary basis 

     

I think that the brand 
participates in public 
welfare activities 

     

I purchase products and 
services of the brand on a 
regular basis. 

     

I think that the brands 
promotional activities 
stimulate my purchasing 
desire 

     

I:m highly familiar with 

the brands product 
categories and items 
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 Strongly 

Disagree 

Disagree Neutral Agree Strongly 

Agree 

I would recommend my 

friends or relatives to 
purchase Lie brands 
products or services 

     

I would tell other 
consumers about the 
advantages of buying the 
brands products and 
services 
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