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The Impact of Psychological Empowerment on Organizational Citizenship
Behavior and Knowledge Sharing Behavior: The Mediating role of Employee
Engagement and Moderating role of Leader-member exchange

Rizwana Kosar∗

Corvinus University, Budapest, Hungary

Abstract. The aim of this study is to determine the relationship between psychological empowerment and two
behavioral outcomes of an employee (organizational citizenship behavior and knowledge sharing behavior) by
examining the mediating role of employee engagement and moderating role of leader-member exchange. A sur-
vey was completed by 146 employees working in a variety of jobs and organizations. The data were collected
by self- administered questionnaire and then analyzed by using correlation and regression analysis. Results in-
dicate that psychological empowerment positively influences organizational citizenship behavior and knowledge
sharing behavior. In addition, employee engagement partially mediates the relationship between psychological
empowerment and organizational citizenship behavior and fully mediates between psychological empowerment
and knowledge sharing behavior. Leader-member exchange does not moderate the relationship between psycho-
logical empowerment and employee engagement. Psychological empowerment has positive relationship with the
employee engagement for employees low in leader-member exchange than for employees high in leader-member
exchange. The implications of these findings are discussed.

1 Introduction

In recent years an extensive body of literature has
focused on psychological empowerment of an em-
ployee. Researchers across the past several decades
have analyzed behavioral consequences affected by
psychological empowerment. (Conger and Kanungo,
1988) have focused on the positive effects of empow-
erment. On the basis of their structure of a range of
cognitive motivation theories, they identified meaning,
self determination, competence, and impact as the set
of employee task assessments associated with intrin-
sic task motivation. Psychological empowerment is de-
fined as intrinsic task motivation following a sense of
control in relation to ones work and active orientation
to ones work role that is evidenced in four dimensions:
meaning, self-determination, competence and impact
(Spreitzer, 1995).

The literature shows that perceived high perfor-
mance managerial practices, socio-political support,
leadership and work design characteristics are contex-
tual antecedents of psychological empowerment (Seib-
ert et al., 2011). Previous studies examined that or-
ganizational justice and psychological empowerment,
positively and indirectly influence organizational cit-
izenship behavior (Najafi and Khademi-Eslam, 2011)
and traditionalism of middle manager had moderated

the relationship between psychological empowerment,
performance and commitment (Akerib et al., 2014). In
previous studies the mediating role of psychological
empowerment has also been examined between ex-
pected contributions, individual characteristics, moral
competence, transformational leadership and perfor-
mance, commitment, OCB towards leaders and organi-
zational commitment (Akerib et al., 2014; Seibert et al.,
2011).

Compared to formal in role job performance, orga-
nizational citizenship behavior (OCB) is nontraditional
job behavior (Özer et al., 2011). Organizational citizen-
ship behavior (OCB) is defined as behavior related to
work that is optional, not related to formal organiza-
tional reward system and promote the effective opera-
tions of organization collectively (Moorman, 1991). Or-
ganizations could not survive or prosper without their
members behaving as good citizens by engaging in all
sorts of positive behaviors (Clark and Jahangir, 2004).
Knowledge Sharing Behavior (KSB) is a set of individ-
ual behaviors which involve sharing ones work related
knowledge and skills with other members within ones
organization, which can increase the organizations ef-
fectiveness (ÖZBEBEK and TOPLU, 2011); it is a team
process in which team members are sharing ideas, in-
formation and suggestions related to task with each
other (Srivastava et al., 2006).
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Engagement is defined as a positive, fulfilling,
work-related state of mind that is characterized by
vigor, dedication, and absorption (Schaufeli et al.,
2002). Engagement is psychological presence when oc-
cupying and performing an organizational role (Bakker
and Demerouti, 2008). The leader-member exchange
(LMX) involves the inter-personal relationships be-
tween leaders and followers. In general, these dual ex-
changes are thought to range on a continuum from high
to low (Fielding et al., 2005).

In previous studies researchers have examined per-
ceived organizational support (POS), organizational
commitment and job satisfaction as mediating vari-
ables between psychological empowerment, OCB and
KSB (Najafi and Khademi-Eslam, 2011); whereas,
leader member exchange was examined as modera-
tor between employee engagement, organizational cit-
izenship behavior and turnover intentions (Alfes et al.,
2013). To my knowledge no published study to date
has considered employee engagement as mediating
variable linking psychological empowerment and or-
ganizational citizenship behavior and knowledge shar-
ing behavior. Also, no study has examined leader-
member exchange as moderator between psychological
empowerment and employee engagement.

This study investigates the moderating role of
leader member exchange in relationship between
psychological empowerment and employee behav-
iors, including organizational citizenship behavior and
knowledge sharing behavior with mediating role of
employee engagement. The decision to include these
outcomes (OCB and KSB) was predicted not only on
their importance in the field of management but also in
the field of applied psychology, organizational behav-
ior and social psychology. The behaviors of employees
greatly affect the smooth functioning of organization;
therefore it is important to examine the factors impact-
ing employees behaviors. These two dependant vari-
ables are not highly relevant to organization but also
related to personality of an individual.

This study contributes to the research on psycho-
logical empowerment, organizational citizenship be-
havior and knowledge sharing behavior in two major
ways. First the examination whether leader member
exchange acts as critical moderator between psycho-
logical empowerment and employee engagement. Sec-
ond the examination whether two behavioral outcomes
(OCB and KSB) are influenced by psychological em-
powerment with mediating effect of employee engage-
ment. It has importance in organizational context to
study variables that have impact on behaviors of em-
ployees. This study has four objectives: first, to iden-
tify the relationship between psychological empower-
ment and organizational citizenship behavior; second,
to identify the relationship between psychological em-
powerment and knowledge sharing behavior; third,
to investigate the mediating role of employee engage-

ment between psychological empowerment and OCB
and KSB; fourth, to investigate the moderating effect of
leader member exchange on relationship of psycholog-
ical empowerment and OCB and KSB.

The underpinning theory for this study is social ex-
change theory (SET) which was introduced in 1958 by
the sociologist George Homans . Social exchange is de-
fined as the exchange of activity, tangible or intangi-
ble, and more or less rewarding or costly, between at
least two persons. SET states that social exchange com-
prises actions contingent on the rewarding reactions
of others, which over time provide for mutually and
rewarding transactions and relationships (Cropanzano
and Mitchell, 2005). Drawing on the social exchange
theoretical perspective, this study proposed that high
quality relationships depend upon the behaviors of em-
ployees that are affected by psychological empower-
ment. This study is about two behaviors of employ-
ees OCB and KSB. These two behaviors can affect the
relationships between employees. Leader-member ex-
change can also be understood in terms of social ex-
change theory. According to the theory, the quality of
the exchange relationship usually differs from one sub-
ordinate to another. High exchange relationships are
developed with some subordinates, whereas lower ex-
change relationships are likely to be developed with
other subordinates (Wayne et al., 1997).

2 Literature Review

2.1 Psychological Empowerment and Orga-
nizational Citizenship Behavior (OCB)

Psychological perspective on empowerment was
first introduced by Conger and Kanungo (1988). Psy-
chological empowerment is a critical concept and it has
been discussed by several researchers in management
and other fields with respect to its impact on the em-
powered individuals and relationship of individuals
with each other (Solansky, 2014). Thomas and Velt-
house (1990) defined psychological empowerment as
intrinsic motivation manifested in four cognitions re-
flecting an individuals orientation to his or her work
role. The four cognitions are meaning, competence,
self-determination and impact (Spreitzer et al., 1997).

Meaning refers to a fit between the requirements of
a work role and persons beliefs, values and behaviors
(Spreitzer, 1996). Competence refers to self-efficacy re-
lated to work, a belief of an individual in his/her own
capability to perform work related activities with skill
(Gist, 1987). Self-determination is a sense of choice in
initiating and regulating actions (Deci et al., 1989). Fi-
nally, impact is the degree to which strategic, bureau-
cratic, or operating outcomes at work are affected by
an individual (Ashforth and Mael, 1989).

Organizational Citizenship Behavior refers to the
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proactive cooperation and assistance among cowork-
ers. OCB for an organization is behavior displayed
by employees to make good for an organization (Chi-
ang and Hsieh, 2012). Skarlicki and Latham (1996)
found that training union leaders in organizational jus-
tice principles increased union members citizenship be-
havior directed at both the union as an organization
(OCBO) and individual members of the union (OCBI).
Intrinsic motivation can increase assistance and coordi-
nation among employees.

Team-level empowerment climate is positively re-
lated to individual-level feelings of empowerment,
which, in turn, positively moderates the positive ef-
fect of LMX on OCB (Wu et al., 2011). Job affect was
associated more strongly with OCB directed at individ-
uals, whereas job cognitions correlated more strongly
than did job affect with OCB directed at the organi-
zation (Lee and Allen, 2002). Job cognitions reflect
psychological empowerment. Value-expression, so-
cial and career-related motives, organizational com-
mitment and job satisfaction are predictors of OCB
(?). Previous literature indicates that teachers percep-
tions of their level of empowerment are significantly
related to their feelings of commitment to the organi-
zation and to the profession, and to their OCBs, while
decision making, self-efficacy, and status are signifi-
cant predictors of OCB (Ahmad et al., 2014; Bogler and
Somech, 2004).Thus increase in psychological empow-
erment influences individual and team level feelings,
which influences job satisfaction leading to increase in
organizational citizenship behavior.

H1: Psychological empowerment is positively associated
with organizational citizenship behavior.

2.2 Psychological Empowerment and
Knowledge Sharing Behavior (KSB)

Knowledge sharing also called knowledge ex-
change (Cabrera et al., 2006) refers to the provision
of task information and expertise to help others and
to collaborate with others to solve problems, develop
new ideas, or implement policies or procedures (Cum-
mings, 2004; Dorsey, 2003). Knowledge sharing can
occur via written connection or face-to-face communi-
cations through networking with other individuals, or
documenting, organizing and capturing knowledge for
others (Cummings, 2004; Dorsey, 2003).

Organizational knowledge capabilities have a pos-
itive association with knowledge sharing. Technical,
structural, and human knowledge capabilities are sig-
nificant for organizational knowledge sharing and the
effects of implementing knowledge management on
organizational knowledge capabilities and knowledge
sharing are also significant (Dresselhaus et al., 2007).
Job involvement, job satisfaction, psychological em-

powerment and OCB are independent and positively
related to employees’ knowledge sharing behavior (Teh
and Sun, 2012).

The five areas of emphasis of knowledge sharing
research are organizational context, interpersonal and
team characteristics, cultural characteristics, individ-
ual characteristics and motivational factors (Wang and
Noe, 2010). Employees knowledge acquisition and
provision are highest when network centrality, au-
tonomous motivation, and ability are all high (Reinholt
et al., 2011). Literature on KSB shows that motivational
factors such as reciprocal benefits, knowledge self-
efficacy, and enjoyment in helping others are signifi-
cantly associated with employee knowledge sharing
attitudes and intentions (Bock et al., 2005; Frazer et al.,
2007). Thus the success of knowledge management
initiatives depends on knowledge sharing. Psycholog-
ical empowerment improves an individual capability
which improves knowledge sharing.

H2: Psychological empowerment is positively associated
with knowledge sharing behavior.

2.3 The mediating role of Employee En-
gagement between Psychological Em-
powerment and Organizational Citi-
zenship Behavior

Engagement at work was conceptualized by Kahn
(1990). Employee engagement has become a generally
used and a famous term (Robinson, 2004). Most of-
ten it has been defined as sentimental and intellectual
commitment to the organization (Alberti et al., 2005;
Hammer et al., 2006; Looi et al., 2004) or the amount of
voluntary effort displayed by employees in their jobs
(Frank, 2004). Perceived organizational support pre-
dicts both job and organization engagement; job char-
acteristics predict job engagement; and procedural jus-
tice predicts organization engagement. In addition, job
and organization engagement mediated the relation-
ships between the antecedents of job satisfaction, orga-
nizational commitment, intentions to quit, and organi-
zational citizenship behavior (Saks, 2006).

Job demands such as risks, hazards and complex-
ity undermine employees health and positively relate
to burnout and job resources such as knowledge, au-
tonomy, and a supportive environment motivating em-
ployees and positively relating to engagement. Job de-
mands were found to hinder an employee with a nega-
tive relationship to engagement and engagement moti-
vated employees and was positively related to work-
ing safely (Nahrgang et al., 2011). Results of previ-
ous research show that psychological conditions such
as meaningfulness, safety and availability have sig-
nificant positive relationship with engagement (Avo-
lio et al., 2004). There is a significant relationship be-
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tween psychological empowerment, job insecurity and
employee engagement. Affective job insecurity mod-
erated the effect of psychological empowerment on
employee engagement (Stander and Rothmann, 2010).
The above discussion shows that when knowledge,
self-efficacy, determination, and motivation will in-
crease, job demands will decrease, job resources will
increase and job insecurity will decrease which has a
positive influence on employee engagement.

High levels of work engagement are when em-
ployees are involved with, committed to, enthusiastic,
and passionate about their work (Macey and Schnei-
der, 2008). Work engagement can be improved through
adopting certain workplace behavioral health practices
that address supervisory communication, job design,
resource support, working conditions, corporate cul-
ture, and leadership style (Attridge, 2009). Researchers
in organizational behavior have long been interested
in exploring how employees perceptions of their lead-
ers influence their work-related thoughts and behav-
iors. The results indicated a significant positive rela-
tion between charismatic leadership and work engage-
ment, between work engagement and OCB, and be-
tween charismatic leadership and OCB. Results also in-
dicate a full mediation of leaderships effects on OCB
via work engagement (Babcock-Roberson and Strick-
land, 2010). The results of previous studies support for
positive relationships between employee engagement
and every component of OCB. The relationship was
found to be strongest for the civic virtue component of
OCB. However, no support was found for the hypothe-
sized moderating effect of HRD practices between em-
ployee engagement and OCB (Rurkkhum and Bartlett,
2012). Engagement and job embeddedness are unique
constructs and both are predictors of performance and
intention to leave (Halbesleben and Wheeler, 2008). En-
gagement is also a predictor of performance (Aad et al.,
2012), team support is strongest predictor of engage-
ment (Xu & Thomas, 2011). With the improvement
in job design, working conditions, culture, leadership
style and team support, employee engagement also in-
creases, which has positive impact on employee behav-
iors such as organizational citizenship behavior.

Employee engagement emerges from positive orga-
nizational behavior (Bakker and Demerouti, 2008). Due
to the increased frequency of organizational changes,
predicting employees voluntary involvement in the
development of organizational practices and individ-
ual work is of particular importance in organizational
psychology (Gabrielsson et al., 2012). Rurkkhum and
Bartlett (2012) found that psychological empowerment
has positive influence on employee engagement. Ac-
cording to social exchange perspective, employee en-
gagement deals with involvement in job and work and
reflects quality of social exchange (Cropanzano and
Mitchell, 2005). Thus, the employee engagement stem-
ming from psychological empowerment can be trans-

lated into organizational citizenship behavior.

H3: Employee engagement mediates the relationship be-
tween psychological empowerment and organizational citi-
zenship behavior.

2.4 The mediating role of Employee En-
gagement between Psychological Em-
powerment and Knowledge Sharing
Behavior

Knowledge sharing is potential source to a firms
success in todays highly competitive environment
(Grant, 1996). Employee knowledge sharing provides
way for mutual learning (Huber, 1991), which in turn
may improve organizational performance (Hansen,
2002). Organizational rewards have a negative effect
on employees tacit knowledge sharing intentions but a
positive influence on their explicit knowledge sharing
intentions; whereas, reciprocity, enjoyment, and social
capital contribute significantly positively to enhancing
employees tacit and explicit knowledge sharing inten-
tions (Hau et al., 2013).

There are psychological, organizational and
system-related variables that may determine individ-
ual engagement in intra-organizational knowledge
sharing (Cabrera et al., 2006). Knowledge sharing will
be improved when employees will be highly engaged.

Self-efficacy, openness to experience, perceived
support from colleagues and supervisors and, to a
lesser extent, organizational commitment, job auton-
omy, perceptions about the availability and quality of
knowledge management systems, and perceptions of
rewards are determinants of individual engagement
and significantly predict self-reports of participation in
knowledge exchange (Cabrera et al., 2006). Some of
these variables are involved in dimensions of psycho-
logical empowerment. Employees knowledge acquisi-
tion and provision are highest when network centrality,
autonomous motivation, and ability are all high (Rein-
holt et al., 2011).

Past studies found that the enactment of positive
behavioral outcomes, as a consequence of engagement,
largely depends on the wider organizational climate
(Alfes et al., 2013). Thus, when employees self efficacy,
competence, autonomy and determination are high,
employee will be highly involved in his or her job and
it has positive impact on knowledge exchange behav-
ior.

H4: Employee engagement mediates the relationship be-
tween psychological empowerment and knowledge sharing
behavior.
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2.5 The moderating role of leader member
exchange between psychological em-
powerment and employee engagement

This study is about the moderating effect of leader
member exchange on relationship between psycholog-
ical empowerment and employee engagement in orga-
nizational settings and it can be defined as the inter-
personal exchange relationships between the new role
incumbent (member) and his immediate supervisor
(leader) (Dienesch and Liden, 1986). This interpersonal
exchange relationship determines, in large part, the
type of role the subordinate will play within a particu-
lar unit. Leader-member exchanges can be understood
in terms of social exchange theory. SET emphasizes that
interdependent transactions have the potential to gen-
erate high-quality relationships (Wayne et al., 2002).
According to leader-member exchange (LMX) theory
(Dansereau et al., 1975), Graen and Schiemann (1978);
Graen and Scandura (1987), supervisors treat their sub-
ordinates differently; leading to the development of
relatively constant set that ranges from lower to higher
quality exchanges (Dienesch and Liden, 1986; Duchon
et al., 1986; Graen and Cashman, 1975; Graen and Uhl-
Bien, 1995; Sherony and Green, 2002). In higher-quality
exchanges, both supervisors and subordinates enjoy
advantageous rewards. For instance, higher-quality
exchange subordinates acquire favorable performance
evaluations (Gerstner and Day, 1997) and satisfying
positions (Wakabayashi et al., 1990). In return, supervi-
sors receive committed, competent and highly engaged
subordinates (Dansereau et al., 1975, 1978; Liden and
Graen, 1980). LMX quality influenced follower reac-
tions to the form of emotion regulation engaged in by
supervisors (Fisk and Friesen, 2012). Drawing on the
insights gained from research in the areas of employee
engagement, OCB and turnover intentions, along with
the premise of the social exchange theoretical perspec-

tive, subordinates in high quality exchanges are more
likely to strengthen the relationship between psycho-
logical empowerment and employee engagement.

H5: Leader-member exchange moderates the relationship
between psychological empowerment and employee engage-
ment such that the relationship is stronger for those who are
higher in leader-member exchange.

3 Theoretical Framework

Figure 1: Theoretical Model

4 Methodology

4.1 Sample and Procedures

The sample consisted of employees working in
three different work environments of Pakistan and it
was a cross-sectional study. The research sites included
well established organizations in the country which in-
volved private sector banks, public sector bank and
public and private sector universities and private or-
ganizations located in Pakistan.

The data were collected by self-administered ques-
tionnaire and copies were distributed to respondents

Table 1: ONE-WAY ANOVA

Control Variable Employee Organizational Knowledge

Engagement Citizenship Behavior Sharing Behavior

F- value Sig(p) F-value Sig(p) F-value Sig(p)

Gender 0.13 0.72 1.34 0.25 0.01 0.94

Age 3.29 0.01 2.99 0.02 0.67 0.62

Qualification 0.13 0.97 1.2 0.31 0.16 0.96

Work Experience 2.55 0.03 0.77 0.57 1.31 0.27

If p>0.05, no need to control that variable; If p<0.05, control those variables.
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Table 2: Mean, Standard Deviations, Correlations and Reliabilities

Variable Mean S.d. 1 2 3 4 5

1. PE 4.05 0.499 (0.82)

2.EE 3.98 0.56 .55** (0.88)

3.LMX 5.25 1.16 .40** .42** (0.93)

4.OCB 5.54 0.94 .37** .33** .49** (0.896)

5.KSB 5.64 1.13 .19* .19* .33** .46** (0.85)

N=146; alpha reliabilities are given in parentheses;***p<.001; **p<.01; *p<.05; PE=Psychological Empower-
ment; EE=Employee Engagement; MX= Leader-member Exchange; OCB=Organizational Citizenship Behavior;
SB=Knowledge Sharing Behavior.

by hand and email. The target sample organizations
were selected carefully for the study because in these
sectors employees spend most of their time in offices
from morning to evening so due to the stress of long
working hours, employee engagement and their be-
haviors will be influenced. The convenience sampling
technique was used because of limited resources and
limited time availability. Initially total of 300 ques-
tionnaires were distributed, 156 were received back,
and giving a response rate of 52%. The respondents
are asked to identify their gender, age, qualification
and work experience. After evaluating the question-
naires, it was found that 10 questionnaires were use-
less because of misleading and incomplete answers. So,
the total size of responses being analyzed for statisti-
cal modeling was 146 (n=146), which is 93.5% of to-
tal received questionnaires. The population sample for
the research consists of 43.8% female and 56.2% male.
The majority of the sample 56.8% holds master degrees
while 19.9% people hold MS/M. Phil degrees. In terms
of age group, a major portion of the sample 50.7% lies
between 26 and 33 of age.

4.2 Measures

4.2.1 Psychological empowerment

A 12-item scale developed by Spreitzer (1995) was
used to measure psychological empowerment. A sam-
ple item was The work I do is very important to
me. The scale used for measurement was Likert, scale
which is going from 1 (strongly disagree) to 5 (strongly
agree). Cronbachs alpha for the scale was 0.82.

4.2.2 Employee engagement

A 17 item-scale developed by Maslach et al. (2001)
was used to measure employee engagement. A sample
item was I can continue working for very long periods
of time. A five-point measure is going from 1 (strongly

disagree) to 5 (strongly agree). Cronbachs alpha for the
scale was 0.88.

4.2.3 Leader-member exchange
An 11 item-scale developed by Liden and Maslyn

(1998) was used to measure leader-member exchange.
A sample item was I like my supervisor very much
as a person. A seven-point measure is going from 1
(strongly disagree) to 7 (strongly agree). Cronbachs al-
pha for the scale was 0.93.

4.2.4 Organizational citizenship behavior
The aspects of organizational citizenship behavior

(organizational citizenship behavior individual and or-
ganizational citizenship behavior organization) were
measured by the instrument developed by Lee and
Allen (2002). This instrument is comprised of 16 items.
Example of these items consists of: Help others who
have been absent, express loyalty towards the orga-
nization etc. A seven-point measure is going from 1
(never) to 7 (always). Cronbachs alpha for the scale was
0.896.

4.2.5 Knowledge sharing behavior
A 5 item scale developed by Zárraga and Bonache

(2003) was used to measure knowledge sharing be-
havior. A sample item was My knowledge sharing
with other organizational members is good. A seven-
point measure is going from 1 (strongly disagree) to
7 (strongly agree). Cronbachs alpha for the scale was
0.85.

4.2.6 Control Variables
In table 1, one way analyses of variance were con-

ducted to compare gender, age and work experience on
employee engagement, organizational citizenship be-
havior and knowledge sharing behavior. These tests re-
vealed that significant difference occurred in employee
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engagement and organizational citizenship behavior
on the basis of age and in employee engagement on the
basis of work experience. Thus age and work experi-
ence had been controlled in regression analysis.

5 Results

5.1 Correlation Analyses

Table 2 presents descriptive statistics and correla-
tions among the variables. All correlations at p¡.05
are significant. The mean for psychological empower-
ment was 4.05 (s.d=.499), and that for organizational
citizenship behavior was 5.54 (.94). The correlation
between the psychological empowerment and organi-
zational citizenship behavior was .37. The mean for
knowledge sharing behavior was 5.64 (s.d=1.13).The
correlation between psychological empowerment and
knowledge sharing behavior was .19.

5.2 Regression Analyses

Hierarchical regression modeling (HRM) was em-
ployed to test hypotheses (Table 3). In regressions
where dependant variable was employee engagement,
age and work experience were entered as control vari-
ables in first step and the regressions where depen-
dant variable was organizational citizenship behavior
age was entered as control variable in first step. To
test the mediating role of employee engagement, Baron
and Kennys (1986) procedures were applied. The re-
sults in Table 3 indicate that psychological empower-
ment has significantly positive influence on organiza-
tional citizenship behavior (β=.70, p<.001), supporting
hypothesis 1. The psychological empowerment has sig-
nificantly positive influence on knowledge sharing be-
havior (β=.44, p<.05), supporting hypothesis 2. Af-
ter introducing the mediator (i.e. employee engage-
ment) into model, psychological empowerment has
significant positive influence on employee engagement
(β=.60, p<.001), employee engagement has the signifi-
cantly positive influence on organizational citizenship
behavior (β=.58, p<.001), while influence of psycho-
logical empowerment on organizational citizenship be-
havior with mediating role of employee engagement
becomes significant (β=.50, p<.001).

Therefore employee engagement partially medi-
ates the relationship between psychological empower-
ment and organizational citizenship behavior, partially
supporting hypothesis 3. Employee engagement has
significant positive influence on knowledge sharing be-
havior (β=.60, p<.001). The influence of psychologi-
cal empowerment on knowledge sharing behavior with
mediating role employee engagement was insignificant
(β=.29, p<.05), therefore employee engagement fully
mediates the relationship between psychological em-

powerment and knowledge sharing behavior, support-
ing hypothesis 4.

Table 3 shows that interaction of psychological
empowerment and leader-member exchange have in-
significant influence on employee engagement (β=.09,
p<.05), which indicates that positive relationship be-
tween psychological empowerment and employee en-
gagement is weaker when the employees are high than
low in leader member exchange, not supporting hy-
pothesis 5.

6 Discussion and Conclusion

The first hypothesis predicted that psychological
empowerment will be positively related to organiza-
tional citizenship behavior which was supported after
analyzing results. Previous studies indicated that psy-
chological empowerment was positively affected by or-
ganizational citizenship behavior (Chiang and Hsieh,
2012). The current study also affirms that psychologi-
cal empowerment is significantly positively related to
organizational citizenship behavior. The reason is that
when employees will be psychologically empowered
and motivated, they will be highly satisfied and com-
mitted towards their job, then cooperation with other
organizational members will be increased and individ-
ual will give time freely to other members, organization
or cause.

The second hypothesis predicted that psychologi-
cal empowerment will be positively related to knowl-
edge sharing behavior which was supported after anal-
ysis of psychological empowerment and knowledge
sharing behavior. Employees knowledge acquisition
and sharing are highest when network centrality, au-
tonomous motivation, and ability are high (Foss, 2011).
The more commitment towards meaningfulness, self-
efficacy, autonomy and impact towards job positively
influences the behavior of employee for knowledge
sharing. The employee feeling of psychological satis-
faction will put a positive impact on member of an or-
ganization.

The third hypothesis predicted that employee en-
gagement mediates the relationship between psycho-
logical empowerment and organizational citizenship
behavior which was partially supported after analy-
sis. Psychological conditions positively influence em-
ployee engagement (Avolio et al., 2004; Kahn, 1990).
The previous results indicated a significant positive re-
lation between charismatic leadership and work en-
gagement, between work engagement and organiza-
tional citizenship behavior. Employee engagement
at work partially relates psychological empowerment
with organizational citizenship behavior.

