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Abstract 
The purpose of this research study is to examine empirically the impact 

of corporate disclosure on the performance of commercial banks in 

Pakistan. A corporate disclosure index was established using thirteen 

items for financial disclosures and twenty four items for non financial 

disclosures. All these thirty seven disclosure items were identified in 

light of the Code of Corporate Governance as implemented by the 

Securities and Exchange Commission of Pakistan (SECP) and also 

under the regulatory framework as implemented by the State Bank of 

Pakistan (SBP). Panel data was taken from the published annual 

reports of ten commercial banks from 2005 to 2015. Descriptive 

statistics, correlation and random effect OLS regression was used to 

analyze the data. The analysis leads to the conclusion that higher 

disclosure of information leads to the enhanced financial performance 

of commercial banks in Pakistan. It was further concluded that both 

financial disclosure and nonfinancial disclosure have a positive and 

significant impact on the profitability of commercial banks in Pakistan. 

Keywords: Corporate disclosure, Financial disclosure, Nonfinancial 

disclosure, Commercial Banks, Performance. 

 

Introduction 

The demand for voluntary disclosure by corporations has increased 

throughout the world because users of information have become more 

conscious. The process through which an entity communicates with the 

external stakeholders is termed as disclosure (Chandra,1974). Miller and 

Paul (2002) asserted that quality driven financial reporting produces a 

more productive economy, an efficient capital market and a prosperous 

society. The quality of corporate disclosures influence the quality of 

investment decisions by investors (Singhvi & Desai,1971).The 

confidence of investors and other stakeholders depend on the smooth 

flow of reliable, adequate, neutral and relevant information concerning 

the company’s operating activities. It is possible if a reliable disclosure 

system of information is in place. Voluntary disclosure plays an 

important role in the proper utilization of resources in any organization. 

Investors in any business concern need correct and timely information in 

order to make effective decision making. This information may be 
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collected using various approaches; corporate annual reports are on 

among these approaches. The role of annual report is to provide reliable, 

useful and relevant information to shareholders, investors and other 

stakeholders concerned regarding the performance, financial position and 

future prospects of the firm. Two types of information are usually 

disclosed by firms in their annual reports; compulsory information and 

voluntary information. Mandatory information disclosure is required by 

various regulatory bodies, laws and may be ruled by regional or national 

level through government authorities and professional organizations. 

While voluntary disclosures represent discretionary choices of managers 

for providing information to the users of financial statements. 

Annual reports of the companies are used for communicating the 

activities of the companies over a period of time to financial analysts, 

shareholders, employees and creditors. The traditional annual reports 

usually make a communication of mandatory information to various 

stakeholders. But over the recent years the reporting strategy has 

changed as the companies disclose over and above the minimum 

requirements, which is referred to as voluntary disclosure. 

Investors prefer to invest in companies disclosing more information. 

Disclosure not only benefits the investor but the corporation also gains 

from the whole process of disclosure in the form of reduced cost of 

capital, upward movement in the stock prices and it also improves 

productivity and capital allocation in the economy. On the other hand 

lack of adequate disclosure produces ignorance in the financial market 

which ultimately produces misallocation of resources in the economy. 

There is a greater significance of information disclosure for achieving the 

accounting objectives therefore the disclosure needs to be adequate. The 

objectives of the present study are to assess the level of disclosure made 

commercial banks in Pakistan and to examine the impact of financial 

disclosure and non financial disclosure on the performance of 

commercial banks in Pakistan. 

Literature Review 

Disclosure of information is vital for the survival of firm as it benefits 

the firm in a variety of ways (Katmun 2012). According to Maxwell et al 

(2010) the information disclosure includes non financial and financial 

information. The importance of the disclosure of non financial 

information is at the rise the inadequacy of traditional financial 

information in the assessment of organizational value. Robb et al (2011) 

suggested that non financial information disclosure includes all related 

qualitative information in a firm annual report excluding financial 

statements and explanatory notes. The disclosure of non financial 

information includes company objectives, governance structure and 
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policies, shareholder rights and ownership structure pattern, audit 

committee independence, timing and means of disclosure and board 

composition. Eccles et al (2011) argued that from the past two decades 

there is an increasing tendency to focus on the importance of firms 

making enhanced non financial disclosure hence to improve the business 

reporting environment.  

