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Intellectual Capital and Financial Performance of Banks in Sialkot

Pakistan

Muhammad Khalique ∗ T. Ramayah † Muhammad Tahir Ali Shah‡

Zafar Iqbal §

Abstract: The main aim of this research is to determine the impact of intellectual capital on the financial
performance of banking sector operating in Sialkot Pakistan. Integrated intellectual capital model (IICM)
was used to achieve the objective of the study. Structured questionnaire survey forms were used to collect the
data from the targeted respondents. Purposive sampling technique was used to choose the targeted sample. A
total of 210 out of 250 completed and usable questionnaires survey were returned. Six research hypotheses
were constructed to address the objectives of this study. Smart PLS 3.0 was used to test the proposed research
hypotheses. The findings showed that the three hypotheses were supported while remaining were not. This
study will provide a clear understanding about the concept and applications of intellectual capital in banking
sector. This study will be a milestone for the potential researchers to conduct their studies in Pakistani context.

Keywords: Intellectual capital, financial performance, Conventional banks, Islamic banks, Pak-
istan.

Introduction

Due to innovation, improvement and changes in business fields the efficient and effective
usage of tangible and intangible resources play a vital role for the success, strength and
sustainability of organizations. Knowledge intensive organizations believed that intellec-
tual capital has become the most important asset in measuring and evaluating the organi-
zational performance. Presently size of organizations does not matter but the utilization
of its resources efficiently and effectively can enhance the sustainability and profit. More
specifically in service sector intangible assets such as intellectual capital (IC) has been
secured overwhelming responses and appeared as one of the most important strategic
assets for competitive edge (Cohen & Kaimenakis, 2007; Hsu & Fang, 2009; Janošević,
Dženopoljac, & Bontis, 2013; Khalique, Shaari, Abdul, & Isa, 2011). In business field
many researchers such as Khalique, Shaari, and Isa (2014); Mention and Bontis (2013)
argued that in a knowledge based economy intellectual capital is considered as one of the
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supreme and crucial assets for the success and survival of organizations. Further, they
argued that in service sector such as banking sector, intangible asset such as intellectual
capital has secured great intention for competitive advantage. There is no doubt that in
the world the banking sector is recognized as one of the most important sectors in service
industry and its contribution towards economic development is highly acknowledged.
Intellectual capital is recognized as one of the most important and valuable asset for the
banking sector (Khalique et al., 2014; Mention & Bontis, 2013; Poh, Kilicman, & Ibrahim,
2018).

Banking industry plays a vital role in the formation of capital and economic devel-
opment in every country of the world. Finance is the life for organizations and bank is
giving out financial sources. Without banks countries’ economies cannot grow and sus-
tain. Banks continually raise economic growth and provide facilitation to execute busi-
ness transactions (Barathi Kamath, 2007; Khalique et al., 2014; Poh et al., 2018). Generally,
banks gather capital from those who have surplus and lend to those who then efficiently
perform financial services and earn benefits. Today, banks provide lot of services to coun-
tries. There is no doubt that the banking sectors development is directly related with
economic development and prosperity. Banks have great impact on the country’s devel-
opment and smooth functioning of business activities. Financial sector perform vital role
in formation of capital by using different financial techniques (Vuong, Vu, & Mitra, 2017).
Outcomes of various researches and evidences show that financial sector has a positive
impact on the economic development (Khalique et al., 2014; Okpara & Wynn, 2007; Poh
et al., 2018). Financial sector are very crucial for any country. Pakistani financial sector,
particularly banking industry and insurance companies have great impact of SMEs de-
velopment. It generates lot of job opportunities. Financial sector of a country make their
resources better and use these resources efficiently and in productive ways. In order for
the economic growth to reaches it optimal level. Hence financial institutions play a very
significant role in economic growth.

In Pakistan, banking sector is based on both conventional and Islamic banks which
performing parallel with positive impact on economic development. Banking sector is
also referred as knowledge intensive sector which offered service to the customers. Banks
play a vital role for the growth and development of the economy and considered as back
bone of the economy. Nowadays, as with the customers demand, innovative products
and services are the main source to attract customers and it is impossible without cap-
italization of intellectual capital, innovation and research. Consequently organizations
utilize their resources in proper and efficient way. By utilizing intellectual capital, or-
ganizations enhance profitability which leads to financial performance of organizations
(Kharal, Abrar, Rehma, Khan, & Kharal, 2014). Many researchers argued that intellectual
capital is considered as an important intangible asset to the organizations as it plays ef-
fective role to enhance financial performance and also provides competitive advantage to
firms.