Analyses suggested a mediating role of employee
engagement in the link between psychological empow-
erment and knowledge sharing behavior. The fourth
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Table 3: Results of Regression Analyses

EE OCB KSB
Predictors β R2 ∆R2 β R2 ∆R2 β R2 ∆R2

Step 1
Control variables 0.35 0.004
Step 2
PE .60*** 0.32 .29*** .70*** 0.14 .14*** .44* 0.04
Step 1
Control variables 0.004
Step 2
EE .58*** 0.12 .12*** .38* 0.035
Mediation: EE
Step 1
Control Variables 0.004
Step 2
EE .58*** 0.12 .12*** .38* 0.04
Step 3
PE .50*** 0.17 .05* .29ns 0.05 .01ns
Moderation: LMX
Step 1
Control variables 0.04
Step 2
PE .51*** 0.36 .33***
LMX .11*
Step 3
PELMX .09ns 0.37 .01ns

N=146; control variables were age and work experience;***p¡.001; **p¡.01; *p¡.05; PE=Psychological Empowerment; EE=Employee
Engagement; LMX= Leader-member Exchange; OCB=Organizational Citizenship Behavior; KSB=Knowledge Sharing Behavior.

hypothesis stated employee engagement mediates the
relationship between psychological empowerment and
knowledge sharing behavior. The behavior of em-
ployee towards knowledge sharing and exchange will
be positive when employee will be more empowered
and engaged in work.

The fifth hypothesis indicated that leader-member
exchange moderates the relationship between psycho-
logical empowerment and employee engagement such
that the relationship is stronger for those who are
higher in leader-member exchange. Results were not
supporting this hypothesis.

According to vertical dyadic linkage theory, nature
of interaction of leader with members is varying in in-
group and out-group (Graen and Cashman, 1975).The
relationship between leader and member is dyadic in
nature. The outcome will vary for in-group and out-

group. In in-group members are more satisfied and
committed and in out-group members are dissatisfied
and not committed which puts impact on organiza-
tional performance (Graen and Uhl-Bien, 1995). The
results of the study indicated that leader-member ex-
change does not moderate the relationship between
psychological empowerment and employee engage-
ment, because the psychological empowerment and
employee engagement relationship of members of out-
group will be weaker when leader-member exchange
will be high.

6.1 Implications for Managers

Findings of this research have practical implica-
tions for the management because employee behaviors
play an important role in the smooth functioning of an
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organization. If employee is not intrinsically motivated
to perform his/her task, it can create serious problem
and conflict in an organization and he/she will show
deviant behavior on workplace. Changes in employ-
ees behavior can be costly problem, both financially
for organizations and psychologically for their employ-
ees. The understanding of psychological empower-
ments influence on organizational citizenship behav-
ior and knowledge sharing behavior may help compa-
nies define solutions to reduce both financial and psy-
chological costs of deviant behavior. If employees will
not be psychologically empowered they will not share
knowledge with other organizational members as well
as they will not cooperate with other organizational
members.

It is recommended that managers should increase
psychological empowerment of employees. To increase
the meaningfulness, competence, self-determination
and impact of employees towards job, managers
should adapt following steps: First identify what moti-
vates employees such as opportunities for growth, con-
trol over their work, participation in decisions, to be
part of a team, and sense of achievement that comes
from being part of a successful team. Second identify
and address barriers to employee motivation such as
lack of knowledge, and fear of losing job. Third de-
velop an employee motivation program such as pro-
vide encouragement, praise, and recognition as the em-
ployee’s work improves. Make it clear that the em-
ployee’s value in the workplace is increasing. Fourth,
add motivation to employee training. Fifth implement
procedures for motivating an aging workforce. Man-
agers should provide good supervision to guide and
direct activities of employees.

6.2 Limitations

The major strength of this study is field data from
employees in a variety of organizations. Field data
from different private and public organizations give
some confidence in the generality of results, although
this study inevitably has limitations. First, convenience
sampling technique was used. Second the possibility of
method bias for variables tapped from same source can
create an issue. Third, the sample size was small.

6.3 Directions for Future Research

On the basis of limitations future researchers
should use large sample size and experimental and
longitudinal research designs. Researchers should test
mediation moderation model in different countries or
cultures with samples from other occupations and set-
tings. Future research should examine relationship be-
tween job demands and job resources with organiza-
tional citizenship behavior and knowledge sharing be-
havior. Job crafting, burnout should be examined as

independent variables with organizational citizenship
behavior. Job resources, transformational leadership,
perceived organizational support and PS fit should be
examined as moderators. Future research should also
examine employee creativity as mediator between psy-
chological empowerment and organizational citizen-
ship behavior and knowledge sharing behavior.
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Abstract. This paper is concerned with exploring financial strength of Islamic banks in Pakistan, Bangladesh,
United Arab Emirates and Saudi Arabia on the bases of bank size. Using panel regression technique the paper
also made a comparison between financial strength of Middle Eastern, as well as South Asian Islamic Banks and
figured that on the bases of cost to income, loan to assets and some control variables, Middle Eastern Banks are
financially stronger as compared to their South Asian counterparts. The study is pioneer in analyzing the issue on
inter country level.

1 Introduction

Intense competition, consolidation of banks, globaliza-
tion, liberalization, and continuous innovations with
an aim to provide Islamic friendly suitable financial ser-
vices, have boosted the interest of all the concerned in-
dividuals and groups in critical evaluation of Islamic
banks. Whether they are investors, depositors, regu-
lators, bank managers, performance evaluation of the
banks stand as vital for all related parties. In a greatly
competitive financial market, bank performance pro-
vides signal to depositor and investors, whether to in-
vest or withdraw funds from the bank. Depositors may
also be interested in evaluating performance of banks
as they are not entitled to fixed returns and nominal
values of their deposits are not guaranteed. Managers
are keen to know the outcomes of previous manage-
ment decisions as well as to evaluate whether to im-
prove loan service, deposit service or both in order to
enhance its finance. Being responsible for safety and
the soundness of the banking system and preserving
public confidence, bank regulators monitor banks’ per-
formance to identify banks experiencing severe prob-
lems. Persistent monitoring of performance and finan-
cial stability is important as existing problems may re-
main unnoticed and can lead to financial failure in the
future otherwise (Hassan and Bashir, 2003; Samad and
Hassan, 1999).
Existing literature on Islamic banking unleashes vari-
ous studies conducted on performance measurement of
Islamic banks (Bashir, 2001; Hassan and Bashir, 2003;
Samad and Hassan, 1999; Sufian, 2007). However, al-
though studies on assessing financial performance of
Islamic and conventional banks in different countries

have been captured by existing literature on Islamic
banking and finance, but we could not detect any stud-
ies published on comparative analysis of financial per-
formance of Islamic and conventional banks of Pak-
istan.

1.1 Background of Islamic Banking and Fi-
nance

The current revival of Islamic banks started in the last
thirty years. The model of Islamic banking has not been
completely established. Just a small number of credit
instruments have been introduced, yet. New financial
instruments have been following the obligations of Is-
lamic Shari’ah in a legal way, but they do not have
much concern with the attainment of the goals of Islam
(Maqasid-e-Shari’ah). There are many Islamic banks
operating across the globe these days and people con-
sider them as a feasible system in which they can invest
their money with greater options. Islamic banks were
primarily started to serve only the Muslims, but they
are now being known to the rest of the world as well.
It is now considered as one of the fastest developing
fields. Islamic banks started to grow with a rapid speed
a few years after the establishment of first Islamic bank
in Egypt in 1963 (Ahmad et al., 2010). The contribution
of Islamic banking in the banking industry of the coun-
tries has become significant and is continuously grow-
ing.
Three decades ago, there was only one Islamic bank;
whereas today, there are more than three hundred
Shariah-based financial institutions in more than three
hundred countries (El Qorchi, 2005). Some countries
are very popular now in sense of Islamic Banking e.g.
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Iran and Sudan where Islamic Banking is prevalent.
Europe also couldn’t deny the importance of Shariah
banking and for the same reason; Islamic Banking is a
niche for some European and U.S banks (Hesse et al.,
2008).
Presently, $2 trillion of global banking assets are owned
by the Shariah compliant Islamic financial Institutions.
Out of which, 80% is covered by pure Islamic banks and
Islamic windows of non-Shariah commercial banks.
Sukuk - the Islamic bond, accounts for 15%, while Is-
lamic mutual funds are composed of 4% and finally
Takaful which is the name of Islamic insurance service,
accounts for only 1% of global banking assests (The
Economist, 2014). Talking about the Islamic banking
and its composition in proportion with respect to coun-
tries, we find that the biggest player of this industry is
Iran, as it accounts for 40% of global Islamic finance as-
sets followed by Saudi Arabia, which accounts for 14%.
These are followed by some other countries which have
less than 15% share of Islamic Finance assets, top of
which is Malaysia with 10% assets while Kuwait and
UAE collectively account for 9%. In terms of country
proportion of assets, Saudi Arabia owns 35% of total
banking assets, while the percentage is a bit lower in
case of UAE, Qatar and Malaysia, which stands at 22%,
20% and 20%, respectively. Looking at the big picture,
Islamic banks and financial Institutions just account for
1% of the global financial assets (Credit Suisse’s, 2013).
Islamic banks have a number of characteristics that
make them less exposed towards risk as compared to
conventional banks. For instance, if the bank has a loss
in Musharaka, it will show a negative amount on the
assets side, providing the depositors with more protec-
tive layer. There are certain factors that force Islamic
banks to become conservative, some of them include
provision of competitive and stable profits to the de-
positors. Similarly, Islamic banks are now having a
large portion of reserves and capital through their ac-
count holders. Thus, an inquiry into the issue of finan-
cial stability is very crucial in order to see how Islamic
banking industry buffers the effects of risks.
Thus, the question arises if there is a way to figure out
the stability of Islamic banks? This question is empiri-
cal in nature and can be answered through the use of
econometric models. Since the answer to this ques-
tion may vary from bank to bank and country-wise,
thus, inclusion of some data at bank-level and across
country-level is essential to answer this question. The
section below discusses country-wise background of Is-
lamic banking and finance.

1.2 United Arab Emirates

Islamic finance industry was first commenced with
the advent of Dubai Islamic Bank in UAE in the year
1975, which is the first full-fledged Shariah bank in the
UAE. Since then, the Islamic banking industry started

to flourish there. Soon after that, Sharjah Islamic Bank
commenced its operations in 1979. At present, there
are eight Shariah banks conducting their operations in
UAE with a total of more than 260 branches in various
areas of UAE. Looking at the factual details, we come to
know that these eight banks account for 16.2% of total
banking assets in the UAE, which is a significant and
non-negligible part (Chamber of commerce, 2011). Ac-
cording to a report of Dubai Chamber of Commerce in
2011, banks in UAE are going on with a steady growth
and it will continue to grow in the same manner in the
next few years because of increase in population and
income. Currently Global share of Islamic Banking in
the UAE banking system is 9%, which is in line with
Kuwait. However, within UAE 22% of total deposits
are captured by these banks (Abedifar et al., 2015).

1.3 Saudi Arabia

Up to 2005, there were only two banks in Saudi Ara-
bia, but presently, there are five Islamic banks operating
there. Very interestingly, 64 percent of total banking as-
sets in Saudi Arabia are owned by Shariah banks News
(2006). A number of conventional banks are moving
towards Shariah compliance and for the same reason
Islamic banking industry is growing there with a swift
speed. The national commercial bank of Saudi is also
intended to become an Islamic bank in the near future.
SAAB is an Islamic Insurance company which has re-
cently started its operations in Saudi Arabia. It is ex-
pected that Takaful Industry will grow rapidly in the
coming years and will soon account for 15% of total
banking assets in the country. Currently growth rate of
Islamic Banking system in the region is 13% (Alanazi
and Lone, 2016). Total deposits in the region in Islamic
banks are 14.29% as compared to that of 7.25% in 2000.
These funds crossed 2000 Billion Dollar point in 2015
(Barakat et al., 2016).

1.4 Pakistan

In Pakistan, there was an Islamic banking movement
around 1980s. However, Islamic banking actually got
a virtual start in Pakistan in 2002, when dual bank-
ing system was introduced. Names of Islamic Banks
in the country are Meezan Bank, BankIslami Pakistan,
Albaraka, Burj bank, and Dubai Islamic. According
to a study conducted in 2006, the financial assets of
Islamic banks accounted for only 2.2% of the whole
banks of the country (Al-Refai, 2006). Due to the is-
suance of a circular from SBP, all conventional banks
are now needed to open Islamic windows. The secu-
rities and exchange commission of Pakistan is contin-
uously making efforts in this regard. A number of In-
surance companies like Dawood, Takaful etc. are also
operating in the country (SBP, 2014). At present there
are 5 full-fledged Islamic and 15 conventional banks in
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Pakistan, with 1,314 branches in 2014; however, there
were only 15 branches in 2007. Talking about assets of
Islamic banking in Pakistan, the figure was Rs.118 Bil-
lion in 2007 and it gradually reached to Rs.1016 Billion
in 2014. Total Islamic banking assets jumped to Rs. 872
Billion in 2014 from Rs. 83 Billion in 2007 (SBP Islamic
Banking Bulletin, 2014). Islamic Banks account for 9.7%
of total bank deposits in the country while, 11.4% of to-
tal banking deposits are captured by Islamic banks as
compared to that of 0.5% in 2003 (Ali, 2015).

1.5 Bangladesh

In Bangladesh, Islamic banking concerns started in
1980s. And soon after, first Islamic bank with the
name of Islamic Bank Bangladesh was established in
the country, in 1983. The industry is on the way to
flourish in Bangladesh. In 2005, the 10% of total cash
deposited in the banks of the country was deposited in
Islamic banks, out of which 10% investment denomi-
nated 5% (Rana, 2006). In early 2005, the government of
the country made a committee for amending the insur-
ance act of the country with a view to introduce Islamic
friendly Insurance services as well. By the end of 2012,
total credits and deposits captured by Islamic banks in
the country were 21.6% and 18.8%, respectively. The
total number of Islamic bank branches increased from
3 in 1983 to 751 in 2011. At present, the number of Is-
lamic and commercial banks in Bangladesh is 8 and 48
respectively. A number of commercial banks have also
opened Islamic windows.

1.6 Objectives and Significance

The core objective of the study is to fill an important
gap in the literature of Islamic banking on financial sta-
bility. To the best of author’s knowledge, there exists
no study in the history of Islamic banking which em-
pirically analyses financial stability of banks on a cross
country level. Understanding the issue on a cross coun-
try basis is very important because if data are taken
from only a single country, it may be affected by some
control variables, which are prevailing and affecting fi-
nancial dependability in that country only. Thus, data
have been collected from four of the Asian countries
for the purpose of comparing financial soundness of Is-
lamic banks in an Asian context. The study has six core
objectives,

1. Comparing financial stability of Islamic Banks in
Middle East and South Asia.

2. Finding the determinants of financial stability of
Islamic banks in Bangladesh.

3. Finding the determinants of financial stability of
Islamic banks in Saudi Arabia.

4. Finding the determinants of financial stability of
Islamic banks in UAE.

5. Finding the determinants of financial stability of
Islamic banks in Pakistan.

6. Comparing financial stability of Islamic banks
across bank size.

The study provides foundation for the exploration of
stability on a cross country level.

2 Literature Review

2.1 Financial Stability of Islamic banks

Before examining the financial stability of Islamic
Shariah banks, we need to look at the milestone stud-
ies that have been conducted in this field. Emerging
yet integral role of Islamic finance industry has forced
the researchers, scholars and stake holders to examine
its efficiency as compared to the commercial banking
Industry. A major portion of previous studies had fo-
cused on the comparisons of products and mechanisms
that are used in Islamic and Commercial banking (Ain-
ley et al., 2007; Jobst, 2007; Sole, 2007; Sundararajan and
Errico, 2002).
Cihák and Hesse (2008), based on the data collected
from 20 countries, including 397 conventional and 77
Islamic banks during the period 1993 through 2004,
tested the relative financial soundness of Shariah or
Islamic Banks. They categorized the results of their
study on the bases of banks size and concluded that
Small commercial banks were financially less strong
than small Islamic banks. This may suggest that Is-
lamic banks may face challenges related to credit risk
management as they grow larger.
The efficiency and stability of commercial and Islamic
banks is still considered a viable question for stake
holders and researchers. Ahmad et al. (2010) con-
ducted a study using data from 2001 through 2006,
of four Asian countries, namely Pakistan, Bangladesh,
Malaysia and Indonesia for investigating financial ef-
ficiency of their respective banking systems. Their ef-
ficiency estimates were based on non-parametric DEA
(Data Envelopment Analysis). Findings of the study
imply that Asian Islamic banks are operating at opti-
mal level, but at the same time on the other hand they
are facing managerial inefficiency in controlling their
costs and are not able to utilize their resources fully.
Similarly, another study concluded that large Islamic
banks were financially less strong than large Commer-
cial banks (Shajari and Mohebikhah, 2012). Talking
about the latest studies in the literature, Husein (2014)
examined the financial stability of Islamic banks by tak-
ing 102 banks data from Indonesia. He used Z-Score
as a proxy of stability. The findings of the study de-
termined that the size of banks has a significant im-
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pact on its stability status and over all stability of an
Islamic bank in general is associated with its assets and
income diversity. The study findings also suggest that
large Islamic banks are financially stronger than the
small banks and finally the small Islamic banks are fi-
nancially stronger than those of medium sized Islamic
banks. The final finding is representative of critical is-
sues of financing risk Management for medium size
Sharia’h banks.

2.2 Z-Score as Measure of Financial Stabil-
ity

In the previous empirical literature of banking, Z-score
has been a popular proxy of probability of failure of
bank. Boyd et al. (1993); Boyd and Runkle (1993); Han-
nan and Hanweck (1988), in their studies have utilized
Z-score as a measure of probability of risk, which in
other words represents the likelihood of insolvency of
the bank. Z-score is such a measure of bankruptcy,
which measures the financial stability of bank that
shows the distance from volatility, leverage and insol-
vency.
Cihák and Hesse (2008); De Nicolo (2001); Worrell et al.
(2007), tested financial strengths of banks with Z-score.
Uhde and Heimeshoff (2009) used penal data from 2600
financial institutions in the European Union using Z-
Score as a key variable, in order to judge the stability
of German banks with various ownership structures.
Kick and von Westernhagen (2009) collected penal data
during the time span of 1995 through 2007. Reading
along the lines of literature finally Maji et al. (2011)
have also examined riskiness and likelihood of insol-
vency of Indian banks, using Z-score as a risk index
in order to evaluate the riskiness of Indian banks and
probability of book value insolvency. As per the trend
of literature, the present study has also considered Z-
Score for measuring financial stability.

3 Methodology

The current study uses the data of five Islamic banks as
a sample for the analysis in four of the Asian countries.
The data were collected from the population of Islamic
banks of two of the south Asian countries, Pakistan and
Bangladesh and two of the Middle Eastern Asian coun-
tries, U.A.E. and Saudi Arabia. The study considers
banks data on individual basis, collected from annual
financial reports of the banks, while some data were
taken from official stock exchanges of the respective
countries and finally some were collected from World
Bank database. Choice of these countries for the re-
search was dictated by the fact that there exists a size-
able share of Islamic banking in these economies. Sec-
ondly, the empirical analysis has been conducted on the
basis of un-consolidated financial data. In terms of an

ideal situation, the study should have chosen all con-
solidated data. We, therefore, used consolidated data
wherever available, but when consolidated data were
not available for a bank, the unconsolidated data were
used instead. Thirdly, the new fashion in the interna-
tional industry is to open an Islamic window and most
of the banks in Muslim countries are following this
practice, yet the study considers data only from those
banks which are fully Shariah-based.

4 Results and Discussion

Moving towards the regression first of all we run Haus-
man test for all the four countries independently. Haus-
man test of all the countries given a probability value of
more than 0.5, which gave us reason to run the regres-
sion using random effect model. The results of inter
country random effect model are given in Table 2 and
3.
As the data are from four countries we can understand
the level of diversification in the economic and regu-
latory conditions by the descriptive statistics. The ta-
bles above indicate that Z score has a very high range
its value ranging from -3 to 247. The Maximum value
of GDP growth rate is 8.6 and lowest is 4.28. Zscore
is also the variable which has highest standard devia-
tion. In order to deal with the outliers available in the
concerned data, we have used robust approach. The
purpose of using robust approach is that this approach
gives better results by reducing the impact of those
variables, which have extra-ordinarily high values of
residuals. This is done in accordance with the approach
introduced by Hamilton (2002).

4.1 Regression Analysis

In order to deal with the issue of Multicollinearity VIF
test was used and then regression analysis was done,
which is given in Table 4, 5 and 6.
As per the table (4) above, for Saudi Arabia VIF is done
twice because initially GDP and inflation had strong
co-linearity so Inflation has been eliminated for Saudi
Arabia.
Talking about Pakistan Inflation has positive relation-
ship with the ZScore of Pakistani Islamic banks. Now
let’s talk about the impact of bank level independent
variables on our primary dependent variable, ZScore.
Banks that have a high loan to asset ratio tend to have
lower values of Zscore, which means that banks with
higher loan to asset ratio are generally less financially
stable. Moving on towards the cost to income ratio we
come to know that cost to income ratio has positive re-
lation with financial stability of Pakistani banks. The
higher this ratio the higher the ZScore and the financial
stability of the banks.
According to the assumptions a negative relation be-
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Table 1: Pearson Correlation Matrix

Loan to asset Cost to income Inflation GDP growth Z-Score

Loan to asset 1

Cost to income -0.144 1

Inflation 0.014 0.148 1

GDP growth 0.067 -0.164 .454** 1

Z-Score -.440** -0.132 -0.121 0.041 1

**. Correlation is significant at the 0.01 level

Table 2: Descriptive Statistics

Range Minimum Maximum Mean Std. Deviation

Loan to asset 0.91 0.06 0.97 0.56 0.22

Cost to income 10.01 -0.01 9.99 0.96 1.39

Inflation 39.6 -18.9 20.7 7.82 9.47

GDP growth 13.8 -5.2 8.6 4.28 2.83

Z-Score 249.78 -2.92 246.86 26.16 34.59
1In Unconsolidated data the figures are calculated on the basis of data from only one country

tween loans to asset is due to the reasons that if the
amount of loans is more as a percentage of total assets
in Pakistani Banks, then the banks are not able to prop-
erly handle those loans and thus cannot retain a steadi-
ness in their returns. The cost to income ratio has a
positive relationship with zscore, because the more the
cost the banks incur as percentage of operating income
the stable it is. In other words when cost to income ra-
tio increases it also enhances the financial stability of
the banks. The reason behind this relation is that ef-
fective operations and proper loan collection happens
when banks increase their operating costs. Gross do-
mestic products growth rate which is a macroeconomic
level control variable also has a positive relation with
financial stability of Pakistani Islamic Banks.
The results of Bangladesh are almost in opposition of
Pakistan, except for results of inflation, which are in
accordance with Pakistan. Inflation has a positive in-
fluence on ZScore in Bangladesh. The higher the loan
to asset ratio, the more financially stable the Islamic
banks are. Enlightening about cost to income ratio,
we come to know that it has a strongly negative re-
lationship with the financial stability of Islamic banks
in Bangladesh. The only variable left behind for dis-
cussion in Bangladeshi contest is GDP growth which
has a negative relation with Zscore. Here we have
two macroeconomic variables one has positive and the

other has negative relationship with our dependent
variable.
Our model fits best in UAE, because in this case all our
variables have significant positive relationship with the
ZScore except the inflation, which has slightly negative
relation with of financial stability. The strength of cost
to income relation is far higher as compared to the re-
lation of cost to income with the financial stability of
Islamic Banks in UAE. GDP also has a positive relation,
which means that Higher the GDP Growth rate higher
is the financial stability of Islamic Banks in UAE.
The last country of our interest for this particular study
is Saudi Arabia. As it was in case of UAE, of the
Macroeconomic variables, GDP has positive relation-
ship with financial stability of Islamic banks in Saudi
Arabia as well. Talking about banks specific indepen-
dent variables, we see that Loan to asset has strongly
negative relationship with financial stability; on the
other hand cost to income has positive relation with the
ZScore.
As per the analysis, findings suggest that all of the four
independent variables, two have positive and the re-
maining two have negative relationship with the only
dependent variable ZScore; higher the inflation, higher
the stability of banks. Loan to asset has direct relation
with financial stability, which means that when loans
as a percentage of total assets increase it has a good im-
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Table 3: VIF Test

Pakistan Bangladesh UAE Saudi Arabia Saudi Arabia

Loan to asset 1.05 1.22 1.31 1.44 1.33

Cost to income 1.09 1.04 1.39 1.46 1.31

GDP growth 1.25 5.64 2.4 40.37 1.02

Inflation 1.19 5.25 2.44 40.77

pact on the financial stability of the bank. This is be-
cause when a bank has good portfolio of loans, it also
has a high profitability. An initial observation of the z-
scores tells high variability within the chosen sample,
with the z-score fluctuating from - 2 to 110 and 246. The
high variability shows the existence of outliers within
the sample data, which have a noticeable effect on the
above mentioned results.

4.2 Reasons for Country Wise Differences
in Results

Out of the two control variables inflation has negative
relation with financial stability indicating that in Mid-
dle East as well as in South Asia, generally increase in
price level dampens the financial soundness of Islamic
banks. Talking about loan to asset ratio it has positive
relation with financial stability in case of Pakistan and
UAE but negative in case of Bangladesh and Saudi Ara-
bia. The difference can be attributed to the fact that
Pakistan and UAE have good credit risk monitoring
system in between bank and the borrowers, e.g. Small
medium enterprises or companies as compared to that
of Saudi Arabia and Bangladesh. Moreover, the results
of cost to income ratio tell us that when Islamic Banks
of Pakistan, UAE and Saudi Arabia raise their operat-
ing cost as a percentage of operating profits, it resul-
tantly encourages financial stability. The same variable
has negative relation with stability in Bangladesh, be-
cause their Islamic Banks cannot manage their operat-
ing costs effectively. In other words they have a high
operational risk as compared to that of other countries
in the sample. A direct relationship of growth in gross
domestic product in UAE, Saudi Arabia and Pakistan
suggests that GDP growth encourages financial stabil-
ity of Islamic Banks in these three countries.
Taking ZScore as key indicator of financial stability as
suggested by Husein (2014) we can see that Islamic
banks in Bangladesh are less stable then the banks of
Pakistan, as shown in Figure 1. On the other hand, if
we take a look at the results of Islamic banks of Mid-
dle East, Banks in Saudi Arabia have high financial sta-
bility. To conclude we can say that Islamic banks of
Middle East are more stable as compared to the Islamic
banks of South Asia.
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Figure 1: Z-score.

Following is the discussion of sample countries
data on the basis of size. According to our designated
criteria Pakistan has only one large bank that is Meezan
Bank and rest of the banks in Pakistan are small banks.
As per the comparison graph, it is shown that Small Is-
lamic banks are more stable than large Islamic banks.
On the other hand the Islamic banks of Saudi Arabia,
UAE and Bangladesh are all large banks. So comparing
19 bank may not be an appropriate comparison, there-
fore, we just made comparison of small and large banks
in Pakistan. On the basis of size Small Islamic banks are
more stable than that of large Islamic Banks.

4.3 Theoretical Contribution and Manage-
rial Implication

This study is pioneer in exploring the determinants
of financial stability of Islamic Banks on Inter country
level. It has contributed to the literature of Islamic fi-
nance and financial stability. This is first inter-country
financial stability of Islamic banks study and thus is
useful for internal as well as external users of finan-
cial information of shariah banks. Talking about inter-
nal users, inside policy makers of the Islamic banks can
strive to diminish the elements that have negative re-
lationship with financial stability; on the other hand,
they can try to enhance the elements that have positive
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Table 4: Regression Results: Ordinary Least Squares (2008-2013)

Variable Pakistan Bangladesh Saudi United Arab South Asian Middle All Banks

Arabia Emirates Banks Eastern

Banks

Constant -11.44 18.144 -25.634 -29.705 18.344 -12.429 18.144

(0.000)*** (0.034)** (0.075)* (0.000)*** (0.022)** (0.045)** (0.000)***

Loan/Asset -2.025 11.652 -19.501 60.966 3.485 -30.22 11.652

(0.016)** (0.034)** (0.000)*** (0.000)*** (0.002)*** (0.005)*** (0.062)*

Cost/Income 1.613 -9.924 59.539 7.436 1.442 11.186 -9.924

(0.000)*** (0.064)* (0.000)*** (0.043)** (0.000)*** (0.028)** (0.054)**

GDP Growth 1.587 -2.85 4.402 2.561 1.144 2.182 -2.85

(0.000)*** -0.104 (0.000)*** (0.000)*** (0.015)** (0.001)*** (0.001)***

Inflation 0.311 1.674 -0.501 0.905 1.716 1.674

(0.000)*** -0.223 (0.000)*** (0.069)* (0.000)*** (0.008)***

R-Squared 0.998 0.653 0.82 0.996 0.653 0.997 0.653

p-values in parentheses
* significant at 10%; ** significant at 5%; *** significant at 1%

relation with the financial stability of banks. Moreover,
there are certain managerial implications of the study
for external users as well. The study is useful for cor-
porate customers, as well as other retail customers and
depositors of the banks.