Aksu and Kosedag (2005) empirically tested the relationship between 

disclosure, transparency and firm performance of firms listed in the 

Istanbul Stock Exchange. The findings of the study were that disclosure 

level for Turkish firms have increased over the period of time and a 

positive relationship was found between transparency, disclosure and 

financial performance. Hossain (2008) investigated the extent of 

disclosure for banks in India. The results concluded that banks in India 

were making compliance with the rules of mandatory disclosures. It was 

also confirmed that bank size and profitability both effect the level of 

disclosure in Indian banks. The study of Lishenga and Mbaka (2002) 

studied the relationship between firm performance and disclosure pattens 

of firms in Kenya. The board size exhibited a n insignificant relationship 

with corporate governance index while a positive relationship was found 

between performance and corporate governance disclosure.  

Bell et al. (2009) suggested that voluntary disclosure and audited 

financial statements are important mechanisms for managers to 

communicate and disclose information. These requirements allow 

managers to disclose credible and truthful information. Majority of the 

research studies includoing Cerf (1961), Singhvi and Desai (1971), Khal 

and Belkaoui (1981),Wallace and Naser (1995),Inchausti (1997), 

Hossain (2000) have found a positive relationship between the extent of 

disclosure and profitability. Disclosure of information ensures investors 

that they will receive adequate return for their investments evidence also 

suggest the same pattern. Managers of a profitable and socially 

responsible enterprise make disclosure of information to the market to 

enhance their firm value and to remain competitive. This also determines 

the managerial compensation and their value in a competitive labor 

market.  
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Theoretical Frame Work 

The following theoretical framework is proposed for this research study 

after reviewing the literature  

 
  Figure 1 Theoretical Framework 

 Hypothesis 

Based on the literature cited the following hypothesis are developed. 

H1 = There is a positive relationship between disclosure of financial 

information and bank  

performance. 

 

H2 = There is a positive relationship between disclosure of non financial 

information and bank performance 

Research Model 

The following regression model was used in this research study. 

ROA = β0 + β1 FDI+β2 NFDI+ β3 LA + e  

Operational Definition and Measurement of Variables 

Dependent Variable 

Return on Assets (ROA) = Return on assets is the ratio between net 

profit and total assets of the bank. ROA measures how efficiently the 

bank is using its assets to generate profits. Return on assets shows the 

capital strength of a bank. 

Independent Variables 

Financial Disclosure Index (FDI) = Financial disclosure section includes 

thirteen disclosure items. The disclosure of these items are in accordance 

with the Code of Corporate Governance 2012 as applicable in Pakistan 

and also the regulations of State Bank of Pakistan (SBP) makes 

compulsory for all banking institutions the disclosure of these necessary 

items. 

Non Financial Disclosure Index (NFDI) = Non financial disclosure 

includes twenty four items. The disclosure of these items is made 

compulsory by the Code of Corporate Governance 2012 for joint stock 

companies in Pakistan. The sub categories in non financial disclosure 

includes company objectives, shareholder’s rights, governance structure 
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and policies, board characteristics, timings and means of disclosures and 

auditor independence. 

Firm Size (LA) = The size of firm is taken as control variable and is 

measure by log of total assets of each bank. 

Research Methodology 

This empirical study is about the impact of financial disclosure and non 

financial disclosure on the performance of banks in Pakistan. The 

population of the study includes all the commercial banking sector of 

Pakistan. Ten commercial banks (list given in Appendix II) were 

randomly selected from all Pakistani commercial banks. Foreign banks 

were excluded from the sample. These ten commercial banks hold 73% 

of total customer deposits in Pakistan. Secondary data was collected 

from the published annual reports of the respective bank official website. 