In earlier studies several researchers pays considerable attention on conventional bank-
ing sector to observe the impact of intellectual capital on financial performance such as
Barathi Kamath (2007); Khalique, Shaari, Abdul, Isa, and Samad (2013) but the Islamic
banking sector was not addressed. Researchers argued that intellectual capital is a prime
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source for success of any organization as it increases the value, profitability, innovation
and organizational performance.

In Pakistani context a very few studies were conducted to identify the impact of in-
tellectual capital on the financial performance of banking sector and mostly the policy
makers unaware about the importance of intellectual capital. Therefore there is a great
need to determine impact of intellectual capital on financial performance for banking sec-
tor in Pakistan.

Literature Review and Hypotheses Development

From last two decades, the notion of intellectual capital has secured overwhelming re-
sponse from researchers, practitioners, and academicians who addressed the idea and its
importance in knowledge-based economy perspectives. Knowledge is considered as one
of the most important strategic assets for the success and sustainability of organizations.
The foundation of intellectual capital is based on data. Data is a collection of raw facts and
figures, and the synthesizing of data into a meaningful way leads to information. The in-
formation is a main source of knowledge and the wisdom and judgment mainly come
from information. When organizations or individuals able to create value added prod-
ucts and services by using their knowledge it is called intellectual capital. Intellectual
capital is a dynamic set of intangible resources. According to Khalique, Shaari, Abdul,
Isa, and Ageel (2011), the idea of intellectual capital was first coined by Dunn and Press-
man (2005). Intellectual capital refers to soft or intangible assets of organizations. Many
researchers explained in different ways that the resources such as knowledge, informa-
tion, employees’ skills and capabilities which organizations put as an input in order to
create the wealth. Kang and Snell (2009) stated that intellectual capital is an organiza-
tions’ knowledge, stock embedded in employees, teams, routines, organizational systems
and processes. Khalique (2012) proposed a comprehensive definition of intellectual cap-
ital and he argued that “intellectual capital is a is a combination of intangible assets or
resources, such as knowledge, know-how, professional skills & expertise, customer re-
lationships, information, databases, organizational structures, innovations, social values,
faith and honesty.”

In the early stage of the development of intellectual capital many researchers such as
Bontis, Chua Chong Keow, and Richardson (2000); Edvinsson and Sullivan (1996) pro-
posed that intellectual capital is mainly based on three components namely human capi-
tal, customer capital and structural capital. In intellectual capital field three components
namely social capital, technological capital and spiritual were added (Bueno, Salmador,
Rodrı́guez, & Martı́n De Castro, 2006; Ismail, 2005) and finally (Khalique, Shaari, Abdul,
& Isa, 2011) proposed a holistic and widely accepted Integrated Intellectual Capital Model
(IICM). Subsequently, this study adopts an Integrated Intellectual Capital Model which is
based on six dimensions namely human capital, structural capital, customer capital, social
capital, technological capital and spiritual capital as part of the IC constructs.
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Components of Intellectual Capital

Human capital is considered as the heart of intellectual capital and it includes the educa-
tion, knowledge, skills competencies, and know-how in certain fields that are important to
the success of enterprise and their aptitudes and attitudes. HC also based on employee’s
learning about job, loyalty, inspiration drive plan, efficiency, and employees training pro-
grams. HC is the dominant predictor of intellectual capital and has significant positive
contribution to enhance the performance of organizations (Almossawi, 2001; Barathi Ka-
math, 2007; Khalique et al., 2014). Customer capital shows the customers loyalty, brand,
customer satisfaction and have significant relationship with firm performance, to increase
sale with consumer’s involvement (Abazeed, 2017). Customer’s loyalty and satisfaction
build understanding and fulfill customers’ needs (Mention & Bontis, 2013). In business
customers are prime source for income generation of organization and it is very neces-
sary for organizations to satisfy their customer needs. Structural capital deals with or-
ganizations structures and methods of an organization. It includes procedure, manuals,
databases that help the employees to achieve organizational performance (Bontis et al.,
2000; Khalique et al., 2014). Bontis et al. (2000) argued that the structural capital is the
possessions of the organizations which include databases, process, manufacturing pro-
cess and routine. It based on all producing process, operational system and organizational
environment.