The study may also be useful for the governments
and regulators of the respective countries.
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Figure 2: Z-score.

5 Conclusion

The present study has worked out first inter-country
empirical analysis for exploring financial soundness of
Islamic banks with Islamic banks. Z-scores have been
used as a representative of stability. The findings sug-
gests that (i) small Islamic banks are tend to be finan-
cially more sound and stable than larger Islamic banks;
(ii) Islamic banks in UAE and Saudi Arabia (Mid-
dle East) are financially more stable and sound than
the Islamic banks in Pakistan and Bangladesh (South
Asia). The comparison between high financial stability
in large Islamic banks and the comparatively low finan-
cial stability in small Islamic banks attracts the interest
of researchers toward it. Results posit that, compara-
tively Islamic banks are more financially stable when
conducting operations on a small scale, and are more
likely to be financially stable when they are running
their operations on a large scale. A reasonable interpre-
tation for the results reported in the study propose that
it is considerably more complicated for Islamic banks to
adjust their credit risk checking system as soon as they
grow larger in terms of total assets. Looking at their
limitation in standardization of management of credit
risk, and taking account of the numerous profit-loss-
investments become more complicated when the level
of operations of the bank rises up. One more finding
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Table 5: Regression Results: Robust Estimation (2008-2013)

Variable Pakistan Bangladesh Saudi United Arab South Asian Middle All Banks

Arabia Emirates Banks Eastern

Banks

Constant -11.325 17.104 -12.106 -43.985 17.104 -9.228 17.104

(0.000)*** (0.035)** (0.000)*** (0.000)*** (0.001)** (0.000)*** (0.000)***

Loan/Asset -2.315 12.481 -5.318 36.366 12.481 -7.816 12.481

(0.000)*** (0.016)** (0.000)*** (0.000)*** (0.000)*** (0.000)*** (0.000)***

Cost/Income 1.615 -9.811 12.151 -10.537 -9.81 23.228 -9.814

(0.000)*** (0.000)*** (0.000)*** (0.000)*** (0.000)*** (0.000)*** (0.000)***

GDP Growth 1.588 -2.461 9.851 1.867 -2.461 1.868 -2.461

(0.000)*** 0.148 (0.000)*** (0.000)*** (0.031)** (0.000)*** (0.001)***

Inflation 0.312 1.415 -0.462841 0.905 -30.221 1.415

(0.000)*** (0.293) (0.000)*** (0.118) (0.000)*** (0.023)**

R-Squared 0.961 0.607 0.964 0.867 0.607 0.982 0.653

p-values in parentheses
* significant at 10%; ** significant at 5%; *** significant at 1%

which raises attention toward Islamic banks in Middle
East is that they focus more on investments with low
level of risk and fee income related to that investments
and bank charges. On the other hand, Islamic banks
in South Asia do more business in PLS Investments.
The findings are in accordance with Cihák and Hesse
(2008); Husein (2014); Shahid and Abbas (2012).

5.1 Limitations

One of the major limitations was no access to entire
facts and figures of the used data, dependence on the
unconsolidated financial statements data. Secondly,
the current study has taken into account only those Is-
lamic banks which are conducting all their operations
according to the principles of Islamic finance and did
not consider the banks which are conventional with Is-
lamic ”windows” or have only some Islamic branches
being operated. Additionally, limitations of the data re-
stricted from analyzing all the issues related to financial
contracts of Islamic nature, such as, by differentiating
between various investments and PLS arrangements.
Moreover, it’s not justifiable to generalize the results of
this study on the basis of just four countries. Finally the
data of initial years used in the study are possibly af-
fected by and have the effects of global financial crises.

5.2 Future Research Direction

First of all the sample data selected for present study
can be further prolonged to a larger number of coun-
tries and more number of banks, maybe by using data
sources other than the sources that this study utilized.
Also, the future researchers may effort to work on the
financial stability effects of Islamic finance institutions
of other types rather than the completely Islamic banks
examined in present study, e.g. Islamic insurance com-
panies and the commercial banks with Islamic win-
dows.
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Abstract. Attraction towards social networking sites is increasing day by day. People join social networking sites
to communicate with their friends, share their feelings and gain information from different platforms. One of the
most popular social networking sites is Facebook with 1.7 billion active users. However, there are many users of
Facebook with fake identities, communicating with other users just for fun and enjoyment. Companies are also at-
tracted towards Facebook for advertisement, consumer engagement and feedbacks of customers bearing very low
cost. However, users with fake identities also like different products and leave their comments on different brand
pages. So companies are unable to get true picture of customer’s feedback and these fake reviews also damage
trust of other customers. Current study examined the effect of brand page reviews on customer’s trust, perceived
risk and perceived benefit. Both fake and original comments were considered in study. Effect of reviews is tested
on three types of trust (interpersonal trust, dispositional trust and institutional trust). Experimental approach was
used to collect data from 300 participants. Regression analysis was used to test the hypotheses of study. Results
show that people believe more in comments and information provided by their friends or by third party. While
getting information from social media, users trust comments and reviews provided by other users without differ-
entiating original and fake comments. Users of Facebook trust in brand but normally ignore information provided
by company itself. Furthermore, other users of social networking sites are affected by comments and reviews.
Managerial implications are also discussed.

1 Introduction

Social media is leading new media for the last
decade or so. People have got new ways to commu-
nicate with one another such as blogs, social network-
ing websites, etc. After discovering social media, so-
cial networking sites (SNS) have introduced new meth-
ods of communications in different directions. Open
communication forums are being used by different sites,
such as Twitter and Facebook to support and main-
tain conversation among their users (Nelson-Field et al.,
2012). Furthermore, social networking sites also al-
low their users to communicate with businesses and
companies directly, which help companies and busi-
nesses to interact with their customers and take their
feedback. The most popular social networking website
is Facebook.com (Nelson-Field et al., 2012), with over
one billion profiles worldwide (Facebook, 2013). How-
ever, many people use Facebook for fun and enjoyment
(Qureshi and Mir, 2013) which sometime created prob-
lem for different organization and even for other people.
On 2nd of Dec. 2014 Dawn reported that “fake Facebook
accounts used to be a problem faced by teenage girls,
but it appears that in Pakistan, they are also becoming

a bother for the military and the Inter-Services Intelli-
gence (ISI)” (Dawn, 2014). A formal complaint was reg-
istered by ISI and the military to Pakistan Telecommu-
nication Authority (PTA) and Ministry of Information
Technology (MOIT) that there was existence of fake ac-
counts on social networking sites with the name of their
chiefs. So many people join social media just for fun
however other join social media for purpose of infor-
mation. Information provided by other consumers may
increase trust and reduce perceived risk. Trust is an on-
going issue in e-commerce (Gefen et al., 2011) and can
be increased by social commerce and social support. In
fact, to endorse trust in an online context, there is a need
to provide credible signals to re-assure e-vendors (Ba
and Pavlou, 2002).

Most of the companies are engaging customers by
advertising on social media. So a lot of researchers have
calculated brand engagement in social media through
different means and according to them counting of likes
and comments on Facebook presents brand engagement
(Chauhan et al., 2013; Hoffman and Fodor, 2010; Mal-
bon, 2013). On the other hand, different researchers
have explored the use of Facebook. According to some
studies, people like a brand because of self-expression;
while others say that users like brands to create relation-
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ships with other users. However, the main purpose is to
enter a platform to chat with other people (Back et al.,
2010; Schau and Gilly, 2003); Lipsman et al., 2012; Trusv
et al., 2009; (Nelson-Field et al., 2012). Thus, brand en-
gagement based on the counting of likes does not give a
clear picture.

In Pakistani context there may be another reason
because of which brand engagement cannot provide a
clear picture. Basically, people like and comment on a
brand page for self-expression, while using social me-
dia (Tariq et al., 2012). However, researchers have only
explored the likes and comments on brand pages but
they were unable to explore whether it affects trust
and perception or not. A few researchers have stud-
ied the intentions of users to use facebook in Pakistan
and they found that people in Pakistan use facebook
for enjoyment and information (Qureshi and Mir, 2013).
People who use facebook for enjoyment purpose have
fake identities on facebook (Tariq et al., 2012) as peo-
ple like and comment on brand pages/forums for self-
expression (Nelson-Field et al., 2012). So people with
fake identities also like and comment on brands, which
is not a true picture of brand engagement.

If a person without prior knowledge wants to buy a
product, he/she will consult his/her friends or will use
online sources to gain information. In latter case other
customers’ reviews have an effect on his decision mak-
ing (Malbon, 2013). Therefore, word of mouth way of
communication has been of interest to marketing per-
sonnel for some time (Anderson, 1998; Richins, 1984).
Consequently, customers trust on online comments of
other customers while making decisions. However, fake
users on Facebook and their comments on brand pages
also have an impact on another customer’s decision.

In current research, reviews are indication of visi-
tors of brand page. These signals are found to be strong
predictor of trustworthiness (Utz et al., 2012). A survey
stated that 70 Percent of consumers trust the reviews
from other people (Nielsen, 2009). Different researches
have worked on trust in online reviews (Racherla et al.,
2012; Sparks and Browning, 2011; Sparks et al., 2013).
However, there are previous researches on trust in fake
reviews (Lappas et al., 2016; Liu, 2013; Mukherjee et al.,
2012). Furthermore, there is no previous research on
trust effecting perceived risk and perceived benefit re-
garding social media. Trust and risk are treated differ-
ently by different researches. However, majority have
stated risk as outcome of trust (Ivanov and Ganev, 2014;
Kim et al., 2008; Nooteboom et al., 1997).

Quite a lot of researches have been conducted on so-
cial media in different aspects. Many researchers have
worked on “likes” of brands in social media (Lin and
Lu, 2011; Phua and Ahn, 2014); while some others have
worked on behavior of social media users (Hajli, 2015;
Liang and Turban, 2011); (Fue, Li, & Wenyu, 2009).
However, trust is topic of interest for many scholars
(Coppola et al., 2004; Jarvenpaa et al., 1999); (Meyerson,

1996; Piccoli & Ives, 2003). In Pakistani context, there
is no research, including the trust of customers on fake
comments and their perception.

The purpose of current study is to gauge the effects
of online comments on customer’s trust, perceived ben-
efit and perceived risk. Most of the researchers have
conducted limited researches on consequences and an-
tecedents of trust. A gap exists in linking the conse-
quences of online trust to perceived benefit and per-
ceived risk of services and products in social media.
Similarly, most of the researches are limited to west-
ern context and mostly focusing on US (Ba and Pavlou,
2002; Ba et al., 1999; Castelfranchi, 2003; Tan and Thoen,
2000). Theories developed for the western culture might
not be applicable in other societies, especially since
the culture is affecting the outcome of trust (Sako and
Helper, 1998). Several study findings have posited that
perceptions of trust differ from culture to culture, the
way in which it was formed and the way of conceptu-
alization (Sako and Helper, 1998). Therefore, there is
a need to re-examine the concept of trust and its out-
come in different cultures and markets (Lee and Turban,
2001).

1.1 Background of Facebook

Social networking sites especially Facebook has
been converted to a cultural phenomenon (Nelson-Field
et al., 2012) so quickly, but the research on social net-
working is not as ample as it should be. This is because
of the changing nature of the websites, as well as the
mostly individual experience of the site, that each user
may encounter. Facebook has re-shaped cultural com-
munication through diverse public (status update, wall
post) so it is very important to study Facebook (Smock
et al., 2011). Users of Facebook can communicate to each
other throughout the world by updating status, wall
posts, instant messenger and private messengers. De-
pending on the nature of desirious knowledge there are
many theoretical frameworks producing different per-
spectives. For example, gratification theory is one popu-
lar theory related to Facebook, which explains why dif-
ferent users use various sites (Socket et al., 2011); (To-
sun, 2012; Wang et al., 2012).
Companies need to connect and create a relationship
with their consumers to understand human psychology.
So they use Facebook as mode of communication with
their customers. So from a practitioner and an academic
perspective it is very important to study the relationship
of organization and public.

So it’s an attractive field for researchers to create
brand engagement for customers through social media.
Vast research has been conducted to study the brand en-
gagement through social networking site, i.e. Facebook
(Ellison et al., 2007; Kim et al., 2008; Smith et al., 2005).
Companies are forced to get involved in social media so
that customer can get engaged in specific brand. Com-
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panies involve customers to respond by enhancing their
offerings, handling problems and providing better ser-
vice (Gummerus et al., 2012; Van Doorn et al., 2010).
Over the past few years, brands have embraced social
networking sites, i.e. Facebook as a key marketing chan-
nel to drive engagement and brand awareness (Malho-
tra et al., 2013).

1.2 Fake and Original Comments

Companies are collecting data from direct feed-
back loop of social media. Furthermore, some compa-
nies involve their customers in decision making for ex-
ample Samsung modified the position of speakers of
flat-screen TV by using online comments of customers
(Klassen, 2009). Approximately 83% of Fortune 500
companies use some form of social media to connect
and engage with consumers in the marketplace (Naylor
et al., 2012). Brand engagement is one of the emerging
topics for the managers of diverse industries and mar-
kets who aim to improve their company performance
(Gummerus et al., 2012; Sashi, 2012).

Companies are moving toward Facebook by creat-
ing their brand page. With the help of their page they
can cut down their advertising cost. Brand pages can be
updated by posting new pictures and links, which help
the companies to engage their visitors, including po-
tential and current customers (Gummerus et al., 2012).
However, it is a difficult job for companies to get real
picture and feedback of their loyal customers. Number
of likes and comments are counted by the companies
to evaluate their brand, which might not be an accurate
picture because there can be many motives to like and
comment on a brand pages, other than engaging with
the brand. For example, a user can like or comment on
a brand due many reasons, such as self -expression, be-
cause friends have liked same page, for chatting pur-
poses, etc. Additionally, there are tons of meanings as-
sociated behind likes, including different degrees of lik-
ing, and whether people judge the value of likes based
on their relationships to others; e.g. friends, acquain-
tances, or strangers who like the brand. The most liked
brand page on Facebook up until December 2013 was
Coca-Cola with 72 million likes, followed by Redbull
with 40 million likes; but these likes were unable to
translate sale figures, which remained same. Sales fig-
ures are effective key performance indicators. These
indicators help brands to measure the performance of
their brand page, including the number of people who
see the brand page and updates as a form of return on
investment (Li & Bernoff 2011).

Online comments are one of the main constructs
which shape social media. Facebook is one of the main
social networking sites which allow its users to post new
products, reviews about the products and rate those
products Chen et al. (2011). Some new visitors visit a
brand page to gain knowledge about that brand. Re-

views and rating provide them comprehensive knowl-
edge about that specific product. These reviews and
rating by third party decrease the need of customer for
advertising information (Yubo & Jinhong, 2005). So rat-
ing and reviews provide effective information for cus-
tomers (Füller et al., 2006). However, according to Tariq
et al. (2012), most of the users in Pakistan are adults
or underage and they use fake profiles on social net-
work for enjoyment and upload inappropriate material
on Facebook. These people with fake profiles like and
comment a brand just for the sake of enjoyment; there-
fore, sometimes companies bear a big loss while making
their decision about the brand. Information about the
reviewer’s identity has an effect on perceptions of mem-
bers in particular community (Chris, Anindya, & Batia,
2008). Reviews and rating provided by third party is
the main issue because those reviews can be fake. So E-
vendors need to take action to get the information about
the identities of the review generator (Chris et al., 2008)
so that reviews and rating can be authenticated.

2 Literature Review

2.1 Trust

To reduce the uncertainty, companies need to build
a trust of their products. Consumer trust is defined as
“the expectation that a firm is dependable and will de-
liver on its promises” (Sirdeshmukh et al., 2002). Re-
searchers argue that trust plays an important role to de-
termine positive or negative effect on customer’s per-
ception. However, trust might be prejudiced by broader
context, such as by designed features of website or by
firm itself. There are many other factors which largely
affect building of trust, such as frontline employees and
the firm itself (Grayson et al., 2008). Trust plays a vi-
tal role in electronic market (Ba and Pavlou, 2002) and
in the proposed model; trust plays a vital part as an
independent construct. The present research investi-
gates the limitations of the current literature and tries
to develop a theoretical framework for the future of e-
commerce and social commerce. The research explains a
theoretical framework for social commerce drawing on
social support theory, which in current study focused
on forums and communities, ratings and reviews, rec-
ommendations and referrals.

Much more information is processed by the sellers
about services and product as compared to buyers. In
these situations, behavior can be explained by signal-
ing theory. Signaling theory is development of eco-
nomics (Spence, 1973), biology (Zahavi, 1975) and has
been applied in information economics (Kirmani and
Rao, 2000). Signaling theory explains that people heav-
ily depend on signals if they need to evaluate a not
so observable quality. Reliability of signals differs in
nature. Assessment signals are highly consistent and
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specify the possession of a resource by wasting it (Do-
nath, 2007). Researchers have found that people rely
more on the reviews and rating of other people as com-
pared to firm because reviews generated by other peo-
ple are unbiased. Therefore, reviews and rating by other
people are considered more trustworthy (Bickart and
Schindler, 2001; Smith et al., 2005). Signaling theory
explains the same concept; if other customer or con-
sumer states the trustworthiness of a brand that signal
is deemed more reliable as compared to the signal gen-
erated by company. In current study, three dimensions
of trust will be tested, i.e. dispositional trust, interper-
sonal trust and organizational trust. Dispositional trust
is defined as the general expectation that the “word, the
promise, verbal, or written statement of another indi-
vidual or group can be relied on”(Rotter, 1967, 1980).

Interpersonal trust, thus can be defined as a psycho-
logical state comprising the intention to accept vulner-
ability to the actions of another individual (a trustee),
based upon the expectation that the other will perform a
particular action that is important to the trustier (Lewis
and Weigert, 1985; Mayer et al., 1995). Organizational
trust is defined as the positive expectations individu-
als have about the competence, reliability and benev-
olence of organizational members, as well as the insti-
tutional trust within the organization (D Harrison McK-
night, 2002; Mayer et al., 1995).

2.2 Perceived risk and Perceived benefit

Literature suggests that in various technologies
there is a negative correlation between judgment of ben-
efit and judgment of risk (Alhakami and Slovic, 1994;
Frewer et al., 1998; Gregory and Mendelsohn, 1993). For
the stated association, different researchers have pro-
vided explanations. For example, in terms of general
attitude, people may judge different attitudes as favor-
able or unfavorable (Alhakami and Slovic, 1994). To de-
crease risk and increase benefit, people heavily rely on
their beliefs, which are perceived favorable for adoption
of technology. Researchers have assumed that percep-
tion of benefit and risks affects the favorableness of tech-
nology. Similarly, perceived risk and perceived benefit
are said to have a relationship with each other. How-
ever, perception about risk can be changed by altering
perception about benefit (Frewer et al., 1998). It is dif-
ficult for people to accept benefits linked to technol-
ogy, which causes decrease in risk perception (Siegrist
and Cvetkovich, 2000). Those people who trust institu-
tions have less perceived risk and high perceived bene-
fits. Different researchers have studied influence of trust
on different variables, for example influence of trust on
risk perception (Flynn et al., 1992), trust influences risk
(Bord and O’Connor, 1992; Groothuis and Miller, 1997),
relationship between trust and acceptance of technol-
ogy (Bord and O’Connor, 1992) and trust influences per-
ceived risk (Jungermann et al., 1996).

According to different scholars there are different
views about the relationship of trust. Some stated that
trust is an outcome of risk; some say that trust and
risk are same, while others suggested that trust is a by-
product of risk. However, commonly trust and risk
are treated as different concepts (Blau, 1964; Kee and
Knox, 1970; Williamson, 1993); (Coleman & Coleman,
1994). Trust is defined as a manifestation of a behav-
ior by a person, which is based on his/her beliefs about
the characteristics of another person (Mayer et al., 1995).
On the basis of definition, a model was proposed by
(Mayer et al., 1995) in which characteristics of both the
trustor and trustee are included in dyadic trust of or-
ganizational relationship that influences the formation
of trust. Trust of trustee’s ability, integrity and benevo-
lence are represented in the model, which included all
three characteristics. The logic explained in this model
is that the trustor will create trust or an intention to ac-
ceptance toward trustee if he/she finds trustee’s abil-
ity, integrity and benevolence sufficient. There will be
risk relationship with brand if the tustor’s trust in brand
will exceed the threshold of perceived risk. So an ac-
tion in which perceived risk of negative outcome is in-
volved, that action is highly dependable on trust (Luh-
mann, 1980). However, all types of risk taking behaviors
are not dependent on trust.

2.3 Online Reviews and Trust

Researchers have examined the structure of differ-
ent social networking sites, i.e. Fliker and Yahoo (Ku-
mar et al., 2010). They concluded that there is an ex-
istence of isolated communities and users in both net-
works, but whole social network has expanded because
of powerfully connected sections. Furthermore, trust is
influenced by social support or social context (Weisberg
et al., 2011).

Customers are more secure when there are social
applications on an e-commerce platform and conse-
quently customer’s intentions to buy increases (Hajli,
2012). When companies welcome new visitors to join
a page or social platform and support them positively,
then they increase their ratings. With the help of these
interactions trust of costumer increases and perception
of risk decreases (Swamynathan et al., 2008). If the in-
teraction on social network will be positive then user’s
trustworthiness will be high, while making a transac-
tion (Swamynathan et al., 2008). Therefore, comments
on Facebook will increase or decrease the trust of users.

2.4 Relationship of Trust (IV) with Per-
ceived Risk and Perceived Benefit (DV)

Sjöberg (1998) inquired about perceived risk and its
relationship with trust. He concluded that there is a
weak relationship between perceived risk and trust on
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the basis of Swedish data. According to Sjoberg, there
might be limitation to importance of trust. People nor-
mally act on that information which is incomplete and
imperfect. Consequently consumer has to bear some
risk while making a decision. Benefits are provided as
an incentive to consumers by perceived benefit, which
is beneficial for them while making decision (Wilkie and
Pessemier, 1973).

By combining both perceived benefit and perceived
risk, (Peter and Tarpey, 1975) presented an attractive
framework. They assumed that products have both neg-
ative and positive attributes. Customer decides on the
basis of net attributes (positive and negative) to pur-
chase a product or not. The framework is same as Lewin
(1943) and Bilkey (1953); Bilkey (1955) theories, which
provide a theoretical framework for this study.

People who trust institutions have less perceived
risk and high perceived benefits. Different researchers
have studied influence of trust on different variables
for example influence of trust on risk perception (Flynn
et al., 1992; Jungermann et al., 1996) and trust influ-
ences risk (Bord and O’Connor, 1992; Groothuis and
Miller, 1997), relationship between trust and acceptance
of technology (Bord and O’Connor, 1990, 1992).

Perceived risk is a kind of subjective expectation loss
(Pavlou, 2003; Peter and Ryan, 1976). If the result of
individual behavior is not favorable and is opposite to
subjective feelings, then perceived risk will be produced
and is related to the extent of potential loss (Cunning-
ham, 1967). Previous researchers figured out that trust
reduces perceived risk and uncertainty (Kim et al., 2008;
Pavlou, 2003). Trust, perceived risk and perceived bene-
fit are closely related to each other. According to valance
framework, perceived risk is an outcome of trust be-
cause trust minimizes the perceived risk and maximizes
the perceived benefits (Mou and Cohen, 2014).

Based on the literature above, following hypotheses
have been developed:

H1. Trust based on fake comments has a positive effect on
perceived benefit.

H1a. Interpersonal trust based on fake comments has a
positive effect on perceived benefit.

H1b. Dispositional trust based on fake comments has a
positive effect on perceived benefit.

H1c. Institutional trust based on fake comments has a
positive effect on perceived benefit.

H2. Trust based on fake comments has a negative effect
on perceived risk.

H2a. Dispositional trust based on fake comments has a
negative effect on perceived risk.

H2b. interpersonal trust based on fake comments has a
negative effect on perceived risk.

H2c. Institutional trust based on fake comments has a
negative effect on perceived risk.

H3. Trust based on original comments has a positive ef-
fect on perceived benefit.

H3a. Interpersonal trust based on original comments has
a positive effect on perceived benefit.

H3b. Dispositional trust based on original comments has
a positive effect on perceived benefit.

H3c. Institutional trust based on original comments has
a positive effect on perceived benefit.

H4. Trust based on original comments has a negative
effect on perceived risk.

H4a. Institutional trust based on original comments has
a negative effect on perceived risk.

H4b. Dispositional trust based on original comments has
a negative effect on perceived risk.

H4c. Institutional trust based on original comments has
a negative effect on perceived risk.

3 Theoretical Framework

Online brand comments are trusted by different vis-
itors of that brand page and they make decisions on the
basis of those comments or reviews. Based on signalling
theory (Bulbulia and Sosis, 2011), online reviews are sig-
nalling factors and third party endorsements that might
be trusted by a person (Courtney & Li, 2016). Most of
previous researchers have taken online reviews as sig-
nals for readers, which were based on signalling theory
(Eteokleous et al., 2016; Melo et al., 2016; Sparks et al.,
2016). However, these signals are not useful unless the
receiver considers them trustworthy (Mavlanov et al.,
2016). Moreover, Valance theory (Murrell et al., 1970)
explains the relationship between consumer behavior,
perception of risk and benefit. Valance theory was orig-
inated from economics and psychology and later was
used in marketing (Peter and Tarpey, 1975). On the ba-
sis of valance theory, researchers found that trust affects
perceived risk and perceived benefit (Lin et al., 2014).

The model provides a view of the variables included
in the project, their mutual relationships and the overall
complexity of interconnections between research vari-
ables. In this research there are two models. First model
contains the relationship between trust (Interpersonal
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trust, dispositional trust and institutional trust), per-
ceived risk and perceived benefit. This relationship is
based on true comments provided by the participants.
However, second model contains the relationship be-
tween trust (Interpersonal trust, dispositional trust and
institutional trust), perceived risk and perceived benefit.
This relationship is based on Fake comments provided
by the participants.

4 Methodology

4.1 Experiment procedure

It is almost impossible to figure out fake comments
from Facebook pages. So an experiment was generated
to test the hypothesis. In previous studies, experiments
were conducted to check online behavior of customers
(Tsai et al., 2011). In the current study, a page of Face-
book was created containing two mostly used brands
among males and females i.e. Shalwar Kameez for fe-
male and Kurta Shalwar for males. The products were
related to same brand. Both genders were invited to
join the page. Page administrator created five seed com-
ments then participants were asked to comment on the
brand of their own choice. Comments were distributed
in two parts; fake and original on the basis of profile, for
example, if a female comments on male focused prod-
ucts that comment was considered as a fake comment,
etc. Furthermore, interviews were conducted after ex-
periment to measure the existence of fake identities.

During the interview participants were asked different
questions about their Facebook accounts; such as, “Is he
or she using more than one Facebook accounts?” “For what
purpose does a person usually visit the brand page?”

4.2 Study Population

University students make up the largest segment of
the SNS user population, with 75% of online adults us-
ing SNS (Ellison et al., 2007; Lenhart, 2009). Addition-
ally, males and females age 18 and older are equally
likely to use SNSs, with the majority of users having two
or more different SNS profile (Lenhart, 2009; Lenhart
et al., 2010). Students are said to be demanding con-
sumer population that facilitates the acceptance of so-
cial media in an era of consumer control (Mangold and
Faulds, 2009). Thus, the use of student sample in this
study was deemed appropriate.