The period of analysis was from 2005 to 2015. Descriptive statistics, 

correlation and panel OLS regression was used to analyze the data. A 

content analysis of the published annual reports of commercial banks 

was made for the thirteen elements of financial disclosure and twenty 

four items of non financial disclosure. Detail of each disclosure item is 

given in Appendix I. A dichotomous procedure was used to score each of 

the items of financial and non financial disclosure. Each item was 

awarded a score of ‘1’ for disclosing the issue and ‘0’ otherwise. The 

financial disclosure index (FDI) and non financial disclosure index 

(NFDI) was then computed using the following formula: 

FDI =  Total Score of the Individual Bank .              × 100 

        Maximum Possible Score Obtainable by the Bank 

NFDI =  Total Score of the Individual Bank .              × 100 

        Maximum Possible Score Obtainable by the Bank 

Data Analysis 

Descriptive Statistics 

Table 1: Descriptive Statistics 

 N Minimum Maximum Mean Std. 

Deviation 

ROA 100 .0007 .0541 .015573 .0093942 

FDI 100 .5385 1.0000 .909043 .0893350 

NFDI 100 .1250 .8750 .721667 .1672255 

LA 100 23.9451 28.2554 2.66574 .9898748 

      

 

Table 1 shows descriptive statistics of financial and non financial 

disclosure on return on assets. Using a sample of ten commercial banks, 

covering a data period from 2005 to 2015 the descriptive statistics show 

that the mean of financial disclosure is 90% and non financial disclosure 
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is 72%. This trend of disclosure pattern of commercial banks in Pakistan 

is quite impressive and a healthy sign for the banking sector. 

Correlation Analysis 

     Table 2: Correlation Analysis 

 ROA FD NFD LA 

ROA 1    

FDI 0.22 1   

NFDI 0.25 0.19 1  

LA 0.25 0.17 0.06 1 

 

Table 2 shows the correlation coefficients of all dependent and 

independent variables. The table shows that there is a positive correlation 

between return on assets, financial disclosure and non financial 

disclosure. This pattern shows that as disclosure of information by 

commercial bank increase their performance also improves. The 

correlation between all independent variables show that there is no 

problem of multoclliniarity among them is correlation coefficients are 

less than 0.8, as suggested by Gujarati (2003). 

Breusch-Pagan Test 

Table 3: Breusch-Pagan test 

Kind of Test                   Critical/Standard Value            Reported 

Value 

Breusch-Pagan Test                 0.05                                    0.001 

 

Table 3 shows results of Breuch-Pagan test for knowing the problem of 

heteroscedasticity in the data. The reported values is less than the critical 

value, it is therefore concluded that the data is not showing any problem 

of non constant variation. So there is no problem of heteroscedasticity in 

the data.  

Hausman Test 

The Hausman test was applied to choose between fixed effect model and 

random effect models. The null hypothesis for Hausman test was that 

random effect model was preferred to fixed effect model. Hausman test 

reported a chi-square value of 2.013 with a p-value of 0.905. It shows 

that the chi-square value was found to be insignificant. The null 

hypothesis was therefore failed to reject, so random effect model was 

recommended. 
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Regression Analysis 

Random Effect Model 

This study considered a set of hypothesis regarding the impact of 

financial disclosure and non financial disclosure on the return on assets 

for commercial banks in Pakistan. 

Table 4: Random Effect Model 

Variables Coefficients Standard 

Error 

T-Values P-Values 

Const 0.235 0.103 2.272 0.021 

FDI 0.213 0.098 2.17 0.027 

NFDI 0.208 .075 2.773 0.012 

LA 0.072 0.025 2.72 0.005 

R-Square      =    40.10 % 

Wald Chi       =    31.20 

Table 4 shows results of random effect model. The results show that 

financial disclosure has appositive significant impact on the return on 

assets as the p-value is less than 5% significance value (t-value = 2.17, P-

value = 0.027). So the first hypothesis of the study was supported that 

there is a positive relationship between financial disclosure and bank 

performance. Non financial disclosure has also positive and significant 

effect on return on assets as the reported p-value is less than 5% critical 

value (t-value = 2.77, p-value = 0.012). So the second of the study was 

also supported that there is appositive relationship between non financial 

disclosure and performance of banks in Pakistan. The coefficient of 

determination (R
2
) is 40.1% shows that both financial disclosure and non 

financial disclosure 40% variations in return on assets for commercial 

banks in Pakistan. 