Social capital is identified as the important function for social organizations. Social
capital includes features such as norms, social values and networking. Nahapiet and
Ghoshal (1998) stated organizations having high social capital can get more competitive
advantage. Social capital is a set of human efforts that connect people and cooperate
with each other and also a set of social values, norms, social networks which play a vi-
tal role in social and economic development. Social capital is glue for the organization.
Technological capital is very vital for greater performance and competitive environment
for the organizations. It enhance quality, productivity and cost saving. Organizations
face different encounters to meet these challenges firms upgrade their technology. Bueno,
Paz Salmador, and Rodrı́guez (2004) argued that technological capital is the set of intan-
gible asset which is based on innovation and technical process. It is based on intellectual
property, R&D and industrial property. Spiritual capital is a new source for organiza-
tions to survive in a competitive environment. Spiritual capital indicates intangible assets.
Studies indicated that spiritual capital is a religious concept in which employees perform
their duties by logic for God. Individuals believe that their honestly services enhanced
their outcome. Spiritual capital helps employees to move within their religion it based on
ethical values, honesty, and moral values (Ismail, 2005; Khalique, Shaari, & Isa, 2013).

Importance of Intellectual Capital in Banking Sector

In intellectual capital field many studies (Barathi Kamath, 2007; Khalique et al., 2014;
Tiwari & Vidyarthi, 2018) found that intellectual capital is one of the most crucial and
strategic assets for the success of banking sector. They illustrated that intellectual capital
performs a dynamic role for the growth and development of banks. Intellectual capital is
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the fundamental part of knowledge based economy. Therefore, the prominence of intel-
lectual capital cannot be overlooked, specifically in banking sector because this sector is
a highly knowledge based sector and its products are mostly innovative. Effective capi-
talization of intellectual capital is more crucial and pivotal in the success of the banks as
compared to other industries operating in the financial system. Banking sector is mostly
equipped with intellectual capital tend to provide high quality products and services to
the customers which is possible by banks’ continuous training of its human resources,
building of its brand, internal system and processes, strong social networking, implemen-
tation of latest technology, research & development, and strong moral and ethical values.

Conceptual Framework

The foundation of this research is based on intellectual capital theory. Intellectual capital
theory is mainly based on knowledge based theory and resource based theory (Khalique,
Shaari, Abdul, et al., 2013). Intellectual capital theory affirmed that the value creation
in products and services are the main source of sustainability and success of organiza-
tions in a competitive business environment. This theory is based on the six components
of intellectual namely, human capital, customer capital, structural capital, social capital,
technological capital and spiritual capital. In this study these six components were used
as independent variables while financial performance of banking sector as dependent
variable. On the basis of aforementioned discussion following research hypotheses were
constructed.

Hypothesis 1: Human capital has significant impact over the financial performance of Islamic
banks and conventional banks of Sialkot Pakistan.

Hypothesis 2: Customer capital has significant impact over with the financial performance of
Islamic banks and conventional banks of Sialkot Pakistan.

Hypothesis 3: Structural capital has significant impact over the financial performance of Is-
lamic banks and conventional banks of Sialkot Pakistan.

Hypothesis 4: Social capital has significant impact over the financial performance of Islamic
banks and conventional banks of Sialkot Pakistan.

Hypothesis 5: Technological capital has significant impact over the financial performance of
Islamic banks and conventional banks of Sialkot Pakistan.

Hypothesis 6: Spiritual capital has significant impact over the financial performance of Islamic
banks and conventional banks of Sialkot Pakistan.
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Research Methodology

The main objective of this study is to analyze the impact of intellectual capital on finan-
cial performance of Islamic and conventional banks operating in Sialkot Pakistan. The
nature of this study is cross sectional and quantitative. Primary data were used to test the
proposed research hypotheses. The data were collected through structured questionnaire
survey. Saunders, Lewis, and Thornhill (2006) stated that in quantitative research the unit
of analysis may be individual, organization, or a family. Therefore, the unit of analysis for
this study was the employees of conventional and Islamic banks. The data were gathered
from all branches of largest five commercial banks and five Islamic banks operating in
Sialkot region. Selected conventional banks namely, Habib Bank Limited, United Bank
Limited, Allied Bank Limited, Muslim Commercial Bank and Bank Alfalah, while the Is-
lamic banks were Meezan Bank, Al-Barka Islamic Bank, Bank Islamic Pakistan Limited,
Dubai Islamic Bank, and Burj Bank were involved in this study. The research instrument
were adopted from Khalique, Bontis, Abdul Nassir bin Shaari, and Hassan Md. Isa (2015).
The respondents were selected through purposive sampling technique. A total of 250 sets
of structured questionnaire survey forms were distributed to grasp the perception of re-
spondents about the employed constructs. 210 completed sets of questionnaire survey
forms were returned which were used for data analysis.