Students from two universities including males
(from International Islamic University) and females
(from Fatima Jinnah University) were taken as sample
of current study. 117 female students and 216 male stu-
dents participated in experiments. 35 percent of total
sample was represented by females and 65 percent of
sample was represented by males in experiment.

4.3 Research tools

Mix strategy was used for collection of data. Ques-
tionnaires were distributed among the participants.
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Questionnaire contained four items of perceived bene-
fit Adapted from Porter and Donthu (2006), four items
of institutional trust were adapted by D Harrison McK-
night (2002). Five items scale of dispositional trust and
three items scale of interpersonal trust were adapted
from the instruments used by Kim et al. (2008), (Wal-
czuch and Lundgren (2004)), Koufaris and Hampton-
Sosa (2004) and Jarvenpaa et al. (2000). A four items
scale of perceived risk developed by Swaminathan et al.
(1999) was used to collect the data.

Data were distributed in two parts based on fake
and original comments. Regression was applied to test
the model on both sets of data. Impact of trust including
dispositional trust, interpersonal trust and institutional
trust (independent variables) will be tested on perceived
risk and perceived benefit (dependent variables). (We-
ston, 2001).

4.4 Pilot study

A Facebook page was created containing two prod-
ucts of same brand. One of the items was female spe-
cific, i.e. shalwar kameez and second item was male
specific, i.e. Kurta Shalwar. Five seed comments on
each product were created by the administrator of page
.Thirty participants including fifteen male and fifteen
females were asked to comment on brand page. To test
trust, perceived risk and perceived benefit question-
naires were distributed among the participants. After-
wards interviews were conducted from the participants
including following questions.

• Is he/she using more than one Facebook account?

• For what purpose does a person visit brand page?
(chatting, information gathering, self-expression)

As per the results of reliability analysis, Chron-
bach’s Alpha for Institutional Trust and Dispositional
Trust were 0.708 and 0.719, respectively. Whereas, re-
liability of Interpersonal Trust was 0.781, for perceived
benefit 0.810; similarly, cronbach’s alpha for Perceived
Risk was 0.795.

5 Results

5.1 Regression Analysis

5.1.1 Trust and perceived benefit on the basis of
fake comments

For the sample of Fake comments regression was
run to check the effect of trust (Interpersonal trust, dis-
positional trust and institutional trust) on perceived
benefit. The effects of interpersonal trust have been ana-
lyzed on perceived benefits. Results show that R-square
= .001; Adj. R Square = -.005. The value of R Square

(.001) shows that approximately 1% variation in per-
ceived benefits was due to interpersonal trust. The F-
value is .209. Results revealed a non-significant effect of
interpersonal trust (β = 0.038) on perceived benefits.

The effect of dispositional trust has been analyzed
on perceived benefits. Result depicted in Table 1. The
result shows that R-square = .092; Adj. R Square = .086.
The value of R Square (.092) shows that approximately
9% variation in perceived benefits was due to disposi-
tional trust. The F-value is 14.86. Results revealed a
positively significant effect of dispositional trust (β =
0.303**) on perceived benefits.

The effect of institutional trust has been analyzed on
perceived benefits. Result depicted in Table 1. The result
shows that R-square = .153; Adj. R Square = .148. The
value of R Square (.153) shows that approximately 15%
variation in perceived benefits was due to institutional
trust. The F-value is 26.62. Results revealed a positively
significant effect of institutional trust (β = 0.39**) on per-
ceived benefits.

5.2 Trust and perceived risk on the basis of
fake comments

For the sample of Fake comments regression was
run to check the effect of trust (interpersonal trust, dis-
positional trust and institutional trust) on perceived
risk.

The effect of interpersonal trust has been analyzed
on perceived risk. Result depicted in Table 2. The re-
sult shows that R-square = .031; Adj. R Square = 0.024.
The value of R Square (.031) shows that approximately
3% variation in perceived risk was due to interpersonal
trust. The F-value is 4.65. Results revealed a positively
significant effect of interpersonal trust (β = 0.17**) on
perceived risk.

Similarly, the effect of dispositional trust has been
analyzed on perceived risk. The results indicate that
R-square = .002; Adj. R Square = -.005. The value of
R Square (.002) shows that approximately 2% variation
in perceived risk was due to dispositional trust. The F-
value is .224. Results revealed an insignificant effect of
dispositional trust (β = 0.-.041) on perceived risk.

Moreover, the effect of institutional trust has been
analyzed on perceived benefits. The results in table (2)
show that R-square = .000; Adj. R Square = -.007. The
value of R Square (.000) shows that approximately 00%
variations in perceived risk are due to institutional trust.
The F-value is .006. Results revealed an insignificant ef-
fect of institutional trust (β = -.006) on perceived risk.

5.3 Trust and perceived benefit on the basis
of original comments

For the sample of original comments regression was
run to check the effect of trust (interpersonal trust, dis-
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Table 1: Regression Analysis for Trust & Perceived Benefit (Fake Comments)

Independent Dependent R R Square Adjusted F Significance Significance of

Variable Variable R Square of ANOVA Beta Coefficients

Interpersonal Received 0.38 0.001 -0.005 0.209 0.648 0.38 0.648

Trust benefits

Dispositional Received 0.303 0.092 0.086 14.862 0.000 0.303 0.000

Trust benefits

Institutional Received 0.392 0.153 0.148 26.622 0.000 0.392 0.000

Trust benefits

Table 2: Regression Analysis for Trust & Perceived Risk (Fake Comments)

Independent Dependent R R Square Adjusted F Significance Significance of

Variable Variable R Square of ANOVA Beta Coefficients

Interpersonal Received 0.175 0.031 0.024 4.655 0.033 0.175 0.033

Trust Risk

Dispositional Received 0.041 0.002 -0.005 0.224 0.662 -0.041 0.662

Trust Risk

Institutional Received 0.006 0 -0.007 0.006 0.938 -0.006 0.938

Trust Risk

positional trust and institutional trust) on perceived
benefit.

The effects of interpersonal trust have been ana-
lyzed on perceived benefits. Result shows that R-square
= .147; Adj. R Square = .142. The value of R Square (.147)
shows that approximately 15% variation in perceived
benefits was due to interpersonal trust. The F-value is
31.272. Results revealed positive significant effect of in-
terpersonal trust (β = 0.383**) on perceived benefits.

The effect of dispositional trust has been analyzed
on perceived benefits. Result depicted in Table 3. The
result shows that R-square = .068; Adj. R Square = .062.
The value of R Square (.068) shows that approximately
7% variation in perceived benefits was due to disposi-
tional trust. The F-value is 13.19. Results revealed a
negatively significant effect of dispositional trust (β =
-0.260**) on perceived benefits.

The effect of institutional trust has been analyzed on
perceived benefits. Result depicted in Table 3. The result
shows that R-square = .019; Adj. R Square = .013. The

value of R Square (.019) shows that approximately 2%
variation in perceived benefits was due to institutional
trust. The F-value is 3.498. Results revealed an insignif-
icant effect of institutional trust (β = 0.137) on perceived
benefits.

5.4 Trust and perceived risk on the basis of
original comments

For the sample of original comments regression was
run to check the effect of trust (interpersonal trust, dis-
positional trust and institutional trust) on perceived
risk.

The effect of interpersonal trust has been analyzed
on perceived risk. Result depicted in Table 6. The re-
sult shows that R-square = .032; Adj. R Square = 0.026.
The value of R Square (.032) shows that approximately
3% variation in perceived risk was due to interpersonal
trust. The F-value is 5.951. Results revealed a negatively
significant effect of interpersonal trust (β = -0.178**) on
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Table 3: Regression Analysis for Trust & Perceived Benefit (Original Comments)

Independent Dependent R R Square Adjusted F Significance Significance of

Variable Variable R Square of ANOVA Beta Coefficients

Interpersonal Received 0.383 0.147 0.142 31.272 0.000 0.383 0.000

Trust benefit

Dispositional Received 0.026 0.068 0.062 13.199 0.000 -0.026 0.000

Trust benefit

Institutional Received 0.137 0.019 0.013 3.498 0.063 0.137 0.063

Trust benefit

Table 4: Regression Analysis for Trust & Perceived Risk (Original Comments)

Independent Dependent R R Square Adjusted F Significance Significance of

Variable Variable R Square of ANOVA Beta Coefficients

Interpersonal Received 0.178 0.032 0.026 5.951 0.016 0.178 0.016

Trust Risk

Dispositional Received 0.502 0.252 0.248 61.392 0.000 0.502 0.000

Trust Risk

Institutional Received 0.441 0.195 0.19 44.04 0.000 0.441 0.000

Trust Risk

perceived risk.

The effect of dispositional trust has been analyzed
on perceived risk. Result depicted in Table 4. The re-
sult shows that R-square = .252; Adj. R Square = .248.
The value of R Square (.252) shows that approximately
25% variation in perceived risk was due to dispositional
trust. The F-value is 61.392. Results revealed positively
significant effect of dispositional trust (β = 0.502**) on
perceived risk.

The effect of institutional trust has been analyzed on
perceived benefits. Result depicted in Table 4. The result
shows that R-square = .195; Adj. R Square = .190. The
value of R Square (.195) shows that approximately 19%
variations in perceived risk were due to institutional
trust. The F-value is 44.040. Results revealed a posi-
tively significant effect of institutional trust (β = 0.441**)
on perceived benefits.

6 Discussion

The results of study were valuable for determining
the effect of trust (interpersonal trust, dispositional trust
and institutional trust) on perceived risk and perceived
benefit. Effect of trust (based on fake IDs) was checked
on Perceived risk and perceived benefit. Results show
that interpersonal trust does not affect perceived risk or
perceived benefits. Similarly, Institutional trust and dis-
positional trust do not affect perceived risk. However,
perceived benefit is positively affected by both institu-
tional and dispositional trust. So H1b and H1c are ac-
cepted on the basis of results.

Effects of trust (based on original IDs) was also
checked on perceived risk and perceived benefit. Re-
sult shows that interpersonal trust positively affects per-
ceived benefit; however, perceived risk is not affected by
interpersonal trust, therefore, H3a is accepted. Institu-
tional trust does not affect perceived benefit. However,
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perceived risk is positively affected by institutional trust
so alternative hypothesis of H4a is accepted. There is a
positive effect of dispositional trust on perceived bene-
fit and negative effect on perceived risk leading to the
acceptance of H3b and H4b.

Researchers have concluded that reviews and rating
on a product by third party plays an important role for
the customers to gain information about that particular
product. These reviews and rating by third party have
decreased the need of customer for gaining informa-
tion through advertising (Chen and Xie, 2005). Further-
more, brand engagement empowers customers to learn
about other products where rating and online reviews
are very helpful for them Prahalad and Ramaswamy
(2004). So rating and reviews provide effective informa-
tion for customers (Fuller et al., 2009). Approximately,
83% of Fortune 500 companies use some form of so-
cial media to connect and engage with consumers in the
marketplace (Naylor et al., 2012). The findings of this
study are in line with literature that interpersonal trust
has a positive effect on perceived benefit. People heav-
ily rely on reviews and rating of other people while col-
lecting information about a particular product (Malbon,
2013). Furthermore, while having a look on comments
it can be observed that if the seed comments are nega-
tive then most of comment by other users are negative
and vice versa. Therefore, perceived risk of users may
increase due to trend of negative comments.

However, many companies use ”Push” approach,
which creates a negative attitude of company towards
social media. Companies need to use different strate-
gies while communicating with customers through so-
cial media such as get multidirectional and more con-
versational. Companies use traditional marketing and
advertising approaches which effect the trust of users
about what companies are telling them (Gil, 2010). Fur-
thermore, users believe more in third party comments
than information provided by companies (Nelson-Field
et al., 2012). In another survey that was done by the
Kelsey Group (comScore /The Kelsey Group, October
2007) “review users noted that reviews generated by fel-
low consumers had a greater influence than those gen-
erated by professionals”. So in online social networks
concept of influencers is getting more attraction. A per-
son is no longer influenced by “expert” but also by other
influencers such as attractive comments, large network
etc. The results of current study are in line with pre-
vious research that users perceived risk increases while
trusting in institution because of push strategy and tra-
ditional advertisement. However, their perceived bene-
fit increases while having conversation with other users,
because people believe more in third party comments
than information provided by companies.

Researchers have found that in Pakistani culture,
risk attitude and perception plays an important role in
shaping decision. Generally, tendency of risk aversion is
involved while taking decision (Iqbal et al., 2016). Fur-

thermore, effect of internet trust on risk perception and
consumer attitude towards internet is positive. Propen-
sity to trust is a determinant not only for interpersonal
relationships but also for trust in technological systems
(Grabner-Krauter, 2008). Hence, perceived risk of users
may increase because of low trust in technological sys-
tem (i.e. facebook). According to Antony and Lin (2006),
online decisions are affected by perceived risk. Further-
more, people were not ready to take any type of oppor-
tunity that involves any type of risk (Ellis, 2000). How-
ever, in current study dispositional trust of users was
tested in context of Facebook as well as brand. Per-
ceived risk of users may increase because of push strat-
egy by companies. Users of social media do not trust in
information provided by companies. However, people
trust more on the comments provided by their friends
or third party with larger network as compared to in-
formation provided by company itself (Gil, 2010).

Studies have concluded that fake reviews can mis-
lead users and do not provide an accurate picture of the
product (Tsaparas, Ntoulas & Terzi, 2011; Lappas and
Gunopulos, 2010). Furthermore, fake reviews mislead
readers by writing fake positive or negative opinions
to promote or damage reputation (MacDonald, Ounis
& Soboroff, 2007; Liu, 2010). So on the basis of fake
reviews, a visitor of page may be trusting on negative
comments provided by fake ID and that negative com-
ment can increase the risk of visitor. So trust can pos-
itively or negatively affect perceived risk or perceived
benefit. However, in current study dispositional trust
positively affects perceived benefits.

7 Conclusion

According to current study people believe more in
comments and information provided by their friends or
by third party. While getting information from social
media users trust in comments and reviews provided
by other users without differentiating original and fake
comments. Users of Facebook trust in brand but nor-
mally ignore information provided by the company it-
self.

Companies make decisions on the basis of number
of likes and shares. However, comments and reviews
are being ignored by companies. Comments and re-
views play a vital role as feedback for companies. Fur-
thermore, other users of social networking sites are af-
fected by comments and reviews. There are many users
of social networking sites, which join social media with
fake IDs and post negative comments and reviews just
for the enjoyment which effects trust of other people.
Results of current study show that perceived benefit and
risk of user is affected by interpersonal trust. So those
fake comments affect trust of other users.
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7.1 Implications

Current study will be helpful for managers to make
important decisions and increase brand engagement.
Furthermore, companies should not go for traditional
advertisement while advertising on social media. Study
will help companies to communicate with their cus-
tomers more effectively by viewing comments.

7.2 Limitations and future directions

Due to lake of time and resources data were col-
lected from students of two universities. Future re-
search can be conducted by maximizing data including
different age groups and professions. A very interesting
trend was observed in comments that if the seed com-
ments are positive then most of the following comments
by other users are also positive and vice versa. Future
research can be conducted on psychology of users to-
wards a brand or a service in social media based on seed
comments or comments that are initially viewed by the
user.

Due to non-availability of funds current study was
conducted based on data collected from universities in
Pakistan. However future studies can be conducted for
comparison of consumer behavior from different coun-
tries.
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Abstract. Facebook is the most trendy social network to date whose popularity is rising swiftly nowadays in
our society. The overall purpose of this research is to evaluate the determinants of Facebook Usage at the work
place and its impact on the job performance of the employees. A sample of 250 employees was drawn from
Call Centers in Rawalpindi and Islamabad with the purposive sampling technique. Data were analyzed through
Pearson correlation, regression analysis and A. F. Hayes macros to measure the results. The findings suggest that
Socializing through Facebook is positively associated with job performance while information sharing and self
status seeking are not directly associated with job performance. Moreover, a positive association exists between
Facebook usage and employees job performance which is shown to mediate the relationship between socializing,
information sharing and self status seeking through Facebook and job performance of the employees.

1 Introduction

The emergence of online social networking is a
prompt outcome of the revolution of communication.
An online social network site (SNS) is identified as web
based service that allows individuals to (a) construct a
public or semipublic profile within a bounded system,
(b) articulate a list of other users with whom they share
a connection, and (c) view and traverse their list of con-
nections and those made by others within the system
(Boyd, 2007). Social networks have large range such
as Facebook, Twitter, Flickr, etc. that serve the users
for different purposes, i.e. sharing content, messages,
following topics trends discussed by people across the
network, entertainment, etc (Chung et al., 2014). Out of
all social networking sites, Facebook is the most popu-
lar social network in the world which was designed for
building online presence of people. Previous studies
suggest that users are attracted to using Facebook, but
there are limited studies that address what actually de-
termines the usage of Facebook among different users.
The usage of social networks builds up the feelings of
social status and self worth among users and hence it
affects their behavior (Wilcox and Stephen, 2013).

Significant doubts remain over the business value
of public social networks, especially non-business-
oriented networks like Facebook. This study attempts
to resolve the controversy of whether or not the use
of Facebook by employees leads to added value for
organizations by examining the determinants of Face-
book usage and its effect on job performance. How-

ever, the situation is changing, as the number of busi-
ness applications available on these sites increases. So-
cial networks may also add significant value to such
applications as problem solving, collaboration, knowl-
edge management, information sharing, and collective
intelligence (Turban et al., 2011). The social relation-
ships built through social networks also have impact
on business relationships (Zhou et al., 2007). Face-
book can serve the employees for different purposes,
such as it facilitates knowledge sharing through orga-
nizations, which is an important part of management
practice (Reinholt et al., 2011) through which people
can share information with their colleagues, co work-
ers and friends. Such information can be the exchange
of work related information, strategic information and
industry trends. Sharing of information among work-
ers through social networks facilitates organizational
learning; this source is effective from employees stand
point as it boosts up the motivation level and creates
organizational learning in low budget. (Ribeiro Sori-
ano et al., 2012). The information rich networks im-
prove work performance of employees and quantify its
effects on productivity of employees (Wu, 2013).

Motivation theory (Deci & Ryan 1975) explains why
users are motivated to use the Facebook as this theory
focuses on behavioral aspect of accepting information
technology and users can have intrinsic motivation (en-
tertainment, socialization) or extrinsic motivation (for
acquiring information and seeking self status). Both the
factors affect the motivation to use Facebook.

Even though social networkings usage has fasci-
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nated the media considerably for the previous few
years, now it has become a subject matter of academic
investigation. (Wills and Reeves, 2009); it is the fastest
emerging tool in networking that has been attracting
the industry as well as academia and continues to grow
at a fast pace (Lin and Lu, 2011). Many of the re-
searches on social networking sites from the college
student data are not appropriate for the business world.
Moreover, Kotlarsky and Oshri (2005) indicate that the
prime focus of literature on information systems dis-
tributed on global terms has been on technical aspects
for the projects of system development and mostly in-
appropriately addressed behavioral features. In ad-
dition, different studies have addressed the usage of
Facebook according to demographics, such as use of
Facebook by college and university students (Steinfield
et al., 2008) and its usage and effect of age, gender and
type of personality in emerging adults (Correa et al.,
2010), there are limited studies that have addressed the
usage of Facebook by the employed population. This
study seeks to study the usage of Facebook by the em-
ployees.

Social networking sites are used for different rea-
sons by different types of users. A persons gender,
parental educational background, race and ethnicity
are all linked with use of social networking sites (Har-
gittai, 2008). Based on suggestions of the aforemen-
tioned study, the current study examines the usage of
social networking sites by telecom sector organizations
of Pakistan targeting a specific sector having a differ-
ent background and culture. This study will be con-
ducted in the context of telecom firms as these firms are
identified to provide internet access to their employ-
ees to accomplish job roles. In this regard, work styles
adopted by telecom sector organizations can be identi-
fied as group based where employees have a high de-
gree of flexibility in their work and have a high degree
of interaction with their work colleagues. The objec-
tive of this study is to test the model in Telecom Sec-
tor of Pakistan and its implications for this sector and
its results can be applicable on other sectors too. This
study will survey participants, who are either full- or
part time employees, about the Facebook use, its deter-
minants, and job performance.

Pakistan is experiencing an increase in the usage
of online social networking (Google Insight). Pakistani
users of the social networking site Facebook crossed 10
million, according to Facebook Ads Manager (Source:
The express Tribune) and it is expected to be growing
at an accelerating phase over the years 2014 and 2015.
However, according to Google Insight, Pakistan has an
internet penetration rate of 11 percent. In the current
scenario, if we check the theory and literature, we have
very little research about the usage of Facebook in busi-
ness context in Pakistan so this study can fill the gap
for research in the rapidly emerging social media and
its implications for organizations.

Studying the effect of social networking site use in
the workplace on job performance is important for sev-
eral reasons. First, professionals in charge of human
resource departments will benefit from understanding
the associations elicited by this study. Understanding
relationships between Facebook use in the workplace
and job performance can help reveal the underlying ra-
tionale for organizations to either allow or disallow the
use of Facebook in the workplace. Organizations are
searching for available means to increase employees job
performance. If the use of Facebook turns out to be
one of these means, organizations will be able to add
the use of Facebook in the workplace to their arsenal
of practices to enhance job performance. The findings
of this study will reveal whether the belief that happy
workers work harder holds in the context of social net-
working site use in the workplace.

It is expected that the findings of this study will
provide insight into job related benefits and issues as-
sociated with Facebook to allow individuals, organiza-
tional leaders, and employees to better understand and
utilize online social structures for success. Further, it is
expected that the findings of this study will be a source
of general guidance in stimulating future research in
this area.

2 Literature Review

2.1 Facebook Usage as a Type of Cyberloaf-
ing

Internet usage at the workplace has revolutionized
the way work is done to improve work performance
in a number of ways. Most of the employees in orga-
nizations have access to internet; some of them use it
for job accomplishing purposes, others might use it ex-
cessively for personal purposes such as personal email-
ing, social networking such as Facebook, Twitter, etc.
and browsing through other non-work related web-
sites. Lim (2002) termed the activity of the usage of
organizations internet resources by the employees for
personal purposes during working hours as Cyberloaf-
ing.

Different organizations may consider cyberloafing
behaviors of employees differently i.e. acceptable or
unacceptable in that organization as per their severity.
Many organizations render cyberloafing as an insidi-
ous issue (Ugrin et al., 2012). Serious cyberloafing such
as online gambling and excessive usage of non work re-
lated sites for personal usage consume more time of the
employee and hence reduce their productivity and is
considered as undesirable behavior at work, while mi-
nor cyberloafing acts such as social networking, send-
ing or receiving personal email can be considered as
harmless (Blanchard & Henle, 2007), hence it depends
upon the type of cyberloafing activity and the organi-
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zation to take it as tolerable or not.
The propensity of employees to use organizational

internet resources for non work purposes has been in-
creasing with their increased access to internet at work-
place. A very common way to Cyberloaf is considered
as usage of social networking sites at workplace, which
are widely used by millions of people across the world,
and becoming a noteworthy part of peoples lives (Cot-
ten 2008). The most popular social networking site cap-
turing the highest proportion of internet usage traffic
is the Facebook which was created in 2004 by Mark
Zukerberg, being perceived as a trustworthy SNS by
users (Fogel and Nehmad, 2009). Facebook was cre-
ated for the purpose of socialization among people;
it enables interaction and bonding, sharing of infor-
mation among friends, colleagues and co-workers, or
other people who are around. It is the most popular so-
cial networking site in Asia, reporting to have approxi-
mately 212 million users in Asia (Jenny et al., 2013)

Literature suggests both negative and positive con-
sequences of cyberloafing through social networking
such as Facebook with some arguing that it may harm
the organizations while others suggesting that it may
increase employee performance. It may be considered
as wastage of time at work (Malachowski, 2005) and
as a workplace deviant behavior caused by counter-
productive behavior, which distracts the workers to ac-
complish their main job roles (Lim, 2002), resulting in
decreased productivity and performance of employees
(Liberman et al., 2011). However its positive effects
have also been discussed by some authors. Bakker
et al. (2004) propose that when employees are exposed
to higher job demands, and longer working hours in
the push for higher productivity by the employers (Fer-
reira and Du Plessis, 2009), the employees get emo-
tionally exhausted. Usage of Facebook can be a solu-
tion as Lim and Chen (2009) describe that social net-
working at workplace can reduce stress and relax the
employees, breaking their exhaustion. Usage of Face-
book can be considered as a recovery for the employee
to recharge and energize them to get ready for getting
back to work. Furthermore, Lim and Teo (2005) posit
that the internet usage has merged the boundaries of
workplace and home, allowing employees to transfer
additional work to home than the personal tasks to the
place of work, so usage of companys internet for so-
cial networking can be justifiable, and may be taken as
allowing workers some time for making personal calls
through companys telecom resources.

The previous researches that consider Facebook us-
age harmful for the organizations are overemphasiz-
ing its negative consequences; this research further ar-
gues that using internet at workplace for personal us-
age could be considered in resource based point of view
that emphasizes the motivation, satisfaction, empower-
ment, development and work life balance of the em-
ployees, which captures sustainable competitive ad-

vantage through a skilled and knowledgeable work-
force. These skills and knowledge can be learned
through usage of Facebook which is considered as mi-
nor cyberloafing and is evident in providing a balance
between work and family, cutting down stress, de-
veloping new ideas and skills through new acquired
knowledge and networking (Blanchard & Henle, 2007).

In this era, organizations cant prohibit usage of
social networks as all business functions seem to be
shaped to some degree by online social networks such
as marketing and advertising, recruiting and selecting
activities etc (Smith & Kidder, 2010); employees are ex-
posed to these resources to accomplish different tasks
such as emailing and researching for information on-
line. Some of them often use IT mechanisms e.g. fire-
walls and blocking software, employees may still have
access to internet and social networking sites (Face-
book) through their personal communication devices
like laptops, tablets or smart phones. Hence organiza-
tions need to decide whether to allow or control and
prevent usage of Facebook, as the minor form of cyber-
loafing (Lim & Teo, 2005), by understanding the deter-
minants and outcomes of using it at workplace. This
study further explores the factors that determine Face-
book usage by employees at workplace and their effects
on the job performance of employees.

2.2 Why People Use Facebook at Work-
place

As the usage of Facebook has been showing an in-
creasing trend, and is expected to increase, literature
suggests different factors that contribute to the usage of
Facebook. It is important to identify those factors. The
literature shows Facebook facilitates constructing indi-
vidual relations, enhancing personal linkages, to find
people who have alike experiences, arguing common
areas of interest, and linking to the friends, far family
members and work colleagues (Ferreira and Du Plessis,
2009). Furthermore, the usage of social networks builds
up the feelings of social status and self worth among
users and consequently affects their behavior (Wilcox
and Stephen, 2013). This research sums up the most
common factors that influence Facebook Usage in the
workplace by employees as Information Sharing, So-
cialization and Self Status Seeking.

2.3 Socializing Through Facebook

Everyday hundreds and millions of people all over
the world use Facebook for accessing online social
networks for communicating and sharing their expe-
riences with others. It has become an essential in-
strument for connecting people & sharing information.
Facebook helps people in making a profile of them-
selves in which they can add their personal informa-
tion and also can upload pictures and videos, thus
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these sites help people in sharing their personal infor-
mation with others (Wilcox and Stephen, 2013), which
gives its users an opportunity to share, express, and
connect with others. Users can share their interests,
their norms, friends, information regarding workplace,
etc. (Hugl, 2011), which may have an influence on
the business relationships that are informal in nature.
Consequently, they prioritize the border notion of so-
cial network in order to incorporate personal relation-
ships with government officials & business profession-
als, also with relatives and with friends (Zhou et al.,
2007).