Conclusion 

Disclosure of information is important to safeguard the rights of various 

stakeholders related with a firm. This study has been carried out in light 

of the Code of Corporate Governance for joint stock companies in 

Pakistan and also the regulatory frame work as implemented by the State 

Bank of Pakistan (SBP) for commercial banks. The impact of financial 

disclosure and non financial disclosure has been tested on the return on 

assets for commercial banks using panel data for ten commercial banks 

from 2005 to 2015. Using a thirty seven items corporate disclosure index 

for financial disclosure and non financial disclosure, the data analysis 

shows that the mean value of financial disclosure is 90% and non 

financial disclosure is 72%. These values show a good pattern of 

disclosure by the commercial banks in Pakistan as required by the 

regulations. A significant positive relationship was found between 

financial disclosure, nonfinancial disclosure and performance (ROA) for 

commercial banks. These results show that disclosure is an important 
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determinant of bank performance in Pakistan. These results are in 

accordance with the findings of the previous studies of Aksu and 

Kosedag (2005), Hossain (2008), Bell et al. (2009). The results also 

confirm the implementation of Code of Corporate Governance and 

disclosure requirements by the Securities and Exchange Commission of 

Pakistan (SECP) and the regulatory framework as implemented by the 

State Bank of Pakistan (SBP) for commercial banks.  
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Appendix I 

Items of Corporate Disclosure Index (CDI) 

Sr # Disclosure Components 

Financial Disclosures 

1 Director’s Report 

2 Auditor’s Report 

3 Financial Statements 

4 Notes to the financial statements 

5 Brief discussion and analysis of financial position 

6 Interim financial statements 

7 Five year comparison of financial performance 

8 Related Party Transactions 

9 Basel II Disclosures 

10 Risk management 

11 Dividends 

12 Segment reporting 

13 Corporate reporting framework 

Non Financial Disclosures 

 Company Objectives 

1 Message from the Chairman 

2 Vision and Mission Statement 

 Ownership and Shareholders Rights 

3 Ownership/Shareholding Structure/Pattern 

4 Shareholders Rights 

 Governance Structure and Policies 

5 Statutory details of the company 

6 Board Size 

7 Composition of Board 

8 Chairman & CEO Duality 

9 Information about independent Directors 

10 Role and functions of the board 

11 Audit Committee 

12 Remuneration and Nomination committee 

13 Investors’ grievances redressal committee 

14 Composition of the committees 

15 Organizational Code of Ethics 

 Members of the board and key executives 

16 Biography of board members 

17 Number of directorship held by each director 

18 Attendance in Board Meetings 

19 Directors Stock Ownership 
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Appendix II 

List of Commercial Banks 

S/No Bank Market Share 

1 Habib bank Limited 16.8% 

2 NationalBank of Pakistan 12% 

3 United Bank limited 10.5% 

4 Muslim Commercial Bank Limited 7.6% 

5 Allied Bank Limited 7.5% 

6 Bank Alfalah limited 6.4% 

7 Meezan bank Limited 4.2% 

8 Bank of Punjab 3.8% 

9 Faysal Bank Limited 3% 

10 Bank of Khyber 1% 

Total Market Share 73% 

 

 

 

 

 

 

 

 

 

 

20 Director Remuneration 

 Independence of Auditors 

21 Auditor appointment and rotation 

22 Auditor fees 

 Timings and means of disclosure 

23 Separate CG Statement/Section 

24 Annual Report through Internet 