Results

In this study Smart PLS 3.0 a multivariate technique which can simultaneously evaluate
the measurement model and structural model was used. In management sciences smart
PLS 3.0 is widely used to analyze the data (Hair, Ringle, & Sarstedt, 2011). It is a power
method of analysis in spite of its minimal demands on sample size and multivariate nor-
mality of data. It is also very useful for this study because it provide a better prediction
capability. In this study, the measurement model tested reliability and validity of the em-
ployed unobserved constructs while structural model was used to test the hypothesized
relationship. Bootstrapping (re-samples 500) was used to examine the loadings and path
coefficients significance.

Measurement Model

The convergent validity of the employed constructs was examined by factor loading of
average variance extracted (AVE) and composite reliability (CR) (Hair Jr, Hult, Ringle, &
Sarstedt, 2016). The recommended values for loading are set at> 0.6, the AVE should be>
0.5 and the CR should be> 0.7. Table 1 reported that the results of the measurement model
exceeded the recommended thresholds. Figure 2 depicted that the convergent validity is
sufficient. Discriminant validity of the measurement items was examined through the
criteria recommended by Fornell and Larcker (1981). Table 2 showed that the square root
of the AVE was examined against the inter-correlations of the construct with the other
constructs to ensure the discriminant validity (Chin, 1998; Fornell & Larcker, 1981). The
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results showed that all the square root of the AVE surpassed the correlations with other
variables. Therefore, the measurement model is reflected satisfactory with the empirical
evidence of adequate reliability, convergent validity and discriminant validity.

Table 1
Results of the Measurement Model

Constructs Items Loading AVE CR α

Human Capital (HUC)

HCQ1 0.768

0.500 0.831 0.751
HCQ2 0.668
HCQ3 0.713
HCQ6 0.690
HCQ8 0.680

Customer Capital (CUC)

CUCQ2 0.679

0.604 0.858 0.784
CUCQ4 0.768
CUCQ5 0.814
CUCQ6 0.837

Structural Capital (STC)

SCQ2 0.678

0.582 0.846 0.755
SCQ3 0.802
SCQ4 0.879
SCQ6 0.671

Social Capital (SOC)
SOCQ1 0.774

0.613 0.824 0.709
SOCQ4 0.737
SOCQ5 0.787

Technological Capital (TEC)

TECQ1 0.770

0.645 0.901 0.871
TECQ3 0.833
TECQ4 0.841
TECQ6 0.825
TECQ7 0.743

Spiritual Capital (SPC)

SPCQ2 0.860

0.608 0.820 0.663
SPCQ3 0.621
SPCQ4 0.836
SPCQ5 0.739
SPC6 0.540

Financial Performance (FP)

FPQ1 0.787

0.561 0.836 0.739
FPQ3 0.750
FPQ4 0.736
FPQ5 0.720

Table 2
Discriminant Validity (Fornell and Larcker Criteria)

Constructs CUC FP HUC SOC SPC STC TEC

Customer Capital (CUC) 0.777
Financial Performance (FP) 0.703 0.749
Human Capital (HUC) 0.637 0.63 0.707
Social Capital (SOC) 0.399 0.623 0.402 0.783
Spiritual Capital (SPC) 0.665 0.417 0.56 0.141 0.78
Structural Capital (STC) 0.521 0.679 0.726 0.616 0.365 0.763 0.803
Notes: The off-diagonal values are the correlations between the latent constructs and
diagonal are square; values of AVEs.