2.4 Self Status Seeking Through Facebook

Literature suggests that although there is hot de-
bate on usage of Facebook, still there is less evidence
on how individuals use it for the sake of self represen-
tation, conveying status and information (Scott, 2014).
There are a very few researches on the self expression,
presentation and status seeking through Facebook be-
cause research on Facebook is only at the surface level,
though Facebook acts as a source for individuals to
seek self status, self expression, affinity and self mon-
itoring which can have crucial effects on a persons pri-
vate and professional life (Rosenberg and Egbert, 2011).

It has been stated that informational giving is a phe-
nomenon dominated by status and status seeking, and
also that status gushes are more likely to sustain simu-
lated communities than real ones (Lampel and Bhalla,
2007). Status seeking is thereby viewed as a social urge
that motivates participants to invest their time and ef-
fort in gifting their experience to others regardless of
the thought of direct benefit to themselves in return;
and is also trustworthy source of enduring participa-
tion, ensuring the survival and growth of virtual com-
munities. Alhabash et al. (2014) found out that out of
all the reasons of usage Facebook, Self status seeking is
one of the most important and strong factor in deter-
mining Facebook Usage Intensity.

2.5 Information Sharing Through Face-
book

With the passage of time, firms have shifted to-
wards the use of web 2.0 as a knowledge sharing tool
through which they can perform much better as com-
pared to the performance level measured by using
conventional methods. By transcending the approach
that knowledge is something to be owned, bought and
sold, YouTube, Facebook, Google and many other such
sites have ushered in a new age of sharing which has
been easily and quickly accepted and embraced by mil-
lions. Sharing of information through Facebook such as
recipes, travel guides, and weather forecasts, business
guides, work related information gathering etc has be-

come a common practice (Belk, 2010). Facebook, pro-
viding its users with a number of contacts and having
an appeal to the advantages of the variety of informa-
tion, learning and tactic knowledge, benefits the users
in acquiring that information and knowledge on time
through their social contacts (Zhou et al., 2007).

2.6 How Facebook Usage Affects Job Per-
formance

Organizations have been devoting much attention
to how the minor cyberloafing such as using Facebook
affects the performance of employees. Theories of per-
formance suggest that performance is a function of abil-
ity and motivation and hence it is related to social sup-
port. The literature shows that online social networks
such as Facebook facilitate constructing individual re-
lations, enhancing personal linkages, to find people
who have alike experiences, arguing common areas of
interest, and linking to the friends, far family members
and work colleagues (Ferreira and Du Plessis, 2009);
hence affecting the individual characteristics, motiva-
tional factors and emotional states, impacting the job
performance (Siu et al., 2013).

Empirical studies suggest that Facebook enhances
the skills and abilities of employees that may lead to en-
hanced performance. The outcomes of a study pointed
out that young people who had been using Facebook
for more than a year gained greater scores in tests of
verbal ability, working memory, and spelling as com-
pared to their peers who had been using it for a shorter
time period (Alloway et al., 2013); and these skills can
help employees accomplish their tasks in better way.
Literature finds that Facebook users have greater ten-
dency to take risk as compared to non users of Face-
book (Fogel and Nehmad, 2009), this ability may en-
hance workers capabilities to perform to changing sit-
uations in the organization.

Moreover, Zou and Ingram (2013) did their
research by breaking down Job performance into
decision-making, creativity, teamwork, and task execu-
tion. They found that all those social networks which
cross the firms boundaries had actually a positive link
with decision-making & creativity, whereas networks
within the firm deem to have a positive link with team-
work, & task execution, which consequently improves
performance at work. A latest research by Moqbel et
al. (2013) is recognized to be the beginning work on the
influence of social media use in a firm on the outcomes
that are related to job, inclusive of job performance, job
satisfaction, & organizational commitment. Predom-
inantly, their conclusions gave assistance & support
concerning the positive influence of social media use
in firms. Valle et al. (2012) suggest that organizations
must use some motivation strategies to retain employ-
ees in the organization; usage of social media like Face-
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book can be helpful in creating employee satisfaction,
which is positively related to job performance (Somers
and Casal, 2009).

According to the evidence provided by Coker
(2013) from data collected through survey, concluded
that browsing internet for something other than work
may have positive influence, for the workers, at least,
in terms of reinstituting concentration of the workers
as a result from a nationwide survey found worker per-
ceived productivity benefits. These conclusions recom-
mend that internet browsing other than work related
purpose i.e. cyberloafing should not always be con-
sidered as negative workplace behavior but may be
viewed as another informal break activity, in the same
manner stepping outside for a cigarette is accepted or
may be a trip to the water cooler.

The literature reviewed proposes the following hy-
potheses:

H1. Facebook usage mediates the relationship between
socializing and job performance.

H2. Facebook usage mediates the relationship between
self status seeking and job performance.

H3. Facebook usage mediates the relationship between
information sharing and job performance.

2.7 Outcomes on Job Performance

Organizations and researchers have a concern with
the Job Performance of employees. For the enhance-
ment of job performance, researches have been con-
ducting studies for decades. According to Porter and
Lawler (1968) performance is influenced by attitudes.
Empirical evidence of Lawler and Porter (1967) showed
that satisfaction that is of higher order needs, is closely
related to performance. This research focuses on indi-
vidual needs such as entertainment, socialization and
information sharing satisfied through Facebook and its
impact on job performance.

2.8 Socialization through Facebook and
Job Performance

Socialization through social networks such as Face-
book creates a sense of humility among individuals,
which includes the ability to seek open advice and ap-
preciating other people and sharing their personalities
which is a predictor of success and high job perfor-
mance of employees (Johnson et al., 2011). Prevail-
ing sort of teamwork prioritize social support through
informal social networks of employees (Carson et al.,
2007), that may be built through Facebook, which de-
pends and counts on employees networks and support
that assist them to develop and grow connections with

each other and consequently assists them in socializa-
tion within & across teams that successively ends up
in a positive team & organizational outcomes. Such
as, a capable individual in a team can be fundamen-
tal to maximizing social capital resources of the group,
through high quality access to formal leaders in some
other groups, via informal socializing ties, which were
made through social networking (Oh et al., 2004).

Mathieu et al. (2008) argue that the interaction
among individuals working together in teams is nec-
essary to meet the individual, team level and organi-
zational performance and suggest future researchers to
study the interaction of group members through vir-
tual social networks like Facebook. This study seeks to
extend literature in this regard.

H4. Socialization through Facebook is positively related
to Job Performance.

2.9 Self Status Seeking Through Facebook
And Job Performance

Essentially based on the term status refers to a sub-
jects comparative standing in a group, which in turn
will be essentially based on esteem, integrity, or defer-
ence and hence, will be judged by the degree of suc-
cess of these activities resulting in increasing esteem,
integrity, or deference. Status seeking on Facebook or
another social network may encompass external or in-
ternal goals that are; the subjects might seek status for
virtuously economic and social advantage, but might
also seek it for internal reasons like psychological and
emotional ones. Granting, the two drivers are not mu-
tually exclusive, their dominance will be determined
via the nature of the group and social ties involved
(Lampel and Bhalla, 2007). Judge and Bono (2001) in
the light of theory of core self evaluations found out
that self status and self esteem being the indicators of
core self evaluations construct predict job satisfaction
and performance significantly. Literature suggests that
job performance is a function of individuals self con-
cern and self orientation; therefore, self status builds
up the relationship of job characteristics and job per-
formance (De Dreu and Nauta, 2009).

Facebook acts as a means to increase self-status,
which is related to both higher and increased beginner
level of success and steeper job performance trajecto-
ries (Judge and Hurst, 2008). Any person with high
social rank on a social network presumes to be treated
pleasantly by others with whom she or he occupies
oneself in economic & social interactions. Any persons
professional status may be associated with her or his
level of job or the amount of promotions that he or
she has earned in his or her professional career. High-
status professionals that have proven track records of
their performance may have a sensation that they have
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already built their capabilities (Sumanth and Cable,
2011). In this conception, an actor is successful because
he can draw on the resources controlled by her alters,
including information, money, power, and material aid
(Borgatti and Foster, 2003) that may enhance individ-
ual performance.

H5. Self Status Seeking through Facebook is positively
related to Job Performance.

2.10 Information Sharing and Job Perfor-
mance

Sharing of information which takes place between
individuals is a practice of great relevance which grows
connections that will in a result help in giving a pos-
itive team & organizational outcomes. Facebook us-
age helps in distributing different ideas which facilitate
and amplify interaction among workers and extended
engagement. Generally we can say that information
services such as Facebook can be used for extrinsic ef-
fective and efficient utility working (Pihlström17 and
Brush18, 2008) as sharing information through them
leads to generation of innovative ideas which leads
to better utilization or organizational resources (Tseng
and Huang, 2011).

Socializing

Self-status
Seeking

Information
Seeking

Facebook
Usage Job Performance

Figure 1: Theoretical framework.

Individual performance in knowledge-intensive
work is linked with characteristics of both social con-
nections and networks. Those relationships that cross
the firms perimeters, physical obstacles, for example
social networks like Facebook, yield distinct & special
information & multiple outlooks to persons complet-
ing tasks at work (Cross and Cummings, 2004), because
recognition and realization of expertise of others can
influence performance by enhancing the likelihood of
gaining required and appropriate information in order
to resolve novel problems.

Sparrowe et al. (2011) studied the effects of both in-
dividual and group level social network ties and found
that those individuals who are central players in ad-
vice gaining and seeking through social networks e.g.
Facebook attained higher ratings of performance as op-
posed to those who hinder flow of information through
networks.

H6. Information Sharing through Facebook is positively
related to Job Performance.

3 Methodology

3.1 Research Instrument

In the instrument all the items were measured on
a five-point Likert scale ranging from 1 = strongly dis-
agree, 2 = disagree, 3 = Neutral, 4 = Agree, 5 = strongly.
The scale for Facebook usage comprised of six indica-
tors measuring the use of online social networking de-
veloped by Ellison et al. (2007). Value of Cronbachs
Alpha was .704, which means that questions for us-
age of Facebook Usage are reliable. A five item scale
developed based on Podsakoff and MacKenzie’s (1989)
was used to enumerate the job performance of the em-
ployees. Value of Cronbachs Alpha was .843, inidcat-
ing that questions of employee job Performance are re-
liable. The scale adopted for determinants of Facebook
usage had 14 items and the Chronbach alpha was .804.

3.2 Population and Sample

Employees of Telecom Sector from Rawalpindi and
Islamabad have been targeted in this study. The sam-
ple was selected from Call Centers as their employees
are well aware of Information Communication Tech-
nology, and their job demands access to the internet
that may give them access to Facebook at workplace
as well, therefore, they can efficiently demonstrate the
whole population. Moreover, a majority of call center
employees constitute the age group 18-25, the Facebook
stats show the majority users also comprise this age
group, so choosing a sample from this population for
checking the determinants and outcomes of Facebook
usage at workplace can be effective. Those call centers
where the Facebook has been banned for employees;
they were not included in the population.

The sample had been selected through Purposive
sampling technique which is a form of non probability
sampling, as the data had to be collected from the users
of Facebook only, i.e., those employees who dont use
Facebook were not included in the research sample.

250 questionnaires had been distributed to 10 dif-
ferent call centers in Rawalpindi and Islamabad out of
which 210 had been returned. 9 questionnaires were
discarded due to inappropriate response and 201 were
used for the study.

3.3 Sample Characteristics

The sample consisted of 150 male respondents con-
stituting 74.6% of the sample while female respondents
were 51, representing 25.4% of the population. The ra-
tio of females in sample was low because of cultural
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Table 1: Means, Standard Deviations and Correlations

Variable Mean SD 1 2 3 4 5 6 7 8 9 10

1 Gender 1.25 0.436

2 Marital Status 1.14 0.347 .162*

3 Age 1.5 0.53 0.008 .378**

4 Qualification 1.93 0.644 0.117 .290** .322**

5 Experience 1.72 0.687 -0.013 .310** .441** .216**

6 Type Of Position 1.92 1.074 0.001 .285** .413** .339** .444**

7 Socializing 3.6318 0.8976 0.007 -0.062 -0.002 .198** -0.02 0.043

8 Self Status Seeking 3.4312 0.9631 0.091 -0.011 0.04 .212** 0.029 0.088 .622**

9 Information Sharing 3.3466 0.8999 0.102 0.021 0.091 .160* .141* 0.058 .405** .502**

10 Facebook Usage 3.568 0.976 0.034 0.009 0.106 0.091 0.091 0.041 .670** .678** .408**

11 Job Performance 3.8587 0.7916 0.055 -0.092 -0.018 -0.01 -0.005 -0.007 .395** .354** .207** .493**

N=201, * p<0.05, ** p<0.01

norms of Pakistan where females working in Night
Shift are not encouraged and most of the outbound call
centers have their operations in Night Shift (working
on international projects). 86.1% respondents were sin-
gle and 13.9% were married.

Table 2: Regression for Outcomes

Predictors Job Performance

β R2 ∆R2

Step 1

Control variables 0.15

Step 2

Socializing .232**

Self Status Seeking 0.109

Information Sharing -0.025 0.206 .191***

Control Variables: Type of Position, Gender, Marital Sta-
tus, Qualification, Experience, Age
N=201, ***p<0.01, **p<0.05, * p<0.10

The majority belonged to age group 18-25 repre-
senting 51.2% of the sample and other age groups 25-
34 and 35-44 constituted 47.3 and 1.5% respectively of
the sample. 59.7% had bachelor degree, 55.7% had an
experience of 1-4 years and the junior staff from sales
representatives constituted 43.8 percent of sample fol-

lowing by senior staff which constituted 34.8%.

4 Results

Table 1 represents the correlation analysis between
the variables. The control variables show negative
association with job performance while independent
variables (socializing, self status seeking and informa-
tion sharing) and the mediator (Facebook usage) are
significantly and positively correlated with job perfor-
mance, which support the study hypotheses. Socializ-
ing, self status seeking and information sharing are also
positively correlated with Facebook usage.

Table 2 indicates the regression results of indepen-
dent variables and their effect on job performance. A
linear regression analysis was conducted to evaluate
how well socializing, self status seeking and informa-
tion sharing predict job performance. The control vari-
ables were controlled in the first step and independent
variables were added in the second step to check the
relationships. Socializing was significantly and posi-
tively related to job performance (β = .232, p< 0.05)
which supports H4 of the study i.e. socializing through
Facebook is positively associated to job performance.
Self status seeking (β =.109, p>0.05) and information
seeking (β = -.025, p>.718) were not found to have sig-
nificant relationship with job performance so H5; self
status seeking through Facebook is positively associ-
ated to job performance and H6 were rejected.
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4.1 Mediated Regression Analysis through
A. F. Hayes

For mediation analysis, indirect macro developed
by A. F. Hayes was used to determine whether the
change in the effect of the independent variable, after
excluding the mediator in the model, is a significant
change or insignificant and therefore whether the me-
diation effect is statistically significant. This method
was to find out whether Facebook usage mediates the
relationships between independent variables (socializ-
ing, self status seeking and information sharing) and
job performance or not. The mediation was run for
all the independent variables separately. Results were
taken on 95% confidence interval and the number of
bootstrap re-samples was 1000.

The control variables were controlled and the anal-
ysis was done for H1, checking whether Facebook us-
age mediates the relationship between socializing and
job performance. Results showed that all the paths be-
tween socializing to Facebook usage (β =.75), Facebook
usage to job performance (.40) and socializing on job
performance (.36) were significant at p<0.01 and t>2.
After controlling the mediator (Facebook Usage), the
relationship between socializing and job performance
has become insignificant at p = .17 (p>0.05) and t value
decreased to 1.37 (t<2) suggesting that the mediating
effect of Facebook on the relationship between social-
izing and job performance exists which validates Hy-
pothesis 1.

For H2, after controlling the control variables, all
the paths between self status seeking to Facebook us-
age (β =.70), Facebook usage to job performance (β =
.40) and self status seeking to job performance (β =
.29) were significant at p<0.01 and t>2. After control-
ling mediator effects, the relationship between self sta-
tus seeking and job performance became insignificant
representing a p value of .71 (p> 0.05) and t value de-
creased to .36 (t<2) indicating that Facebook usage acts
as a mediator between self status seeking and job per-
formance, and hence H2 is accepted.

For H3, after controlling effect of control variables,
all the paths between information sharing to Facebook
usage (β =.43), Facebook usage to job performance (β
= .40) and self status seeking to job performance (.29)
were significant at p<0.01 and t>2. After controlling
mediator effects, the relationship between information
sharing and job performance became insignificant rep-
resenting a p value of .88 (p> 0.05) and t value as .13
(t<2) indicating that Facebook usage acts as a mediator
between self status seeking and job performance, and
hence H2 is accepted.

Results indicate that H1, H2, H3 and H4 are ac-
cepted while H5 and H6 have been rejected.

5 Discussion

The goal of this study was testing a research model
explaining the expected connection between determi-
nants of Facebook usage and their consequent effect
on job performance of the employees. From a theoret-
ical point of view, this study contributes to the Face-
book Usage at workplace and job performance litera-
ture. This is the first study that addresses the reasons
that why employees use Facebook at workplace and
how does it affect their job performance.

In general, a good support was found for most
of the studys hypotheses. The hypothesis that exam-
ined the relationship between socializing and job per-
formance was accepted, in line with the previous stud-
ies (Carson et al., 2007; Johnson et al., 2011; Mathieu
et al., 2008) suggesting that socializing through Face-
book is associated to job performance and it can lead to
enhanced employee performance. Pakistan is consid-
ered to be having collectivist culture (Hofstede, 1980)
where people like to build ties and connections with
others, which gives them a feeling of contentment.
Facebook can serve employees with a way to social-
ize with friends, family members, and fellow cowork-
ers and to keep up-to-date with what is going on in
their social networks. This sense of social interaction
has the potential to positively influence employees pro-
ductivity with their jobs. This is because online Face-
book usage in the workplace provides employees with
a sense of social interaction. This social interaction
serves as a social resource for employees in the orga-
nization which, in turn, enhances employees affective
attachment to their organizations. In other words, en-
gaging in social networking through Facebook may in-
crease an employees access to support and resources,
resulting in feelings of wanting to stay with the organi-
zation and working with full potential to attain organi-
zational goals by performing the job roles better.

The mediation of Facebook usage between so-
cializing through Facebook and job performance has
been proved through results supporting literature e.g.
Wilcox and Stephen (2013). Employees fulfill their need
for socialization with others by using Facebook, the
more socialization with others through Facebook they
need, the more intense will be their Facebook usage,
which makes them build relationships and ties and
keeps them connected with others inside and outside
the workplace and hence it enhances their job perfor-
mance.

The hypothesis examining the relationship be-
tween self status seeking and job performance was
rejected which indicates that the performance of em-
ployees will not be enhanced by increased self status
through Facebook and this finding was contradictory
to previous findings such as De Dreu and Nauta (2009)
and Judge and Bono (2001). One of the reasons can be
people in Pakistani context dont develop their self sta-
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Table 3: Mediated Regression Analysis through A. F. Hayes

Coeff SE t p R2 Adj.R2 F df1 df2 Data Boot

S M to FBU M 0.75 0.05 13 0

SS M to FBU M 0.7 0.05 13 0

IS M to FBU M 0.43 0.07 5.9 0

Direct Effects of FBU M on JP M 0.4 0.06 7.2 0

Total Effect of S M on JP 0.36 0.06 6.1 0

Total Effect of SS M on JP M 0.29 0.06 5.3 0

Total Effect of IS M on JP M 0.18 0.06 2.9 0

Direct Effect of S M on JP 0.1 0.08 1.4 0.2

Direct Effect of SS M on JP M 0.02 0.07 0.4 0.7

Direct Effect of IS M on JP M 0.01 0.06 0.1 0.9

Fit Static for S M Model 0 0.3 0.23 8.6 8 192

Fit Static for SS M Model 0 0.3 0.22 8.4 8 192

Fit Statistic for IS M Model 0 0.3 0.22 8.3 8 192

0.05 0.3 0.2

Indirect Effects of S M on JP through FBU M

0.05 0.3 0.3

Indirect Effects of SS M on JP M through FBU M

0.03 0.2 0.2

Indirect Effects of IV on DV through FBU M

Confidence Intervals: 95%

Number of Bootstrap Resamples: 1000

tus to enhance their performance rather they might be
trying to develop their self status for other purposes
such as to get recognition, to get respect from others
and to develop self esteem and self actualization. As
Lampel and Bhalla (2007) suggest that developing self
status through Facebook or other networks can have

two types of motives, internal or external. The internal
motives might seek to psychological or emotional goals
while external goals like economic, monetary and so-
cial advantage. This study suggests that people in Pak-
istan develop self status through Facebook not for the
external (monetary) goals, rather they seek emotional
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and psychological state of well being for developing
their status. This can have indirect effects on enhancing
job performance of the employees, though the direct ef-
fects have not been observed.

Results indicate that Facebook usage mediates the
relationship between self status seeking and job perfor-
mance. This is an interesting finding indicating that if
employees use Facebook more i.e. the intensity of using
Facebook will be more for fulfilling the need of self sta-
tus seeking, then it will lead to increased performance.
The findings suggest a significant relationship between
self status seeking and Facebook usage, which means
people try to develop their self status by using Face-
book and the more is their urge for developing their
status, the more their Facebook Usage will be. As Lam-
pel and Bhalla (2007) suggest that the type of social ties
and nature of interaction determine that a person will
try to develop which kind of self status, external or in-
ternal. The social ties will be strong when Facebook us-
age intensity will be more and there will be increased
interaction among people that may allow them to de-
velop their status for either external or internal goals.
Seeking self status for external motives (economic and
monetary) may directly lead to enhanced performance
of the employees, which gives them economic benefits,
hence the findings of this study support previous find-
ings that job performance will be enhanced by develop-
ing self status by using Facebook (Borgatti and Foster,
2003; Judge and Hurst, 2008).

The hypothesis examining the relationship be-
tween information sharing through Facebook and job
performance is found to be rejected in this study, which
contradicts previous literature such as Sparrowe et al.
(2011) who studied direct relationship of information
sharing through networks and job performance of em-
ployees. The reason of this result can be that individ-
uals may not be able to access accurate, valid and re-
liable information on Facebook. Some of them may
find information from others that is incorrect or inad-
equate to act upon. As everyone expresses information
according to their own knowledge and experience, the
information acquired may not always be valid for every
kind of context and situation. For example if some em-
ployees have interaction with each other on Facebook,
having different experiences and working context, the
factors that have led to ones success in a particular con-
text may not be able to contribute to enhance the perfor-
mance of the other in another context. Another reason
may be the communication barrier between the people
communicating through Facebook. A simple Facebook
message or information provided on a Facebook page
may not be enough to convey the whole idea to others.
Some information needs to be properly disseminated
through verbal and non verbal channels. Another rea-
son seems to be the diversified information on Face-
book, in such an environment where there is a lot of
information through different sources, one may not be

able to identify wrong vs right and effective vs ineffec-
tive information that may lead to increased confusion
and hence it may not contribute to developing the per-
formance of the employee.

However, findings suggest that Facebook usage
mediates the relationship between information sharing
and job performance, and are supported by literature
(Zhou et al., 2007). Information sharing is significantly
related to Facebook usage which means people who
seek to share with or acquire information from others
may use Facebook intensely. In simple words, employ-
ees who need to share information through Facebook
will use Facebook more. Using Facebook more will
lead them to gather a lot of information and if that in-
formation will be used effectively in proper direction,
it may lead to enhanced performance. When Facebook
usage will be more, employees will be able to judge the
right vs wrong and effective vs ineffective information
because they will be having access to more sources of
information and knowledge. For effective sharing of
information, there should be effective usage intensity
of Facebook that can help employees to collect differ-
ent ideas and knowledge out of which they can screen
the ideas that are best suited in their working context
and in this way it will lead to increased employee per-
formance.

The findings of this study show significant direct
effect of Facebook usage on job performance indicating
that there is direct effect of Facebook usage on job per-
formance, contradicting some studies of past (Lieber-
man and Miller, 2011; Lim, 2002; Malachowski, 2005)
while supporting some other studies (Alloway et al.,
2013; Bakker et al., 2004; Somers and Casal, 2009). The
results of the current study suggest that Facebook in
the workplace can work as an effective mechanism in
boosting the performance of employees. In the model,
there is significant total effect of Facebook usage on
job performance of employees; hence organizations can
use it as a tool for enhancing the job performance by al-
lowing its usage at the workplace.

5.1 Implications

This study adds to the emerging body of knowl-
edge which examines the role of Facebook Usage in
the workplace on job performance and finds out its de-
terminants that constitute its usage at workplace. The
changes in the way people communicate and connect
with each other and in the nature of work, as a result
of globalization and technological advances have ele-
vated the importance of studying the effect of Facebook
usage in the workplace. This study makes a unique
contribution to the management information systems
and human resource fields, in particular, and to inter-
national business, in general, by considering the rela-
tionship of Facebook usage in the workplace to job per-
formance of employees from the Call Center industry
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that has very emerging effects in the Telecom Sector of
Pakistan.

This study is an attempt to fill the gap in the so-
cial networking site literature by collecting data from
employees in the workplace. Overall, the study has
provided support for several unique relationships and
thus makes important contributions to the literature.
The results suggest that, in order to obtain better
work-related outcomes and job performance, employ-
ees should involve themselves in Facebook usage as a
main source of social support. Establishing a social net-
work with people from different backgrounds through
social networking sites would help employees become
happier at work, become more innovative, share more
ideas, feeling recognized and perform better. In sum,
this study suggests that organizations should add the
adoption of the use of Facebook in the workplace to
their arsenal of practices that enhance organizational
commitment and job performance.

5.2 Limitations and Future Directions

No empirical study is without limitations. One
of the limitations of this study is its reliance on self-
reported measurements. For example, since the use of
social networking sites in the workplace is sometimes
frowned upon and reporting not using it intensely at
work would be viewed as a desirable behavior of em-
ployees, individuals self-assessment of their social net-
working site in the workplace may be subject to so-
cial desirability bias, presenting ones self in a favor-
able image. The composition of the sample is another
limitation of this study. In particular, the sample col-
lected data from only one particular industry i.e. tele-
com sector and it included a small number of observa-
tions from women as most of the respondents in our
sample were men thus limiting the ability to generalize
the findings. Another limitation of this study comes
from the fact that the data collected were from only
two cities of Pakistan. Therefore, caution is advised in
making generalizations from the findings of this study.
This study is a cross-sectional research design which
makes it difficult to determine causality. This discus-
sion, therefore, concludes that future studies greatly
need to establish the causality with longitudinal de-
signs. Furthermore, it focused on three main determi-
nants of Facebook usage in organizations, there could
be other determinants as well.

The results of this study have several implications
for academics and practitioners. Future studies can
explore what Facebook usage in the workplace will
bring on other job outcomes such as reduced stress and
burnout etc. Future studies can study other determi-
nants of Facebook usage at workplace. Further stud-
ies can also evaluate the comparison between the pos-
itive and negative impacts of Facebook Usage at the
workplace. Furthermore it can be investigated which

variable moderates these relationships. This study col-
lected cross- sectional data at a single point in time
through a one-time issuance of the survey instrument.
To more holistically explore the relationship between
online social networking site and its association with
work-related outcomes including job performance, a
longitudinal study design is worth investigating. This
longitudinal study would allow researchers to better
track the growth of participants use of social network-
ing sites which in turn could offer greater insight into
the association between social networking use and job
performance.
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Abstract. This study intends to assess how corporate governance affects the financial distress in non-financial
listed companies in Pakistan. Sample of 53 companies was obtained from non-financial institutes listed in Pakistani
stock exchange. Regression analysis is used to estimate the impact of explanatory variables including size of board,
composition of board, audit committee independence and duality of CEO on the financial distress. The findings
show that size of board, composition of board and CEO duality has a positive impact on Z-score of Pakistani listed
firms. This implies that better the corporate governance practices in companies, lower will be the financial distress
and vice versa.

1 Introduction

There has been a debate whether the corporate gov-
ernance practices play a role in generating the finan-
cial returns to the owners and the other stakeholders
(Parker et al., 2002). It also includes the ability of the
firm to survive and revive from the times of financial
distress. Hence, it has been an area of interest to un-
derstand whether the corporate governance practices
impact the organizational ability to confront the period
of financial distress.

Various studies in the past have found out that the
attributes of corporate governance are having an as-
sociation with the financial distress (Datta and Datta,
1995; Elloumi and Gueyie, 2001; Gilson, 1989). Corpo-
rate governance is defined a set of policies and regula-
tions designed to direct and control the company (Cad-
bury Report, 1992). Prime objective of corporate gover-
nance is to serve the shareholders in the best way pos-
sible (Wajid and Shah, 2017). Hence, it can be said that
better corporate governance will allow the companies
to provide better strategic decision making and to re-
duce the state of financial distress within itself. Cor-
porate governance includes overall code of corporate
governance, policies and procedures for corporate re-
porting and mechanism for internal and external audit
needs, in order to keep an independent observance on
the method and affairs of the company and it is thought
that this in turn will enhance the financial performance
of the entity in short term, as well as the market value
of shares of the company in the long term. It is there-
fore important to explore the impact that is exerted by
the corporate governance practices in the period of fi-

nancial distress. However, in this study the main area
of concern will be the board’s structure.

On the other hand, financial distress is a term that
is used in negative connotation to express the finan-
cial position of an entity. Financial distress is often de-
scribed in terms of default, failure, bankruptcy and un-
successfulness of meeting financial objectives.

This study intends to identify and examine the re-
lationship of the corporate governance practices on the
financial distress faced by various Pakistani listed com-
panies. This study will check the impact of different
corporate governance practices individually on the fi-
nancial distress of Pakistani listed companies. The cur-
rent study is significant as hardly such study has been
conducted among Pakistani listed companies. Further-
more, it aims to explore the impact of specific elements
board’s structure on the financial distress faced by Pak-
istani listed companies.

2 Literature Review

Li et al. (2008) found a negative relationship be-
tween the factors of corporate governance like board
size, board composition and duality of CEO with the
financial distress in the company. Lee and Yeh (2004)
tested the association between corporate governance
and financial distress in the Taiwanese context. They
concluded that the probability of financial distress in-
creases in the companies having weaker corporate gov-
ernance practices.

Simpson and Gleason (1999) studied the relation-
ship between board structure, ownership, and the fi-

∗Corresponding author.
Email: hassan.jamal@aiou.edu.pk

http://www.jbrc.pk 49 c© Jinnah Business Review



50 Jamal, Shah

nancial distress in the banking industry. The results
showed that probability of financial distress in lower
when the Chairman and the CEO is one person. How-
ever, other factors of corporate governance were found
insignificant in the study.

Hassan Al-Tamimi (2012) tested the relationship
between the corporate governance and the financial
distress on the UAE banks. He found out that there
is a significant positive relationship between corporate
governance and the level of financial distress. But he
further argued that corporate governance in the UAE
banks is not good enough. Elloumi and Gueyie (2001)
studied the similar relationship and reported that in-
clusion of outside directors is a key factor in reducing
the financial distress of an organization. He argued that
the inside directors lack objectivity and independence.
Hence, they don’t always make decisions that are in the
best interest of the shareholders. However, their study
failed to find a relationship between the CEO duality
and the financial distress.

Parker et al. (2002) also studied the role of corpo-
rate governance in increasing the likelihood of survival
at the times of financial distress. They also argued that
the corporate governance attributes influence the situ-
ation of financial distress in an organization.

Muranda (2006) studied that influence of corporate
governance on financial distress on the financial sec-
tor of Zimbabwe. He argued that weaker boards tend
to lead to weak internal system which in turn plays a
significant role in increasing the financial distress in an
organization. He also pointed out that corporate gov-
ernance is not only a moral concept but an obligatory
matter as well. Hence, the regulators must ensure the
compliance on corporate governance requirements that
may lead the firm to have strong decision making and
vision at the times of financial distress.

Li et al. (2008) studied the relationship of indepen-
dent board and agency cost on the financial distress in
the Chinese listed companies. He assessed 404 Chinese
listed companies for a period from 1998 to 2008. The
results of his study were similar to the previous stud-
ies. He found out that agency cost and independent
boards have a negative impact on probability of finan-
cial distress in Chinese listed companies. This means
that the firms having the higher proportion of indepen-
dent directors in their board have lesser probabilities of
financial distress.

2.1 Hypotheses Development

2.1.1 Board Size and Financial Distress

Independent directors increase the experience level
and the knowledge level in to the firm’s board and
hence strategic decision making of the company is sig-
nificantly enhanced (Hillman and Dalziel, 2003). It is
therefore argued that higher the board’s size so will

be the experience level and the education level in the
board, which means that such firms have better ca-
pacity to make better strategic level decisions, conse-
quently allowing the companies to gain competitive
advantage in the industry. It is therefore believed that
probability of financial distress is lesser in firms having
larger board size compared to the firms having lower
board size. Based on the above arguments, we con-
struct the following hypothesis:

H1. Larger board size negatively affects the financial dis-
tress of a company

2.1.2 Duality and Financial Distress

Often when CEO of an organization is not able
to perform as per the expectations of the company’s
board, the board has two options either to demote the
CEO of the company or dismiss them. In case of fi-
nancial distress or when CEO is unable to meet the
expected performance, the evidence is more in support
of dismissal of the CEO (Bhagat et al., 1999; Weisbach,
1988). In stronger boards, there is a split between the
post of chairman and the CEO so that CEO can put his
concentration purely on the operations and activities
of the company rather than the rules and regulation
issues (Mallette and Fowler, 1992). This in turn helps
the companies to increase their performance and such
companies are less likely to face the financial distress
level. Hence, we propose the following hypothesis:

H2. CEO/Chairman duality has negative relationship
with financial distress

2.1.3 Composition of Board and Financial Dis-
tress

In order to have better strategic decision mak-
ing and management, shareholders desire more non-
executive directors in the board than the executive
directors (Weisbach, 1988). This helps the compa-
nies to focus their decisions in the best interests of
the shareholders and agency problem can be avoided.
Boards having higher proportion of non-executive di-
rectors are keen to take aggressive decisions in case of
bankruptcy or poor performance, such as change of
CEO, as their prime focus is to make decisions in the
best interest of the shareholders rather than for the ben-
efit of few key management individuals (Shivdasani,
2004). Such companies hence are more determined to
operate smoothly and they plan well to avoid any situ-
ation of financial distress that may lead to a poor public
image of the company. Therefore, following hypothesis
has been developed:

H3. Higher proportion of the non-executive directors in
the board will lead to lower financial distress in the company
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2.1.4 Audit Committee Independence and Fi-
nancial Distress

Shareholders desire to have more independent di-
rectors in the company’s board as compared to the
executive directors so that the company can operate in
the best interests of shareholders (Weisbach, 1988). Au-
dit committee is one of the key committees that works
under the board. Hence, it is ideal for the companies
to have higher percentage of independent directors in
the audit committee so that internal and external audit
activities can be directed in the possible way. More-
over, there is higher chance that any adverse situation
will be foreseen at appropriate times and the company
can take timely steps to avoid any situation of financial
distress. Therefore, we propose as follows:

H4. Higher percentage of independent directors in the
audit committee will impact negatively to the financial dis-
tress level

3 Theoretical Framework

Figure 1: Theoretical framework.

4 Methodology

4.1 Sample and Procedure

The sample of the study consisted of 53 companies
listed at Karachi stock exchange. Five years data were
analyzed from 2010 to 2014.
The general statistical model for the study is given as
follows:

FDit = α + β1(BZ)it + β2(BC)it + β3(DUAL)it

+β4(ACI)it + β5(PROF)it + εit

where
FD = Financial Distress
BZ = Size of Board
BC = Composition of Board
DUAL = Duality amongst CEO and Chairman
ACI = Audit Committee Independence
PROF = Profitability
ε = Error term

4.2 Measure of Variables

4.2.1 Board Size
Board size can be defined as the numerical strength

of the company’s board. Researchers argued that larger
board size is likely to affect the business performance
(Abor, 2007). Therefore, we have calculated board size
as the natural log of total number of board members.

4.2.2 Board Composition
It is measured as the proportionate number of non-

executive directors compared to the total board mem-
bers. It is therefore calculated by dividing the num-
ber of non-executive directors with the total number of
board members.

4.2.3 Audit Committee Independence
Audit committee independence shows the repre-

sentative in the audit committee that is non-executives.
Hence, it is calculated as the ratio of number of non-
executive directors in the audit committee to the total
number of directors in the audit committee.

4.2.4 CEO/Chairman Duality
To capture the effect of CEO/ Chairman Duality,

we have used a Dichotomous variable in our research.
Value “1” is given for the boards having different post
for the CEO and the Chairman; otherwise the value is
zero.

4.2.5 Profitability
Profitability is the controlled variable in the study.

It is calculated through return of assets.
ROA = Profit After Tax/ Total Assets

4.2.6 Financial Distress
Altman, Z-score has been used as a proxy for the

financial distress as Z-score model is considered as one
of the most frequently used models for early prediction
of financial distress (Yi, 2012). The original model in-
troduced by Altman (1968) as a predictor of financial
distress, and the score can be computed as follows:

Z − Score = 1.2X1 + 1.4X2 + 3.3X3 + 0.6X4 + 1.0X5

where
X1 = Working Capital/Total Assets
X2 = Retained Earnings/Total Assets
X3 = Earnings before Interest and Taxes/Total Assets
X4 = Market Value of Equity/Book Value of Total Debt
X5 = Sales/Total Assets

It should be noted that there is a negative relation-
ship between the calculated value of Z-Score and the
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Table 1: Summary of regression model outcomes

Variable Coefficient Std. Error t-Statistic Prob.

C 1.430707 0.142562 10.03565 0.0000

ACI -0.002693 0.100529 -0.026786 0.9787

BC 0.170812 0.102203 1.671291 0.0959*

BZ 0.212840 0.068582 3.103452 0.0021***

DUAL 0.087486 0.039392 2.220937 0.0272**

PROF 0.934269 0.272145 3.432982 0.0013***

R-squared 0.291633 Mean dependent var 2.014091

Adjusted R-squared 0.257504 S.D. dependent var 0.627717

S.E. of regression 0.219897

Sum squared resid 12.57217

F-statistic 5.777813

Prob(F-statistic) 0.000181

Note:*, **, *** significance at 10, 5 and 1 percent

financial distress which implies that lower value of Z-
Score means there is more likelihood of bankruptcy.
Altman (1968) modified the model and replaced the
Market Value of Equity (in X4) by the Book Value of
Equity. The modified model is defined as:

Z − Score = 0.717X1 + 0.847X2 + 3.107X3 + 0.42X4

+0.998X5

5 Results and Discussion

Regression analysis was used to predict the empir-
ical results of the study. The results of the study are
shown in Table 1.

Before interpreting the results it must be kept in
mind that dependent variable for the measure of finan-
cial distress in Altman Z-score. The higher the Z-score
the lower will be the financial distress. Hence, the pos-
itive impact of any independent variable on the depen-

dant variable will be interpreted as decrease in financial
distress.

The R2 explains that 29 percent change in the Z-
Score of a company is due to variations in the indepen-
dent variables i.e. CEO duality, board independence,
audit committee independence and the board size. The
value of R2 is low but this is majorly due to a fact that
corporate governance practices are not optimal in most
of the companies. The value of R square is expected to
be higher if such study is tested in the countries with
optimal corporate governance practices. The value of
F-statistics is 5.777813, which is significant, showing
that there is combined impact of independent variables
on the Z-Score of a company.

Findings of the study suggest that board size, CEO
duality and board composition are affecting the Z-score
positively, which means higher these variables in a firm
lower will be the level of financial distress in the firm.
On the other hand, independence of audit committee’s
impact on Z-Score is insignificant, which implies that
there is no impact of audit committee independence on
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the financial distress a firm is facing.

6 Conclusion

The study concludes that board size will reduce the
level of financial distress in a company. The major rea-
son of such phenomena is due to the fact that larger
board sizes have higher level of competence in their
board and hence such companies are able to make bet-
ter financial decisions than otherwise.

The CEO and chairman duality also have resulted
in decrease in financial distress in companies. It is
because when the Chairman and CEO jobs are segre-
gated the decision are made irrespective of biasness
and tough decisions like replacing the CEO or directors
are taken for the betterment of the company.

Board independence also has resulted in decrease
in financial distress of a company as per statistical re-
sults. This is arguable because independent boards are
more capable of taking best decisions for the companies
that are in best interest of the shareholders and not the
executives and management only.

On the other hand, audit committee independence
does not have any impact on the financial distress of
the companies in Pakistan. This is largely because of
the fact that audit committees decision is dependent
on the employees of the companies like internal audit
related issues or the internal control implementation.
Such employees are largely influenced by the manage-
ment decisions and hence even an independent audit
committee does not have control on the level of finan-
cial distress level in Pakistani listed companies.
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Abstract. The current study explored the relationship between procedural justice and organizational commitment
with the moderating role of pay satisfaction. Furthermore, it also aimed to identify the impact of pay satisfaction
on organizational commitment. The study was conducted based on the data collected from 400 employees from
the telecom sector. The results of study revealed positive and significant impact of procedural justice and pay
satisfaction on organizational commitment. It was also found that procedural justice plays a positive and significant
role in enhancing organizational commitment behavior. Finally, the findings further suggested that pay satisfaction
positively moderates the relationship between procedural justice and organizational commitment. Implications
and suggestions are discussed for future research.

1 Introduction

Becker (1960) focused on organizational commit-
ment and calculative commitment as forms of commit-
ment. Later on several other researchers focused their
attention towards this topic. During the late 1970s,
Mowday et al. (1979) introduced another form of com-
mitment and named that as attitudinal commitment.
During 1990s, researchers focused heavily on organiza-
tional commitment. Meyer and Allen (1991) introduced
three components model using three scales named as
affective commitment scale (ACS), continuance com-
mitment scale (CCS) and normative commitment scale
(NCS).

Concept of procedural justice is derived from
agency theory (Berle and Means, 1932; Simon, 1951);
equity model (Adam, 1965) in which employee’s per-
ception about rewards and actual rewards they receive
was explained. Leventhal et al. (1980) proposed six
rules to determine procedural justice of the organiza-
tion, which are, use of accurate data, input from em-
ployees, consistently apply decisions to all employees,
no biased decision making, review questionable deci-
sions and follow ethical standards. Agency theory also
supported this concept, much like Property rights the-
orists (Voeller, 1987) claimed that when a transaction is
conducted, a transaction cost occurs.

It was early 1960s when for the first time, re-
searchers studied the relationship of Employee satis-
faction with compensation by including the dimen-

sion of pay in job descriptive index and Minnesota
satisfaction questionnaire. Followed by focusing to-
wards this dimension, but they used it as a generic
term. In mid of 1970s, researchers used it specifically
to include the dimension of satisfaction with pay, sat-
isfaction with administration of compensation. Hen-
eman III and Schwab (1985) defined four dimensions,
which were satisfaction with pay level, benefits level,
pay raises and structure/administration of compensa-
tion.

The aim of this study is twofold; one is to examine
the impact of procedural justice and pay satisfaction on
organizational commitment and second is to check the
moderating effect of pay satisfaction in the relationship
between procedural justice and organization commit-
ment. The past researches studying the relationship
between procedural justice and organization commit-
ment haven’t studied the relation with pay satisfaction.
Organizational commitment has grabbed much atten-
tion in today’s rapid changing and Global environment
(Michaels, 1988).

Organizations want to attract and retain employ-
ees so that their effectiveness could be increased. Pro-
cedural Justice is very helpful for retaining employees
in the organizations, such as when they perceive that
different means used for making decisions are fair so
they accept those decisions and stay loyal with the or-
ganization (Lind and Tyler, 1988). Pay Satisfaction has
especially grabbed attention of many scholars, as liter-
ature supports the fact that pay satisfaction can stim-
ulate trust and organizational commitment (Heneman
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and L, 1992). Besides the presence of these kinds of the-
oretical arguments, there has been little empirical evi-
dence present on the above-mentioned twofold study
purpose, so it stimulated for further investigation on
this relationship (Griffin et al., 2007).

A lot of researchers have found a direct relationship
between pay satisfaction and several organizational
outcomes like turnover intention, productivity, moti-
vation and organizational commitment; and in congru-
ence to meta-analytical review conducted by Judge and
Colquitt (2004), this study is aimed to empirically test
this theoretical relationship. between procedural jus-
tice and organization commitment by using pay satis-
faction as a moderator.

Besides that, the current study endeavors to pro-
vide guidance to public sector for pay satisfaction and
commitment. Native researchers will get support from
these results and they can enhance this relation by in-
cluding other variables like turnover intention. This
research has the aim of providing non-discriminatory
results regarding the moderating effect of pay satisfac-
tion variable between other two variables procedural
justice and organizational commitment.

2 Literature Review

2.1 Procedural Justice and Organizational
Commitment

Cohen (1991) proposed that the relationship be-
tween organizational commitment and turnover varies
across different stages of life and stated that procedu-
ral justice and communication of information is a very
important predictor of turnover.

According to Cummings and Bromiley (1996) there
are three dimensions of trust; honesty, avoiding ex-
cessive advantages relative to others and agreeing to
depend on others. Scarpello and Vandenberg (1987)
stated that satisfaction with supervisor means satisfac-
tion with one’s immediate boss, not with other con-
ditions of the workplace or any kind of other agents.
They further argued whether the employee who is sat-
isfied with supervisor is also committed to the organi-
zation. It had been substabtiated that moral and alien-
ate commitment is related to supervisor satisfaction
while calculative commitment is not.

A study by Pfeffer (1994) investigated the relation
of satisfaction with HR practices and the organiza-
tion’s commitment between three groups of employ-
ees; professional, line managers and workers. The re-
sults showed a significant relation between these vari-
ables. Pfeffer (1994) stated that best practices are HR
practices, which can be implemented within any kind
of organization, for any kind of employees and result
in increased performance.

Hall and Schneider (1972) defined organizational

commitment as employee’s identification and attach-
ment with organizational goals and values. Several
researchers have attributed different concepts and ex-
plained the organizational commitment variable like
loyalty, job involvement, job attachment, job commit-
ment and moral commitment. Their results showed a
positive effect of Organizational commitment towards
desire to be part of organization and negatively related
with turnover intention.

Smith and Peterson (1988) explained the three types
of commitment as affective, continuance and norma-
tive. Gerhart and Rynes (2003) argued that different
organizations are paying differently to its employees.
Some are using individual performance criteria and
some are focused on collective performance, i.e. team
based; whereas some are using a hybrid approach.
Several researchers have found a positive relation be-
tween incentives and performance and argued that
when their performance increases, they are motivated
and committed with organization, which ultimately re-
duces turnover rate.

Meyer and Allen (1991) claimed that due to socioe-
conomic changes and Globalization, importance of em-
ployee’s attachment with organizations has increased
and further argued that organizational commitment
and organization support are two main dimensions,
which form a bonding relationship between organiza-
tion and employees.

Mowday et al. (2013) have discussed the attach-
ment of employees with the organization and in ex-
plaining commitment, they said it is about employee’s
acceptance of values and goals, making efforts to
achieve them and to remain part of the organization.
Their findings showed the positive impact of affec-
tive commitment and perceived organizational sup-
port, whereas a negative relation between negative
mood and perceived organizational support.

Chonko (1986) proposed that Organizational Com-
mitment is independent and free from any kind of per-
sonal interests and temporary concerns. Mowday et al.
(2013) defined it as a person’s identification and de-
sire to stay loyal and part of the organization. Their
study investigated different aspects of organizational
commitment and found that if employees are commit-
ted to their targets and goals of organizations, then
it will lead to the organization’s effectiveness. Age
and income were un-correlated while anticipatory so-
cialization, manager satisfaction and work satisfaction
had positive relation with commitment; whereas job
search behavior and perceived job alternatives were
negatively related with organizational commitment.

Masterson et al. (2000) argued that organizational
commitment is being predicted by procedural justice
than Interactional justice as it is considered more accu-
rate among these three types of organizational justice.
Guth and MacMillan (1986) claimed that commitment
with the organization is positively related to achieve-
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ment of organizational strategic goals. Mathieu and
Zajac (1990) proposed that if management wants to in-
crease satisfaction of its employees and reduce the ab-
senteeism level, then it has to increase the commitment
level of employees. Randall (1990) proposed that Orga-
nizational Commitment is a very important factor be-
cause it brings positive changes in employees and they
exert more effort towards the achievement of organiza-
tional goals.

Citera and Rentsch (1993) proposed that organiza-
tional commitment to the managerial staff is dependent
on three main factors: fairness of outcomes, fairness of
the procedures and how their leaders treat them. Their
study investigated the relation between organizational
justice and managerial commitment. The findings sug-
gested that procedural justice is positively related to af-
fective commitment. Kramer and L (1996) also claimed
that trust is an important variable and it plays a cru-
cial role in Organizational Effectiveness, Efficiency and
goal achievement.

Mitra et al. (1992) stated that turnover is studied
with many variables because of its importance, as or-
ganizations wish to retain their employees, due to the
high cost associated with the high turnover (advertise-
ment, recruitment selection and training costs). Adams
(1965) stated that fairness perception is very important
for the employees because they not only compare bene-
fits against their efforts as well as with their colleague;s
benefits and efforts level. Folger and Konovsky (1989)
claimed that Procedural Fairness brings a lot of bene-
fits for the organization and most importantly results
in job satisfaction, which ultimately leads to organiza-
tional commitment. Begley et al. (2006) proposed that
a lot of attention is being given to organizational jus-
tice and argued about fair procedures by stating that if
they are being used in the organization then employees
accept the decisions.

Colquitt (2001) stated that this focus is due to one
reason, which is the relationship of Procedural Justice
with several organizational outcomes like Organiza-
tional Commitment, Job and Pay satisfaction, Absen-
teeism, etc. They investigated different factors of Pro-
cedural Justice. The findings showed a significant rela-
tion of Procedural Justice with effective performance of
teams.

2.2 Pay Satisfaction as a moderator

Williams et al. (2006) proposed that employee’s
level of pay satisfaction is not only determined by abso-
lute pay level, but it also depends on the relative com-
parisons and pay satisfaction is necessary for the orga-
nizations in order to make their compensation system
successful. Cropanzano et al. (2002) investigated the re-
lationship between contextual factors and Procedural
Justice in promotion decisions for female employees.
Their study results showed that individual cognitive

processes develop a perception of Procedural Justice
and also showed that Gender schema has significant
contribution as a moderator between procedural justice
and formal career path, as well as between procedural
justice and perceived number of female employees as
role models.

Milkovich et al. (2002) proposed that money is the
basic incentive, which is used by managers to attract
and retain employees. They argued that everyone sees
money with a different eye. Cohen (1991) proposed
that perception of fairness is necessary for the organi-
zations, because they help to boost up employees and
especially they are very much important for compen-
sation related decisions. They claimed in previous re-
search that when an organization is designing a pay
system, it must focus on the fairness issue. Their re-
search has been conducted to check the relationship be-
tween performance, gender and seniority with pay in-
equity, while studying how pay communication mod-
erates this relationship. The results indicated that se-
niority and performance are related to perceived pay
inequity while gender was not related and when pay
system was communicated, employee satisfaction was
enhanced.

2.3 Hypotheses

H1.There is a positive relationship between procedural
justice and organizational commitment.

H2.There is a positive relationship between procedural
justice and pay satisfaction.

H3.There is a positive relationship between pay satisfac-
tion and organizational commitment.

H4.Pay satisfaction positively moderates the relation be-
tween procedural justice and organizational commitment.

3 Theoretical Framework

Organizational
Commitment

Procedural
Justice

Pay
Satisfaction

Figure 1: Theoretical framework.
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4 Methodology

This study is a deductive based approach in which
hypothesis testing is elaborated using a sample of 242
respondents from telecom sectors. A purposive sam-
pling technique is used for sample selection and re-
sponse rate is 61%. SPSS software is used to identify the
relation between all three variables and reliability test,
descriptive statistics, correlation matrix and regression
analysis are considered sources for evaluation. Porter
et al. (1974) scale is used for organizational commit-
ment and its reliability value is 0.79. Colquitt (2001)
scale is utilized for testing procedural justice and its
Cronbach’s Alpha score is 0.71 which is satisfactory.
Heneman III and Schwab (1985) scale is utilized for es-
timation of pay satisfaction with eighteen items and its
reliability value is 0.88.

5 Results and Discussion

The current study explored the influence of proce-
dural justice on organizational commitment with the
moderating impact of pay satisfaction. It is mandatory
to confirm that data used in the study are normal be-
fore the start of correlation and regression analysis. De-
scriptive statistics are used for identification of mean,
standard deviation, minimum and maximum of values
and total number of items to scale considered for anal-
ysis. The results in descriptive statistics are showing
that all the values are normally distributed and closure
to neutral responses. Furthermore, standard deviation
is showing the risk of each factor considered and Cron-
bach alpha is also mentioned here.

Table 1: Descriptive Statistics and Correlation Analysis

Variable Mean 1 2 3 Alpha

OC 3.8 1 0.79

PJ 3.9 0.38** 1 0.71

PS 3.87 0.41** 0.43** 1 0.88

**p<0.01 level of significance

Table (1) shows reliability, descriptive statistics and
correlation analysis of all three variables. The correla-
tion between organizational commitment to procedu-
ral justice is positive and significant at 0.38. The cor-
relation between organizational commitment and pay
satisfaction is significant at 0.41, showing a direct pos-
itive significant relationship. Similarly, the correlation
between procedural justice and pay satisfaction is sig-
nificant at 0.43, showing a direct positive significant re-
lationship.

5.1 Regression Analysis

Regression analysis indicates the dependence of
dependent variable upon independent variables. Or-
ganizational commitment was regressed on procedural
justice to test the hypothesis. R-square indicates that
how much variation in dependent variable comes from
independent variable procedural justice.

Table (2) shows the results of regression analysis to
find the effect of procedural justice on organizational
commitment. The value of R2 is 0.13, which shows
that procedural justice brings 13% change in organiza-
tional commitment. value of 0.379 shows that a signif-
icant change in organizational commitment is brought
by procedural justice, which leads to the acceptance of
hypothesis one.

Table 2: Regression analysis for Impact of Procedural
Justice on Organizational Commitment

Predictors β R2 ∆R2

Step 1

Control Variables 0.13

Step 2

PJ 0.379** 0.13 0.14

**p<0.01

Table (3) shows the results of regression analysis to
find the effect of procedural justice on pay satisfaction.
The value of R2 is 0.18, which shows that procedural
justice brings 18% change in pay satisfaction. β value
of 0.426 shows that a significant change in pay satisfac-
tion is brought by procedural justice; henceforth, sub-
stantiating the acceptance of hypothesis two.

Table 3: Regression analysis for Impact of Procedural
Justice on Pay Satisfaction

Predictors β R2 ∆R2

Step 1

Control Variables 0.18

Step 2

PJ 0.426** 0.18 0.17

**p<0.01

Table (4) shows regression analysis of 3 variables.
The value of R2 is 0.21 shows that 21% change was
brought by adding pay satisfaction in the relation-
ship, whereas, Beta weights are reduced from 0.36
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to 0.24 and it showed statistical significant results in-
dicating moderation. The value of β is 0.24 shows
significant and positive impact of procedural justice
on organizational commitment, while value β is 0.29
shows significant and positive impact of pay satisfac-
tion on organizational commitment; therefore, leading
to the acceptance of hypothesis three. Moderation im-
pact also showing significant and positive relationship,
which means pay satisfaction significantly and posi-
tively moderates the relationship between procedural
justice and organizational commitment. Thus, based
on these results, hypothesis four has been accepted as
well, i.e. pay satisfaction positively moderates the rela-
tionship between procedural justice and organizational
commitment.