56



Journal of Management Sciences

Figure 1
The Measurement Model

Structural Model

In PLS multiple indices are required to examine the acceptance or rejection of the research
hypotheses. These indices are recommended based on their quality and ability to explain
the data congruence and precision are theR2 value for exogenous to endogenous relation-
ships, and regression weights or path coefficients (Fornell & Larcker, 1981). Furthermore,
Falk and Miller (1992) argued that these indices provide evidence for the existence of rela-
tionships between the latent variables. To examine the significance of the path coefficients
and calculate the standard errors bootstrapping (re-samples 500 were generated from 210
cases) was used. The overall model showed that the R2 value is 0.696 which reported
that 69.6% of total variance explained by these six components of intellectual capital to
enhance the financial performance of Islamic and conventional banks in Sialkot Pakistan.
Results of research hypotheses are shown in Table 3. The path coefficients along with their
t-values provided direct evidence of the hypotheses accepted or rejected. In Table 3 the
results reveal that the path coefficients between human capital and financial performance
(β = 0.078, t = 0.989, p > 0.05), structural capital and financial performance (β = 0.142, t =
1.824, p > 0.05) and spiritual capital (β = -0.1.31, t = 1884, p > 0.05) appeared as insignif-
icant predictors. However, customer capital (β = 0.509, t = 5.648, p < 0.05), social capital
(β = 0.282, t = 4.400, p < 0.05) and technological capital (β = 0.167, t = 3.109, p < 0.05)
appeared as significant contributors. The empirical findings show that the outcomes sup-
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porting research hypothesesH2,H4,H5 whereH1,H2 andH6 are not and not supporting.
The results of research hypotheses are shown in Table 3.

Table 3
Results of hypotheses testing

Hypothesis Relationship β t-Values Supported

H1 Human Capital → Financial Performance 0.07 0.996 No
H2 Customer Capital → Financial Performance 0.51 5.648 Yes
H3 Structural Capital → Financial Performance 0.14 1.824 No
H4 Social Capital → Financial Performance 0.28 4.400 Yes
H5 Techno. Capital → Financial Performance 0.17 3.109 Yes
H6 Spiritual Capital → Financial Performance -0.13 1.884 No

Note: Significant at p 0.05.

Discussion and Implications

The main objective of this study was to determine the impact of intellectual capital on
the financial performance of banking sector in Sialkot Pakistan. To achieve the objective
of this research a total of 210 respondents were involved. Using a structured survey ap-
proach and the Smart PLS 3.0 path analysis the study has found support for the proposed
integrated intellectual capital model. The empirical findings illustrated that banking sec-
tor in Sialkot believed that intellectual capital is very important for their financial perfor-
mance. Regarding the components of intellectual capital results showed that customer
capital, social capital and technological capital appeared as the significant contributors in
the model. Customer capital was appeared as the most significant predictor and it reflects
that banking sector considered it as the most crucial for financial performance. However,
human capital, structural capital and spiritual capital were seemed to be insignificant con-
tributors in model. Muhammad and Ismail (2009) found that the human capital and struc-
tural capital individually were not significantly related to the company’s performance. It
reflects that the banking sector is not giving them significant importance. Surprisingly
spiritual capital appeared as negative contributor but not significant. It showed that due
to some Islamic religious background some individuals do not prefer banking job and
due to interest (riba) they assumed that the spiritual capital is not much important for the
financial performance.

This study contributes in threefold: first the extension and application of the concept
of intellectual capital in banking sector in Pakistan. Findings showed that the overall
intellectual capital is very important for the financial performance of banking sector in
Sialkot Pakistan. The findings of this study are consistent with the previous studies such
as Khalique et al. (2014). Second, the empirical examination of the research showed that
three components of intellectual capital namely customer capital, social capital and tech-
nological capital were appeared as significant contributors while three components such
as human capital, structural capital and spiritual capital were performed insignificant
contributors. Banking sector required to make more investment and arrange training
and development programs to strengthen these components. Many researchers (Cohen &
Kaimenakis, 2007; Seleim, Ashour, & Bontis, 2004; Sharabati, Naji Jawad, & Bontis, 2010)
argued that these components are very important for the success of organizations as well
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as for the financial performance. Third: the above empirical findings and its implications
are in line with the theory of intellectual capital. Findings demonstrates that the theory
developed and confirmed in the others sector is also applicable in the banking sector. This
theory propose that those organization having all the components of intellectual capital
as significant contributors are capable with more strength to compete in the business as
compared to those which possess only a single or few IC components. Moreover, this the-
ory has implications for the policy makers, managers and stakeholders of banking sector
as well for service sector.

Limitations and Directions for Future Research

Like other studies, this research also has some of its limitations. First, this study has tar-
geted on a single service sector namely banking sector. Findings of this research will be
situation specific due to limited sample size. Second, the study is cross-sectional in na-
ture, longitudinal research can be better to understand the impact of intellectual capital on
financial performance of banks. Third the study has used the purposive sampling tech-
nique to identify the sample for the study. Therefore, the concerned parties are advised
to use the findings of the study with cautions. This study recommend to further potential
researchers to address the aforementioned limitations and extend the sample size of their
study.
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