Table 4: Moderation Analysis

Organizational Commitment

Predictors β R2 ∆R2

Step 1

Control
Variables

0.21

Step 2

PJ 0.240* 0.21 0.24

PS 0.290*

Step 3

PJ x PS 0.360* 0.18 0.19

**p<0.01

6 Discussion

This current study investigated the impact of pro-
cedural justice and pay satisfaction on organizational
commitment and to investigate the moderating effect
of pay satisfaction in fostering relation of procedural
justice with organizational commitment. The first hy-
pothesis anticipated a positive effect of procedural jus-
tice on organizational commitment and the proposition
has been demonstrated valid as it is having a huge pos-
itive effect on organization commitment. Past inquires
have displayed this effect as positive and this study is
in accordance with them.

Second hypothesis anticipated positive impact of
pay satisfaction on organizational commitment and re-
sults have substantiated this speculation by giving pos-
itive and critical qualities. Salaries are continually en-
gaging element for workers as it is utilized to satisfy
needs. Fulfillment with pay is the predecessor of hi-
erarchical duty. The consequences of this study were

again in accordance with past studies as Currall et al.
(2005) led an exploration to discover the connection of
pay satisfaction with organizational outcomes, where
outcomes have demonstrated positive relationship be-
tween pay satisfaction measurements and unwavering
quality estimation of 84%. The third hypothesis antici-
pated impact of procedural justice and pay satisfaction
and results have substantiated the hypothesis. Till and
Karren (2011) directed study to check the effect of asso-
ciation equity on pay level satisfaction. Outcomes have
demonstrated noteworthy and positive effect. Stone
et al. (2010) directed study to check fairness percep-
tion and satisfaction with segments of pay satisfaction,
where outcomes demonstrated positive effect.

Fourth hypothesis anticipated pay satisfaction as
moderator with procedural justice and organization
commitment. Results indicated that pay satisfaction
positively moderates the relationship between proce-
dural justice and organizational commitment. Couple
of past studies have taken pay satisfaction as a go be-
tween organization effectiveness and job satisfaction.

7 Conclusion

The finishing up comments after the whole exami-
nation and talk, we have thought of descriptive statis-
tics, correlation, regression, analysis of procedural jus-
tice, pay satisfaction and the organization’s commit-
ment. It demonstrates the positive effect of procedural
justice and pay satisfaction on organizational commit-
ment and positive moderation by including pay satis-
faction between procedural justice and organizational
commitment. These factors are noteworthy and de-
cisions related with each other. Regression analysis
is quite significant, and reliability values of organiza-
tional commitment, procedural justice and pay satis-
faction are also above benchmark respectively, conse-
quently leading to the acceptance of all four hypothe-
ses.

Existence of procedural justice in any organization
indicates that workers are happy with their compen-
sation, then their dedication level with the organiza-
tion builds which is a decent sign for general organiza-
tional performance. This research could be replicated
in other economies with the addition of other variables
and increasing number of samples. Furthermore, pay
structure must be designed on fairness parameters so
that each employee should have the perception of fair-
ness and equity in mind and show more efforts towards
achievement in financial and non-financial objectives of
the organization.

Managers and supervisors should develop a con-
ducive organizational internal environment in acquir-
ing reasonableness all strategies utilized for making
decisions. The organization should design remunera-
tion structure in such a way where employees are mo-
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tivated to put effort in return of rewards. Managers
should provide training opportunities regarding fair-
ness issues so that all employees follow ethical guide-
lines and overtake organizational goals, so that they be-
come loyal with organization and remove conflicts.
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Abstract. This study aimed to investigate the determinants of trading volume. For this purpose a sample of fifty
firms listed at KSE had been considered. 50 firms based on capitalization were selected from non-financial sector
covering a time period from 2005 to 2014. Descriptive statistics, Variance inflation factor, and panel data estimation
model have been employed for the purpose of analysis. The findings revealed that determinants have significant
effect on trading volume. It has been observed that abnormal return, volatility (systematic & residual risk), size,
institutional holding, dividend yield, positive returns, and negative returns have positive effect on trading volume,
while institutional holding has no effect on trading volume.

1 Introduction

Trading volume is known to be an important factor
in stock market because it activates or deactivates the
movement of stock price. Stock market fluctuation and
trading volume are influenced by the flow of informa-
tion; the more accurate and timely information avail-
able to investors, more accurately they can make deci-
sion about particular stock/security trading in market.
Investor’s reaction to news can lead to increase in trad-
ing volume (Mubarik and Javid, 2009). Technical an-
alysts make their trading decision by examining prior
year volume and price data, to determine trends and
predict future behavior of stock market. They state that
volume should move with trends, such that if price is
increasing, volume should move in upward trend and
vice-versa. Analysts use various tools and techniques
to identify trends and patterns which can aid in predic-
tions of future market movements (Reilly and Brown,
2002).

There are four reasons to study price-volume rela-
tionship; firstly it tells us about the structure of finan-
cial market, secondly it is important for event studies,
thirdly it is an essential part of speculation and last but
not the least, it also provides insight into future mar-
kets (Karpoff, 1987). Volatility can be systematic or
unsystematic. Systematic risk is also known as mar-
ket risk and it is affected by factors like fiscal budget,
market sentiments, etc., through which prices of stock
are pushed up or down in different times, whereas,
the other type of risk is unsystematic or company-
related factors, such as competition from inside and
outside of the country, financing pattern change, man-

agement change, etc. This type of risk can be elimi-
nated, whereas, former type of risk cannot be eliminated
through diversification. Fluctuation rate depends upon
the relationship of stock with the entire market. By use
of this information investors asses the management effi-
ciency and set strategies, such as either buy/sell or hold
stock and readjust their portfolios (Bundoo, 2000).

Earlier studies demonstrated that the Institutional
ownership is also a measure of heterogeneity and that
individual investor engage in trading practices differ-
ent from institutional investors (Chan and Lakonishok,
1995; Tripathy, 2011). There are some reasons that in-
dividual investors engage in trading practices differ-
ent from institutional investors. First one is that In-
stitutional investors, as compared to individuals gen-
erally hold larger shares and the other one is, that in
a stock Institutional investors when initiate a new po-
sition they act as momentum traders, but when they
terminate or re-balance their portfolio, they follow con-
trarian approach. Nofsinger and Sias (1999) also doc-
umented that the trading behavior of institutional and
individual investors respond differently to the release
of macro-economic and specific news.

According to the study of Lo and Wang (2000), with
the growth of mutual fund industry and large institu-
tional investors, it is difficult to invest in smaller cap
stocks because they have corporate control and liquid-
ity issues. Large cap stocks have more active trading as
compared to small cap stocks, because large cap firms
have diverse ownership and great information asymme-
try, which can lead to more active trading. Capital gains
and dividends are taxed differently, traders buy stock
before its ex dividend date and sell it into market shortly
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after, thereby resulting in an increase in trading activity
in market. Green (1980) and Koski and Scruggs (1998)
observed trading volume during ex-dividend days and
found that there is an evidence of tax-induced clientele
effect.

Theory of market microstructure states that how
specific trading mechanism affects the price formation
process. It applies to the exchange of real or financial
assets. Market microstructure relates the behavior of
market participants, investors, dealers, etc. Thus mi-
crostructure is a critical factor that affects the invest-
ment decision as well as investment exit. According to
Shefrin and Statman (1985) the disposition effect is an
important determinant, which describes about the in-
vestors’ desires to hold loser stocks and sell stocks that
have appreciated and realized gains. The term overcon-
fidence relates to investor’s behavior of trading in mar-
ket, it makes an investor to trade more, less risk averse
and generate more trading volume (Gervais and Odean,
2001).

This study is going to contribute towards the predic-
tion of trading behavior/ practices of investors in stock
market. This study provides benefit to the shareholders,
investors; they can attain benefit in adjusting their port-
folio or set investment strategies about particular stock,
which are trading in market. It helps manager to ac-
tively manage their portfolio of stocks. The focus of our
study is to inspect the implication of different character-
istics associated with individual level as well as market
level. This study is helpful for the Government and reg-
ulatory bodies to make such policies to maintain and
enhance trading volume by attracting foreign investors
to invest in Pakistani market.

In developing countries like Pakistan, where the en-
vironment is highly volatile and politically instable, this
could have an impact on whole system of country. Usu-
ally, Investors are looking for higher return and lower
risk on an investment. Higher returns & lower risk en-
courage investors to make trading decisions, lead to in-
crease in inflow of capital. But in a volatile environment
investors are less interested in making investment deci-
sion about particular stock or security trading in mar-
ket. Trading volume and its determinants are well re-
searched areas in developed countries, but the problem
is that very little literature is available regarding Pak-
istan market to explore this relationship. So this study
aims to focus on examining the determinants of trading
volume and tries to fill this gap.

2 Literature Review

Many researchers have conducted researches on the
relationship between trading volume and its determi-
nants from different view point in different cultures,
some of which have findings that are valuable for this
present study. A limited review of the different efforts

of research regarding relationship between trading vol-
ume and its determinants are cited here-in-after;

2.1 Abnormal Return and Trading Volume

Wang (1993, 1994) stated that turnover should be
negatively related to the liquidity premium. He de-
veloped a model in which he examined the nature of
investor’s heterogeneity and behavior of volume in re-
lation to changes in price. It was observed that the infor-
mation heterogeneity may lead to either high trading or
low trading volume. Another study which was exam-
ined by, Lo and Wang (2000) found different results in
relation to abnormal return and volume; they stated that
during some period there exists positive relationship
between volume and returns; whereas, during some
other period, a negative relationship between volume
and returns exists. Furthermore, Hartian and Sitorus
(2015) examined the relationship between liquidity and
stock return, by using the data of 10 developed and 16
developing countries. Findings of the study stated that
a significant positive relationship between liquidity and
stock returns exists in developing countries; whereas,
in case of developed countries there exists a significant
negative relationship between liquidity and stock re-
turn. So the relationship between volume and return
may either be positive or negative. On the basis of
above mentioned studies we have developed the fol-
lowing hypothesis:

H1. There is a significant relationship between abnormal
return and trading volume.

2.2 Risk (Systematic and Residual Risk)
and Trading Volume

Lo and Wang (2000) examined the association be-
tween trading volume and risk, which was proxied by
beta. They found that the impact of beta on measure
of trading activity is explained by the differences of
opinions among investors. Chen et al. (2001) in their
study examined the affiliation between trading volume,
stock returns, and volatility. It was observed that there
exists a positive relationship between trading volume
and volatility of returns. Wang et al. (2005) investi-
gated the affiliation between volume and stock return
volatility; postulating that a significant relationship be-
tween volume and volatility of returns exists. Mala and
Reddy (2007) examined the volatility of stock market
in Fiji. It was observed that 7 out of 16 listed firms
show volatile traits. Findings of their study suggested
that rate of interest has a major impact on volatility of
stocks in market. Rehman et al. (2012) investigated the
connection between risk-return and trading volume at
KSE-100. Their findings indicated that the presence of
a significant relationship between risk- return and trad-
ing volume. Furthermore, Al Samman and Al-Jafari
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(2015) also examined the relationship trading volume
and volatility; reporting a significant relationship be-
tween the two. Therefore, the following hypothesis was
developed:

H2. There is a significant positive relationship between
risk and trading volume.

2.3 Size and Trading Volume

Earlier studies demonstrated that the relationship
between firm size and turnover can be either positive or
negative. Lo and Wang (2000) investigated the affilia-
tion between firm size and turnover. It was found that
firm size has negative relationship with turnover dur-
ing the period of 1962-1971 and a positive relationship
after that. (Tripathy, 2011) investigated the association
between size and trading volume; and found that there
is a negative relationship between firm size and trading
volume. Furthermore, Moradi (2015) postulated that
there is an insignificant relationship between firm size
and stock return, suggesting that from investor point of
view, small and big companies are equally trustworthy.
As per the aforementioned literature, we have devel-
oped the following hypothesis.

H3. There is significant relationship between size and
trading volume.

2.4 Institutional Holding and Trading Vol-
ume

Earlier studies documented that Institutional own-
ership is a measure of heterogeneity and further sug-
gested that trading practices of institutional investor is
different from individual investors. Chan and Lakon-
ishok (1995) explored the behavior of stock prices and
institutional trading; their results indicated that there
is a strong relationship between institutional trading
and stock returns. The findings suggested that there are
some reasons of high trading of institutional investors.
Generally, institutional investors hold larger proportion
of shares as compared to individual and keep observ-
ing firm’s activities in market. Second, institutional
investors in a stock when they initiate a new position,
act as momentum trader in market, and when terminate
their position or re-balance their portfolio they follow
contrarian approach in stock market. Nofsinger and
Sias (1999) examined the trading behavior of investors
and found that there is a positive relationship between
institutional investors and turnover. Investors (institu-
tional as well as individual) behave differently in re-
sponse to release of macro-economic or specific news.
Institutional investors can manage their portfolio bet-
ter than individual investors. Tkac (1999) explored the
trading volume with respect to individual trading activ-
ity as well as market wide trading. His study findings

suggested that there is a positive relationship between
institutional ownership and turnover. The study find-
ings further indicated that institutional investors have
more active strategies than an individual investor in
market. As per above mentioned studies we have de-
veloped the following hypothesis.

H4. There is a significant positive relationship between
institutional holding and trading volume.

2.5 Dividend Yield and Trading Volume

Green (1980) investigated the stock price behavior
around ex-dividend days; postulating that there is a sig-
nificant positive relationship between trading volume
and dividend yield. Findings of his study suggested
that there exists tax-induced clientele effect. Koski and
Scruggs (1998) also examined the affiliation between
trading volume and dividend yield at New York Stock
Exchange. Evidence of significant abnormal trading
volume by securities dealers exist around ex-dividend
days which is positively related to dividend yield. Gra-
ham and Kumar (2006) examined the trading activity
of households and individuals; they found that there
is a significant positive relationship between trading
volume and dividend yield. Furthermore, the traders
buy shares before ex-dividend day and sell it shortly
after, thereby increasing the trading activity in mar-
ket. Felixson and Liljeblom (2008) examined the trading
activity of investors around ex-dividend day; it was
observed that there exists a tax induced clientele ef-
fect. Chen et al. (2013) investigated ex-dividend price
behavior and investors trading. Result of the study
showed that a significant positive relationship between
ex-dividend day and trading volume exists. The results
further suggested that different tax rate is an important
factor, which affects share price and investor behavior in
market. Furthermore, Majanga (2015) also found signif-
icant positive association between dividend and stock
price. On the basis of above mentioned studies we have
developed the following hypothesis.

H5. There is a significant positive relationship between
dividend yield and trading volume.

2.6 Positive/Negative returns and Trading
Volume

In literature it is widely documented that the re-
lationship between trading volume and stock returns
might be asymmetric, which could arise due to dis-
position effect and investor overconfidence. Statman
et al. (1999) examined the investor overconfidence, dis-
position effect and trading volume, and found that in-
dividual stock turnover is positively related to lagged
security returns (disposition effect) and lagged mar-
ket returns (overconfidence hypothesis). Statman et al.
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(2006) investigated the turnover of individual security
and lagged market returns. It was found that there exist
a significant positive relationship between turnover of
individual security or stock returns (disposition effect)
and lagged market returns (overconfidence hypothe-
sis). Prosad et al. (2013) investigated the two behavioral
models overconfidence and disposition effect, in Indian
market. The results of their study suggested that the
biases, overconfidence and disposition effect prevail in
market. Tariq and Ullah (2013) investigated the investor
overconfidence of stock market in Pakistan. They found
that a significant relationship between return and vol-
ume of trading securities. Overall, above-mention stud-
ies validate the existence of significant relationship be-
tween returns and trading volume, so based on earlier
literature we have developed the following hypothesis:

H6. There is a significant relationship between asymmet-
ric effect and trading volume.

3 Research Methodology

The sample size in this study consists of 50-High
Capitalized Non-Financial firms, selected from 10 dif-
ferent Sectors for the period of 10 years, i.e. 2005 to 2014.
The data were obtained from the various sources such as
Business Recorder and companies Annual reports. The
sample includes only non-financial firms functioning in
Pakistan from different industries such as, Automobile
Assembler, Automobile Parts, Cement, Fertilizer, Food
& Personal Care Products, Glass & Ceramics, Oil and
Gas, Pharmaceutical, Sugar, and Textile. In this research
the variable decomposition has been followed by study
of Kumar et al. (2009) for the prediction of Determinants
of Trading Volume. Trading volume is used as depen-
dent variable. For the purpose of measurement, we take
average of natural log of turnover each day.

The specific form of the econometric model that is
as follows:

TVit = α + β1ARit + β2SRit + β3RRit + β4SZ it +
β5DYit + β6INSTit + β7 PRET it + β8 NRET it + ε it
where,

AR = Abnormal return is used as independent vari-
able. For measurement purpose alpha is used as proxy
of this variable.

Abnormal Return = Ri - Rf = α + β [Rm- Rf]

SR = Systematic risk beta (β) is used as proxy of variable
and RR: Residual risk (6e2) is used as proxy of variable.
SZ: Size is used as independent variable. For measure-
ment of size, we take average of natural log of market
capitalization each day.
DY: Dividend Yield is used as independent variable.
For measurement of dividend yield we use following

formula which is given below;
Dividend Yield= Cash dividend per share Market price
of share

INST: Institutional Holding, is used as indepen-
dent variable. Institutional Holding refers to the sum of
percentage of common shares held by institutional in-
vestors, including insurance companies, mutual funds,
banks, investment firms, government firms and other
large scale financial institutions out of total capital share
of the firm

PRET/ NRET: Positive Return, Negative Return

In literature it is widely documented that the re-
lationship between trading volume and stock returns
might be asymmetric. In order to check asymmetric ef-
fect that could rise due to disposition effect and investor
overconfidence, we used positive returns and negative
returns by following the study of Kumar et al. (2009);
Statman et al. (1999). The current study used OLS, Panel
data technique for the analysis of the results.

4 Results and Discussion

This section includes Descriptive statistics, Variance
inflation factor, and Regression Analysis. Descriptive
statistics shows (mean value, minimum value, maxi-
mum value and std. deviation), Variance inflation factor
is used to test the problem of multicollinearity and Re-
gression analysis using panel data analysis. Results of
the following given below;

As per Table (1), the results show that the aver-
age trading volume of high capitalized firm listed in
Pakistan is 10.47 thousands (converted to log) and av-
erage volatility in trading volume is 3.63. The mean
value of firm size is higher 22.3020 and lower value in
case of negative returns -0.10463. While, in case of std.
deviation institutional ownership shows higher value
3.836345 and lower value of residual risk 0.00714.

In order to check the multicollinearity problem in
our data we used variance inflation factor. Table (2) in-
dicates that explanatory variables are independent in
nature. The value of VIF test ranging from 1.039179
to 4.818465, which is tolerable limit. So the problem of
multicollinearity does not exist.

4.1 Regression Analyses

Panel data analysis includes common effect model,
fixed effect model and random effect model. Likelihood
Ratio test is applied to find out which model is appro-
priate; common or fixed model.

As per results shown in Table (3), the probability
of cross section is significant, which means that the ap-
propriate model is fixed effect model, as the probability
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Table 1: Descriptive Statistics

Variables Mean Maximum Minimum Std. Deviation

TV 10.47285 17.71267 2.922265 3.638996

DY 0.041015 0.1123 0.0084 0.018316

AR -0.04697 0.091912 -0.09911 0.03834

INST 15.50307 23.5 8.22 3.836345

SR 0.378911 2.12 -1.15 0.431176

RR 0.024436 0.049991 0.01099 0.00714

PRET 0.049776 0.099234 0.010187 0.01997

NRET -0.10463 -0.025554 -0.27447 0.071992

SZ 22.30203 28 17.4507 1.918706

Observations 500 500 500 500

Cross sections 50 50 50 50

value is less than 5% significant level. Now to choose
the appropriate model between fixed and random effect
model, the study perform the Hausman test as given be-
low.

Similarly, it is clear that the value of the probabil-
ity is significant and less than the 5% significant level,
indicating that the best appropriate model is fixed ef-
fect model. Hence, this study is considering fixed effect
model as their final model to be analyzed, which can be
discussed below.

Table (5) shows that the adjusted R-square of fixed
effect model is 0.73, which means that 73% variation in
dependent variable is explained by independent vari-
ables. The coefficient of constant is 0.16, which means
that the average trading volume of high capitalized
listed companies is 16%. The variable abnormal return
has negative and significant relationship with trading
volume, indicating that one unit change in abnormal re-
turn result in 10.18 unit change in trading volume of the
companies.

5 Discussion

The results of the study are consistent with Wang
(1993), who stated that turnover should be negatively
related to liquidity premium. Further, as per Lo and
Wang (2000); Wang (1994), the information heterogene-
ity may lead to either high trading or low trading vol-
ume. In literature, it is widely discussed that volatil-
ity has two types, i.e., systematic and unsystematic risk.
The variable of systematic risk has positive and signif-
icant relationship with trading volume, indicating that

one unit change in systematic risk result in 1.07 unit
change in trading volume of the companies. The vari-
able of un-systematic risk has positive and significant
relationship with trading volume, indicating that one
unit change in residual risk result in 36 unit change in
trading volume of the companies. Results of the current
study are consistent with the findings of Al Samman
and Al-Jafari (2015); Chen et al. (2001); Lo and Wang
(2000); Mala and Reddy (2007); Rehman et al. (2012);
Wang et al. (2005).

These studies found positive and significant effect
on trading volume. The variable size has positive and
significant relationship with trading volume, indicating
that one unit change in size result in 0.44 unit change
in trading volume of the companies. Earlier studies
demonstrated that the relationship between firm size
and turnover can be either positive or negative. Our re-
sults are further consistent with Lo and Wang (2000), i.e.
larger firms have more diverse ownership and greater
information asymmetry, which will lead to more active
trading in market. Whereas, inconsistent with the study
of Tripathy (2011), Moradi (2015), which stated that the
variable institutional holding has insignificant relation-
ship with trading volume. Furthermore, our findings
differ with the results of Chan and Lakonishok (1995);
Kumar et al. (2009); Nofsinger and Sias (1999); Tripa-
thy (2011), i.e. The variable dividend yield has posi-
tive and significant relationship with trading volume,
indicating that one unit change in dividend yield re-
sult in 16.67 unit change in trading volume; whereas,
the findings of Chen et al. (2013); Felixson and Liljeblom
(2008); Graham and Kumar (2006); Green (1980); Koski
and Scruggs (1998) have further been validated as these
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Table 2: Variance Inflation Factors

Variable Coefficient Variance Uncentered VIF Centered VIF

DY 56.18226 6.339044 1.052221

AR 58.40866 12.0005 4.793277

INST 0.001451 20.6942 1.191839

NRET 4.202227 3.789172 1.215899

PRET 46.67321 7.507956 1.039179

RR 377.7381 13.69276 1.075072

SR 0.464247 8.547042 4.818465

SZ 0.006387 179.0069 1.312598

Table 3: Likelihood Ratio Test: (F test)

Effects Test Statistic d.f. Prob.

Cross-section F 16.36773 (-49,442) 0.000

Cross-section Chi-square 517.3962 49 0.000

studies found positive and significant effect on trading
volume. Furthermore, results of the current study sug-
gest the presence of tax induced clientele effect in mar-
ket. The variable of positive return has positive and
significant relationship with trading volume, indicating
that one unit change in positive return result in 15.91
unit change in trading volume. And negative return has
positive and significant relationship with trading vol-
ume, indicating that one unit change in negative return
result in 4.046 unit change in trading volume of the com-
panies. Our findings are further validated by Kumar
et al. (2009); Prosad et al. (2013); Statman et al. (1999);
Tariq and Ullah (2013), as they found significant effect
on trading volume.

6 Conclusion

This research study explored the relationship be-
tween trading volume and its determinants of the fifty
(50) high capitalized non-financial firms, which are
listed at KSE-100 index in Pakistan. Descriptive statis-
tics is used to get snap shot of data, it includes, mean,

median, standard deviation, minimum and maximum.
VIF test is used to test the problem of multicollinear-
ity. Furthermore, we apply panel regression models, in
which fixed effect model is selected as final model. The
study used trading volume as dependent variable, and
Abnormal return, Dividend yield, Institutional holding,
Systematic risk, Residual risk, Positive return, Negative
return and Size as independent variables.

The variable Abnormal return has negative and sig-
nificant relationship with trading volume, indicating
that low liquidity of stocks have lower turnover in Pak-
istani market. Dividend yield has positive and signif-
icant relationship with trading volume, meaning that
announcement of dividends in Pakistani market lead
to increase trading activity. Further, institutional own-
ership has insignificant relationship with trading vol-
ume, indicating that in Pakistani market individual
investors are more active than institutional investors.
Whereas, volatility has positive and significant relation-
ship with volume, stating that both market and com-
pany related factors are affecting investor’s behavior in
market. Moreover, firm size has positive relationship
with volume, indicating that in Pakistan lager firms are

Table 4: Hausman Test

Test Summary Chi-Sq. Statistic Chi-Sq. d.f. Prob.

Cross-section random 68.020858 8 0.000
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Table 5: Fixed Effect Model

Variable Coefficient Std. Error t-Statistic Prob.

C 0.16003 3.388543 0.047227 0.9624

AR -10.1808 5.236604 -1.944161 0.0525

DY 16.67051 6.151176 2.710135 0.007

INST -0.034508 0.035144 -0.981908 0.3267

SR 1.072415 0.471652 2.273741 0.0235

RR 35.97781 13.4291 2.679094 0.0077

PRET 15.9134 8.265532 1.925273 0.0548

NRET 4.046745 1.61014 2.513288 0.0123

SZ 0.4358 0.14171 3.075296 0.0022

Adjusted R-squared 0.733595

F-statistic 25.10685

Prob (F-statistic) 0.000

more preferred by investors in market. Furthermore,
both behavioral factors overconfidence and disposition
effect prevail in Pakistani stock market.

6.1 Recommendations

Government and regulatory bodies should make
certain polices to attract and retain foreign as well as lo-
cal investors to invest in Pakistan, by examining factors
which are affecting investors trading decisions in mar-
ket. Investors should diversify portfolio by investing
in more than one stock, as well as invest in large firms
which are providing more stable returns in the form of
dividends.

6.2 Future Research Directions

The current study chose only those companies
which are listed at KSE and excluded every other com-
pany. There is no doubt that KSE is biggest stock
exchange and is a representative for Pakistani mar-
ket, however if more stock exchanges are to be in-
cluded in the study, the result would definitely be more
generalize-able in Pakistan. Moreover, the current study
did not use the data of financial companies, so in fu-
ture a comparable study can be conducted where at one
end a sample of financial companies can be taken and
at other end non-financial companies can be used. This
study used only a sample of fifty companies, which can
be extended to large sample of companies, in order to
generalize the study results. Furthermore, market re-

form of Pakistani stock market, which is merger of three
stock exchanges (KSE, LSE, and ISE) into Pakistan stock
exchange, can be studied. Another suggestion for future
investigation could be to test more observations of the
long term and short term variations in trading volume
separately.
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Abstract. This study investigated the mediating role of employee well-being and engagement in the relationship
between emotional intelligence and turnover intentions. It also investigated the interactional effect of perceived
organizational support in the relationship between emotional intelligence and mediators (employee well-being
and engagement). Stratifying simple random sampling technique was used for data collection. 450 questionnaires
were distributed among the employees of different banks at Islamabad and Rawalpindi. Data were analyzed
through reliability testing, correlation and regression analysis. The results showed that employee well-being and
engagement mediate the relationship between emotional intelligence and turnover intentions; whereas, perceived
organizational support positively moderates the relationship between emotional intelligence and mediators as
well. Managerial implication, limitation and direction for future studies are included in the paper.

1 Introduction

Researchers from psychology, HRM and OB are
focusing on studies related to emotional intelligence
(Mayer et al., 2003). In management studies emotional
intelligence is the predictor of organizational outcomes
(Jordan and Troth, 2011). Emotional intelligence de-
fined as “the ability to monitor one’s own and oth-
ers’ feelings and emotions, to discriminate among them
and to use this information to guide one’s thinking and
actions” (Salovey and Mayer, 1990). Bande et al. (2015)
stated that emotions are the intrinsic part of workplace
but very fewer studies investigated the emotions at
workplace. Whereas, in competitive environment or-
ganizations need employees and leaders who work ef-
fectively, are adaptive in nature, customer focused and
constantly focusing on the improvement of process and
system.

The level of emotional intelligence (EI) of employ-
ees refers to their own perception about their own emo-
tional skills and abilities, personality traits and behav-
ior that help them in managing themselves according
to environmental pressure and demands. Many re-
searchers investigated the effect of emotional intelli-
gence on organizational work related outcomes, such
as, job performance, job satisfaction, turnover inten-
tions, turnover (Sy et al., 2006; Trivellas et al., 2011).
Low level of stress, anxiety, burnout, turnover and
well-being is associated with higher level of emotional
intelligence (Karimi et al., 2014; Nikolaou and Tsaousis,
2002; Por et al., 2011; Slaski and Cartwright, 2003;

Tsaousis and Nikolaou, 2005).
In today’s environment organizations focus on em-

ployee’s well-being in order to enhance employee sat-
isfaction and help the organizations to flourish, grow
and change according to environmental demands en-
abling organizations to compete at international level
(Karimi et al., 2014). Well-being defined as “an em-
ployee’s quality of life and psychological status at
work” (Siegrist and Rödel, 2006). Durán et al. (2004)
stated that emotional intelligence enhances the em-
ployee’s well-being. When employees are emotion-
ally intelligent, then they are more engaged with their
work. Saks (2006) defined employee engagement as
“an emotional and intellectual commitment to the or-
ganization”. According to Zhu et al. (2015) employee
engagement is an outcome of emotional intelligence.

Their study results showed that when employees
perceived support from their organizations to be sup-
portive, they feel more attachment to their organiza-
tion. Perceived organizational support defined as “em-
ployee’s perceive their organization either being favor-
able or unfavorable with the workers and associate
it with humanly features” (Eisenberger et al., 1986).
Cullen et al. (2014) stated that perceived organizational
support has positive impact on job satisfaction and job
performance.

In today’s global and competitive environment or-
ganizations need competent and intelligent employ-
ees to meet environmental challenges, and the reten-
tion of those competent employees is the main prob-
lem in the organizations. Managers with higher emo-
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tional intelligence need high organizational support so
that their satisfaction level will be high, leading to de-
crease in the intention to quit. Many researchers inves-
tigated the relationship between emotional intelligence
with turnover intentions (Rahim et al., 2015), employ-
ees engagement (Mahon et al., 2014; Pena Garrido and
Extremera Pacheco, 2012; Zhu et al., 2015) well being
(Agrawal and Khan, 2015; Karimi et al., 2015, 2014), and
perceived organizational support (Mahon et al., 2014;
?). There exists a gap in EI literature, particularly the
literature on the interactional effect of perceived orga-
nizational support with EI and dependent variables, i.e.
employee well-being and engagement, while the me-
diating role of both employee well-being and engage-
ment in the relationship between EI and turnover in-
tentions is also understudied. Therefore, current study
aims to fill this gap.

Present study will help the managers in banking
sector to understand the role of EI related to employee
turnover. Secondly, it will help them to understand the
role of employee engagement and well-being related to
employee turnover. Thirdly, it will also help the man-
agers to understand the role of organizational support
and its effect on employee engagement and well-being.
Gaining an insight into the emotional intelligence and
perceived organizational support would help individ-
uals in both capacities to increase their engagement at
individual level.

2 Literature Review

2.1 Emotional intelligence and Turnover
Intention

Emotional intelligence has been an area for concern
for the researchers. The research on the subject has
evolved through many years dating back to 1990 when
first paper on emotional intelligence was published. In
1990, Salovey and Mayer (1990) defined EI as “the abil-
ity of an individual to precisely feel emotions, to ac-
cess and create emotions in order to support thoughts,
to appreciate feelings and emotional knowledge, and
to thoughtfully control emotions in order to promote
emotional and intellectual development”.

The research on EI has been primarily based on
three theoretical models; i.e. “Ability Model” by Mayer
(1997); the Emotional - Social Intelligence Model by
Bar-On (1997) and the Emotional Competencies Model
presented by Goleman (1998). For the purpose of
this study ability Model (Mayer, 1997) will be utilized.
Mayer (1997) has described EI as “the ability to perceive
accurately, appraise, and express emotions; the ability
to access and/or generate feelings when they facilitate
thought; the ability to understand emotions and emo-
tional knowledge; and the ability to regulate emotions
to promote emotional and intellectual growth”. The

emotional intelligence theory emphasizes emotional in-
telligence and the level of job performance of employ-
ees. According to this theory, employees with higher
emotional intelligence are more satisfied with their job
as compared to employees with low emotional intelli-
gence.

Turnover of workforce is defined as “the number of
employees that quit within a given time period, usually
one year, in relation to the total number of employees”
(Sellgren et al., 2007). The intention of workers to leave
their current job is both disturbing for managers and
organizations for the reason that the employees intend-
ing to leave when quitting is a costly affair for the orga-
nizations. It requires hiring fresh employees and also
adversely affects the services being provided by the or-
ganization (Sellgren et al., 2007).

Previous researches established a negative relation
between EI and turnover (Carmeli, 2003; Firth et al.,
2004; Goleman, 1998; Lee and Liu, 2007). Wong and
Law (2002) posited the establishment of negative re-
lationship between emotional intelligence (EI) and
turnover intention; thus higher the EI lesser will the
employee’s intention to quit. According to Mayer
(1997) ability model of emotional intelligence, high
level of EI employees show high performance; there-
fore, employees with higher emotional intelligence
have very low intentions to quit. Thus, based on the
literature it is hypothesized that:

H1. Emotional intelligence is negatively associated with
turnover intention.

2.2 Employees Well-being as a mediator

The literature available on psychology and sociol-
ogy have proposed three categories of wellbeing (Grant
et al., 2007), comprising physical, social and psycholog-
ical wellbeing. Psychological wellbeing is studied as
the consequence of the hedonism and the eudemonism
(Ryan and Deci, 2001). Hedonism is the feeling of
employees about their work in organizations which is
measured through employee’s job satisfaction (Locke,
1976; Weiss, 2002); whereas, eudemonism refers to em-
ployees’ perception that they are able to express their
abilities (Wrzesniewski et al., 2003).

Employee well-being may be defined as an em-
ployee’s quality of life and psychological status at
work (Siegrist and Rödel, 2006). Many researchers
have conceived that employees with higher emotional
intelligence are more satisfied with their emotional
well-being (Goleman, 1995; Salovey and Mayer, 1990;
Salovey et al., 1995) and employees who have more
control over their emotions have comparatively bet-
ter perception of life and are considered emotionally
healthier. Many researchers investigated the relation-
ship between EI and well-being, while their study re-
sults showed that employees scoring high on emotional
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intelligence are less prone to depression and unhappi-
ness (Schutte et al., 1998), which leads to higher opti-
mism (Schutte et al., 1998) and more satisfaction with
life (Ciarrochi et al., 2000). Therefore, based on the lit-
erature it is hypothesized that:

H2. Emotional intelligence is positively associated with
employee wellbeing.

Earlier researchers found a link between well-
being and organizational commitment (Wright and
Cropanzano, 2000). According to Brunetto et al. (2012)
well-being predicted the police officer’s organizational
commitment and their intentions to leave current job.
Hence it is hypothesized that:

H3. Wellbeing is negatively associated with turnover
intention.

The relationship between EI and turnover is jus-
tified and supported by above arguments; whereas,
wellbeing and turnover intentions relationship is justi-
fied through previous research and hypothesized in
above section. The mediating role of wellbeing in
the relationship between EI and turnover intentions
is explained with the help of past studies. Brunetto
et al. (2012) examined the effect of emotional intelli-
gence upon the job satisfaction, well-being and en-
gagement of police officers in explaining their orga-
nizational commitment and turnover intentions and
results revealed that EI predicted police officers’ per-
ceptions of well-being and job satisfaction, which in-
fluenced engagement and affective commitment and,
subsequently, negatively affected turnover intentions.
Brunetto et al. (2013) investigated the effect of work-
place relationships (perceived organizational support,
supervisor’ nurse relationships and teamwork) on the
engagement, well-being, organizational commitment
and turnover intentions of nurses working in Aus-
tralian and USA hospitals and finding suggested that
well-being is a predictor of turnover intentions. Hence
it is hypothesized that:

H4. Employee well-being mediates the relationship be-
tween EI and turnover intentions.

2.3 Employee Engagement as a mediator

Kahn (1990) defined engagement as a work sit-
uation where employees find work meaningful, and
consequently, they want to, and can invest in their
work to achieve personal and career benefits. Saks
(2006) defined employee engagement is that as “an
emotional and intellectual commitment to the organi-
zation”. Brunetto et al. (2012) research on police officers
showed that emotional intelligence was the motiva-
tional factor for employee’s engagement with job sat-

isfaction and well-being as mediator. In the same way,
Pena Garrido and Extremera Pacheco (2012) found that
emotional intelligence of teachers was associated with
higher levels of engagement. According to Zhu et al.
(2015) employee engagement is an outcome of emo-
tional intelligence. Based on the above it can be hy-
pothesized that:

H5. Emotional intelligence is positively associated with
employee engagement.

Recently turnover has become an area of concern
for organization as it raises the requirement of hir-
ing and later on training new employees (Thanacoody
et al., 2014) and for the reason has evolved greater at-
tention to increase the attachment of employees with
the parent organization. Employees who are more
engaged with their organization stick to their orga-
nization (Shuck and Reio Jr, 2014). On the other hand
disengaged employees are more likely to quit parent
organizations. Literature review suggests that engage-
ment has an inverse relationship with intention to leave
(Saks, 2006). This negative association between work
engagement and intention to quit is highlighted by SET
(Halbesleben, 2010; Rousseau, 1995). Based on this it
can hypothesize that:

H6. Employee engagement is negatively associated with
turnover intentions.

The relationship between EI and turnover is jus-
tified and supported by above arguments; whereas,
engagement and turnover intentions relationship is
justified through previous research and hypothesized
in above section. The mediating role of engagement in
the relationship between EI and turnover intentions is
explained with the help of past studies. According to
Mayer (1997) ability model of emotional intelligence,
highly emotionally intelligent employees show high
performance so that’s why they have high level of en-
gagement. Brunetto et al. (2012) examined the effect of
emotional intelligence upon the job satisfaction, well-
being and engagement of police officers in explaining
their organizational commitment and turnover inten-
tions and the results revealed that EI predicted police
officers’ perceptions of well-being and job satisfaction,
which influenced engagement and affective commit-
ment and, subsequently, negatively affected turnover
intentions. Therefore, it can be hypothesized that:

H7. Employees engagement mediates the relationship
between emotional intelligence and turnover intentions.
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2.4 Perceived organizational support as a
moderator

Perceived Organizational Support (POS) is an or-
ganization environment in which it is perceived that
the organization will look after the welfare of its em-
ployees (Eisenberger et al., 1986; Loi et al., 2006). This
perception of employees about an organization’s na-
ture depends on the rules and regulations laid down
by the organization and the behavior of its represen-
tatives (Eisenberger et al., 1986). The Concept of per-
ceived organizational support suggests that employ-
ees’ perceive their organization either being favorable
or unfavorable with the workers and associate it with
humanly features (Eisenberger et al., 1986). Employees
with higher emotional intelligence and with percep-
tion of higher organizational support have higher well-
being. Brunetto et al. (2013) investigated the effect of
workplace relationships (perceived organizational sup-
port, supervisor’ nurse relationships and teamwork)
on the engagement, well-being, organizational com-
mitment and turnover intentions of nurses working in
Australian and USA hospitals and finding suggested
that POS is a predictor of well-being.

Figure 1: Theoretical framework.

Kurtessis et al. (2015) stated that fewer studies in-
vestigated the relationship between POS and employ-
ees’ subjective well-being. The organizations who pro-
mote wellbeing of employees have more chances of
positive attitude from its employees. Caesens et al.
(2016) investigated the effect of weekly POS on em-
ployees’ weekly subjective well-being at work in Bel-
gium. Jain et al. (2013) investigated the moderating
role of perceived organizational support (POS) in the
relationship between stressors and citizenship behav-
ior. Hur et al. (2015) also investigated the moderating
role of POS in the relationship between emotional labor
strategies and job-related outcomes (i.e. job satisfaction
and job performance). Based on the same premise the
previous research studies show that perceived orga-
nizational support is associated with many positive
consequences. Based on this it can be hypothesized

that:

H8. Perceived organizational support positively moder-
ates the relationship between EI and employee well-being.

POS is not only associated with the extrinsic bene-
fits of the employees like pays and financial rewards,
but is also associated with the confidence, respect and
association with the organization (Fuller et al., 2003).
Saks (2006) stated that POS predicts employee engage-
ment. Brunetto et al. (2013) investigated the effect of
workplace relationships (perceived organizational sup-
port, supervisor’ nurse relationships and teamwork)
on the engagement, well-being, organizational com-
mitment and turnover intentions of nurses working
in Australian and USA hospitals. Their findings sug-
gested that POS is a predictor of engagement. In re-
spect of employees and organization association, em-
ployees with higher level of EI and employees who
perceive higher levels of organizational support; allow
employees to utilize their abilities to the best with-
out feeling endangered about their self-esteem, social
status, or profession. When employees experience psy-
chological safety, they feel better about their job. Based
on this it can be hypothesized that:

H9. Perceived organizational support positively moder-
ates the relationship between EI and employees engagement.

3 Methodology

In the current study, positivistic quantitative ap-
proach has been used for hypotheses testing. Employ-
ees are the unit of analysis and data were collected
through questionnaire survey among the employees of
banking sector in Islamabad and Rawalpindi. Having
infinite population, the study used the formula devel-
oped by Godden (2004) for the identification of reason-
able sample size which turned out to be 384. For data
collection after stratifying the population simple ran-
dom sampling technique has been used.

Stratified random sampling technique was used for
data collection. Different strata of samples on the basis
of their level such as OG3 and OG2 were made. After
developing the strata, simple random sampling tech-
nique was applied for data collection. Data were ob-
tained during the period of March 2016 and April 2016,
from 450 employees.

450 questionnaires were distributed among em-
ployees, out of which only 395 usable questionnaires
were returned, with the response rate of 81%. Demo-
graphics included age, gender and education. Most of
the respondents are below the age of 36 years (80%),
71% of respondents are male and 58% respondents are
having the degree of Master.
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3.1 Instruments

Emotional intelligence has been measured by the
sixteen items scales of WLEIS developed by Wong and
Law (2002); whereas, perceived organizational support
was measured through the short version of Eisenberger
et al. (1986). For the measurement of employee en-
gagement nine item scale developed by Schaufeli and
Bakker (2003) was employed. Well-being was mea-
sured using a four-item scale by Brunetto et al. (2012).
For the measurement of turnover intentions four item
scale developed by Bludern (1982) was used. The final
version of the survey questionnaire was based on five
point Likert scale.

4 Results

Table (1) shows the results of correlation statistics
and the reliability of the variables.

The mean value of emotional intelligence is 3.36,
perceived organizational support is 3.35, well-being is
3.06, employee’s engagement is 3.46 and a turnover in-
tention is 2.56. The standard deviation of emotional in-
telligence is 0.64, perceived organizational support is
0.61, well-being is 0.82, employee’s engagement is 0.80
and the SD of the turnover intention is .86, as per table

(1).

Emotional intelligence is positively correlated with
perceived organizational support (0.66**), well-being
(0.68**), employees engagement (0.70**) and nega-
tively correlated with turnover intentions (-0.69**).
Perceived organizational support is positively corre-
lated with well-being (0.70**), employees engagement
(0.64**) and negatively correlated with turnover inten-
tions (0.67**). Well-being is positively correlated with
employees engagement (0.46**) and negatively corre-
lated with turnover intentions (-.64**). Employees en-
gagement negatively correlated with turnover inten-
tions (-.64**).The level of significant reliability is 0.70
which is recommended by Nunnally (1978) and this
level was also recommended by Ndubisi (2006). The
reliability of Emotional intelligence is (.817) perceived
organizational support (.83), well-being (.82), employ-
ees engagement (.72) and negatively correlated with
turnover intentions (.70).

Results of KMO and Bartlett’s test reveals that vari-
ables are highly significant and principal component
analysis was suitable for data shown in table 2.

Hypothesis 1 stated that emotional intelligence has
a negative impact on turnover intentions. The result
shows that emotional intelligence negatively associated
with turnover intentions (p = .000 less than .05, β = -

Table 1: Correlation, Descriptive Statistics and Reliability

Mean SD EI POS WB EE TOI

EI 3.36 .64 (.817)

POS 3.35 .61 .655** (.838)

WB 3.06 .82 .677** .702** (.828)

EE 3.46 .80 .695** .639** .468** (.723)

TOI 2.56 .86 -.687** -.675** -.647** -.637** (.695)

**Correlation is significant at the 0.01 level (2-tailed). N=395.
EI= emotional intelligence, POS = perceived organizational support, WB= well-being,
EE= employee engagement, TOI= turnover intentions

Table 2: KMO and Bartlett’s Test

Kaiser-Meyer-Olkin Measure of Sampling .851

Adequacy

Bartlett’s Test Approx. Chi Square 2103.872

of Sphericity

Df 91

Sig. 0.000
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Table 3: Rotated component matrix

Component
1 2 3 4 5

EM1 .675
EM2
EM3 .725
EM4
EM5
EM6 .747
EM7 .459
EM8 .633
EM9 .784
EM10 .849
EM11 .598
EM12 .517
EM13
EM14
EM15 .498
EM16
POS1 .438
POS2 .611
POS3 .804
POS4 .821
POS5 .585
POS6 .612
POS7 .823
POS8 .666
WB1 .652
WB2 .597
WB3 .642
WB4 .442
EE1
EE2 .737
EE3 .618
EE4 .483
EE5 .746
EE6 .684
EE7 .662
EE8 .938
EE9
TOI1 .508
TOI2 .489
TOI3 .538
TOI4 0.602

Extraction Method: Principal Component Analysis. Rotation Method: Varimax with Kaiser
Normalization.a. Rotation converged in 43 iterations.

.65), which substantiated the hypothesis 1. These re-
sults are in accordance with pervious study (Carmeli,

2003; Firth et al., 2004; Goleman, 1998; Lee and Liu,
2007).
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Figure 2: Path diagram.

Hypothesis 2 stated that emotional intelligence has
a positive impact on employee well-being. The results
shows that emotional intelligence have positive impact
on employee well-being (p = .000 less than .05, β = .73).
So our hypothesis two was substantiated. These re-
sult are according with pervious study (Ciarrochi et al.,
2000; Goleman, 1995; Salovey and Mayer, 1990; Salovey
et al., 1995).

Hypothesis 5 stated that EI have positive impact on
employee engagement. The results shows that EI have
positive impact on employee engagement (p = .000 less
than .05, β = .83). So our hypothesis five was substan-
tiated. These results are also in accordance with pervi-
ous study (Pena Garrido and Extremera Pacheco, 2012;
Saks, 2006; Zhu et al., 2015).

Results show that employee engagement mediates
the relationship between emotional intelligence and
turnover intentions in banking sector. Because emo-
tional intelligence (p = 0.000, β -.65) negatively impacts
turnover intentions. Employee engagement (p = 0.000,
β -1.15) mediates the relationship between emotional
intelligence (p = 0.000) and turnover intentions. So hy-
pothesis 6 and 7 were substantiated. If banking sectors
employees are highly emotionally intelligent then their

engagement level is high from their jobs, subsequently
decreasing their intentions to quit. And if employees
have low emotional intelligence, then their engagement
level is low, leading to higher intentions to quit. Path
analysis was also run. Figure 2 show that Emotional
intelligence has a positive effect on well-being and en-
gagement, and negative effect on turnover intentions.
Moreover, well-being and engagement have negative
effect on turnover intentions. Therefore, well-being
and engagement mediate the relationship between EI
and turnover intentions.

Results also show that employee well-being me-
diates the relationship between emotional intelligence
and turnover intentions in banking sector. Because
emotional intelligence (p = 0.000, β -.65) negatively im-
pact on turnover intentions. Employee well-being (p
= 0.000) mediates the relationship between emotional
intelligence (p = 0.000, β -.55) and turnover intentions.
So our hypothesis 3 and 4 were substantiated. If bank-
ing sectors employees are highly emotional intelligent
then their well-being (satisfied) level is high from their
jobs then their intentions to quit are low. And if em-
ployees have low emotional intelligent then their well-
being (satisfied) level is low from their jobs then their
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Table 4: Standard estimation of the main Model

Standard Regression Weights S.E. C.R. P

H2 Well Being<– Emotional I 0.73 3.26 0.000

H1 Turn Intent<–Emotional I -0.65 2.34 0.000

H5 E Engage<–Emotional I 0.83 4.56 0.000

H3 Turn Intent<–Well Being -0.55 3.45 0.000

H6 Turn Intent<–E Engage -1.15 4.17 0.000

H4 Turn Intent<–Well Being<–Emotional I 0.000

H7 Turn Intent<–E Engage<–Emotional I 0.000

Table 5: Fit measures

Fit measure Main Model

X2 85.064

Degree of Freedom(df) 38

Root Mean Square Residual(RMR) 0.049

Goodness-of-fit Index(GFI) 0.9678

Adjusted Goodness-of-fit Index(AGFI) 0.944

Comperative Fit Index(CFI) 0.97

Root Mean Square Error of Approximation (RMSEA) 0.049

GFI: The goodness of fit index, tells you what proportion of the variance in the sample variance covariance matrix is accounted for by
the model. This should exceed 0.9 for a good model. AGFI: Adjusted GFI is an alternate GFI index in which the value of the index is
adjusted for the number of parameters in the model. Few numbers of parameters in the model relative to the number of data points.
The structural equation model was examined to test the relationship among constructs. Goodness of fit indicates for this model were GFI
= 0.9678, AGFI = 0.944, CFI = 0.97, RMR = 0.0497. Figure 1.1 depicts the full model. Of the 6 paths hypothesized in the model, all the
paths were significant at p ¡0.01.

Table 6: Moderating role of perceived organizational support

Predictor Dependent: WB Dependent: EE

Beta R2 ∆R2 Beta R2 ∆R2

Moderation: POS

Step 1

Control variables .13*** 0.39 .161*** 0.001

Step 2

E .315*** 0.86 0.47 .635*** 0.88 0.87

POS .392*** .340**

Step 3

Interaction term -.093*** 0.9 0.04 .016*** 0.89 0.01

intentions to quit are high.
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4.1 Moderating role of perceived organiza-
tional support

Perceived organizational support moderates the
relationship between independent (emotional intelli-
gence) and dependents variables (well-being, employ-
ees engagement). We perform each moderation analy-
sis one by one.

To test H8 we centered round all variables on their
means. In step 2 we entered EI entered, in step 3 we
entered EI and perceived organizational support to-
gether and in step 4 we entered interaction term EPOS
(EI*POS) keeping employee well-being (WB) as depen-
dent variable. Results in Table 5 revealed that EI and
perceived organizational support are significant pre-
dictor of WB (β = 0.315, p = 0.000 to β = 0.392, p = 0.000)
respectively. Value of β shows that higher level of per-
ceived organizational support, the WB will be even
higher as results. By adding the interaction term we
found (∆R2 = 0.04, p = 0.000 < 0.05) the p value are less
than 0.05 and significant. So the hypothesis 8 is sub-
stantiated; i.e. perceived organizational support pos-
itively moderates the relationship between emotional
intelligence and employee well-being.

To test H9 we centered round all variables on their
means. In step 2 we entered EI entered, in step 3 we
entered EI and perceived organizational support to-
gether and in step 4 we entered interaction term EPOS
(EI*POS) keeping employee engagement (EE) as de-
pendent variable. Results in Table 6 revealed that EI
and perceived organizational support are significant
predictor of EE (β = 0.63, p = 0.000 to β = 0.34, p = 0.000)
respectively. Value of β shows that higher level of
perceived organizational support, the EE will be even
higher as results. By adding the interaction term we
found (p = 0.01 < 0.05) and the p value is less than 0.05
and significant. So the hypothesis 9 was substantiated,
i.e. perceived organizational support positively mod-
erates the relationship between emotional intelligence
and employee engagement.

5 Conclusion

Present study has four main objectives. First per-
ceived organizational support positively moderates the
EI and employee engagement relationship, secondly
perceived organizational support positively moderates
the EI and employee well-being relationship, thirdly
employee engagement mediates the EI and turnover
intentions relationship and lastly employee well-being
mediates the EI and turnover intentions relationship.

The outcomes of the study are a proof for the nomo-
logical validation of the EI and workplace incivility
perceptions constructs. Nomological validity refers
to correlations between constructs in accordance with
some established theory Cronbach and Meehl (1955).

Current study investigated the path relationship
from banks employees’ emotional intelligence to em-
ployee well-being, engagement and finally turnover in-
tentions; and further investigated how perceived or-
ganizational support has interactional effect between
EI and mediators (engagement and well-being). This
article indicates that EI must be included in retention
strategies because of its impact on employee’s turnover
intentions. The findings suggest that emotional in-
telligence level of banking sector employees in Islam-
abad affects their engagement and well-being level,
and their engagement and well-being level have effects
on their turnover intentions, while perceived organiza-
tional support has interactional affects on the relation-
ship between EI, engagement and well-being. Present
study highlight the complex role of EI plays in turnover
intentions.

5.1 Managerial implications

The current research stated that EI may be effec-
tively used in banking sector. It further throws light
on the significance of monitoring of work experiences
by banks employees and recognizes the effect of EI on
employee’s well-being (satisfaction) and engagement,
which in turn influences their intention to leave. It also
identifies the link between EI and turnover intentions.
It is central to existing banking sector, as retaining most
experiences, valuable and trained employees are im-
portant for achieving desired outcomes in banks. From
research we can find that turnover can cost up-to 93 to
200 percent of leaving workers annual payments (Grif-
fet& Horn, 2001); and in customer service industries
the rate of turnover is particularly high (Korczynski,
2002).

While making policies for human resource man-
agement practices, the EI aptitude of bank employ-
ees may be considered during hiring and develop-
ment process. In order to enhance retention, well-
being and employee engagement consequences might
be weighed. Along with, resource effective services, the
top management should also visualize the outcome of
selection of highly emotionally intelligent employees;
as there are more chances of them performing a few as-
signments in a better way. The management may also
think about training bank employees in order to appre-
ciate the manner in which their behavior affects other
employees. The organizations must arrange training
session for their employees how to manage their emo-
tions at work (Parkinson and Totterdell, 1999; Totterdell
and Parkinson, 1999). Their work has seen the differ-
ence between two main categories of strategies. One
that deals with the current mood and challenges, like
reappraisal or social support, the engagement strategy;
on the other hand, diversion strategy that concentrates
away from the existing condition like avoidance. The
research concluded that participants who were told to
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make use of engagement strategies displayed more op-
timistic moods and were able to face emotional de-
mands in a better way. The findings of the study sug-
gest that by training workers on use of specified strate-
gies for managing their emotion, may show positive re-
sults in future.

5.2 Limitations and Future Directions

Present study used cross sectional data for analysis;
more variance could be found if our collected data were
longitudinal in nature; as there is always a room for im-
provement. Present study investigated the effect of EI
on employee’s engagement, employee well-being and
turnover intentions: perceived organizational support
as a moderator between EI and mediating variables
relationship (employee engagement, employee well-
being), used simple random sampling method, limited
sample size was used and was conducted in banking
sector. The study needs to be more comprehensive and
may be examined with larger sample size. More indus-
tries could have been studied and comparisons among
different sectors emotional intelligence impact on em-
ployee engagement, employee well-being and turnover
intentions may have been seen. More researchers may
also study the mediating roles of Well-being and en-
gagement in the relationship between EI and organiza-
tional outcomes (job performance, organizational citi-
zenship behavior and job satisfaction).
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