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Abstract: The purpose of this study is to investigate the impact of Corporate Social Re-
sponsibility (CSR) announcements on shareholder and investors” perceptions in Pakistan
46 press releases regarding CSR announcements are taken as a sample from the banking
sector of Pakistan. Event study methodology with a maximum of 21 days window and
272 daily observations. Different event windows are taken to check the model for both the
short and long term impact of CSR. This study is primary in nature as CSR growth and
disclosure procedures are not mature yet in Pakistan. This study may post some points
for the policymakers, companies, and officials to look after and promote corporate social
responsibility in the corporate sector and give awareness to all the stakeholders about the
importance and significance of Corporate Social Responsibility. The results indicated that
investors are affected by CSR announcements but this effect persists for short time. There
are insignificant results when we increase the period of analysis. There is less awareness
of CSR activities among firms, investors, and shareholders because of the less regulatory
support and promotion for these activities in Pakistan.

Keywords: Corporate Social Responsibility, CSR, Share Prices, Stock Market, Event Study
Methodology
JEL Classification Codes: F65, G30, 016, M10

1 Introduction

Corporate social responsibility (CSR) refers to the volunteer engagement of the firm in
those activities, which can be beneficial for its stakeholders i.e. shareholders, employees,
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creditors, debtors, customers, and society, etc. This idea of CSR diverts the attention of
researchers from shareholders’ benefits to managerial benefits because CSR activities are
arranged and funded by the firms’ managers, whereas managers’ discretion of funding
CSR activities out of the firm’s profits can raise some principal-agent conflicts. On the other
side, these activities can be viewed as the struggle to achieve the goal of maximization of
shareholders” wealth, because initiating the CSR activities can enhance the firm’s value
by increasing its stock price. Therefore, researchers have been given a lot of attention to
this emerging issue of CSR. Several studies have suggested different relationships between
CSR and a firm's performance, while different empirical shreds of evidence have suggested
inconsistent results.

Some studies argued that firms can obtain better resources (Cochran & Wood, 1984;
Waddock & Graves, 1997), employees with improved qualities (Greening & Turban, 2000;
Turban & Greening, 1997), the abilities to market their products and services in an efficient
manner (C. Fombrun, 1996; Moskowitz, 1972) and the competencies to create the unfore-
seen opportunities (C. J]. Fombrun et al., 2000) by improving their social performance. Neo-
classical economists suggested that participating in CSR activities can increase the firm’s
cost and negatively impacts its competitive advantage (Aupperle et al., 1985; Friedman,
2007; Jensen, 2002; McWilliams & Siegel, 1997). Brammer & Millington (2008) argued that
the utilization of a firm’s resources for funding the CSR activities can raise the managerial
benefits instead of shareholders” wealth.

CSR has become internationally famous and is increasingly being researched by differ-
ent academicians. But in the case of Pakistan, it is at its initial stages and gaining matu-
rity as companies in Pakistan have started to focus on their social performance along with
firm performance. Credit rating agencies are frequently paying attention to surveying the
Pakistani companies concerning their stakeholder management. But the concept of social
performance is still not famous in its true sense in the Pakistani scenario. Only a few firms
are considering the CSR strategy and most of them are multinationals that follow their own
CSR limits and standards. A big question here is why Pakistani firms are not considering
social responsibility as an important corporate responsibility? The answer is clear that they
might be unfamiliar with the benefits of initiating the CSR activities or they might consider
that even though they do not initiate such activities, they will not be facing any kind of
risk regarding their survival in the future. Waheed (2005) used the Pakistani firms’ data
to develop the CSR compliance report for RBI (Responsible Business Initiative). The con-
tinuous development of CSR is getting more popularity among researchers and they have
started to focus their empirical work on determining the benefits of CSR initiatives to the
financial performance of the firms and on exploring the CSR role in the performance of the
debt and equity market. Spending on ethical issues is supposed to lead the market indices
to perform well which will ultimately enhance the managers’ reputation by increasing the
shareholders” wealth.

The non-financial sector has frequently been researched internationally and in the Pak-
istani scenario, there are also some studies focused on CSR by considering this sector. Re-
search in CSR is yet to be made in banking sector of Pakistan. Pakistani banks are in-
creasingly responding to the ethical issues concerning the stakeholders. CSR activities are
becoming famous in the Pakistani banking sector due to the business nature,the banking
industry is service-oriented and customers are the key factors of success for these types
of industries. While in Pakistan, approximately all the banks are offering the same type of
services at almost the same costs, therefore, cut-throat competition among banks can be wit-
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nessed. The economic condition of Pakistan reflects on the unhealthy lifestyle of Pakistani
people. Pakistani banks have better option to be engaged in corporate social responsibility
activities to provide the people with an improved lifestyle and this initiative will not only
increase the market share but also positively impact the stock returns. This study also fo-
cuses on the banking sector of Pakistan as it would be a contribution to the existing body
of knowledge concerning corporate social responsibility issues. The main objective of this
study is to explore the impact of CSR activities on stock returns of Pakistani banks.

The study will help both the banking sector and investors of Pakistan. First, it elabo-
rates that CSR has the potential to increase market share and there is an increase in market
reputation. From an investor’s point of view, this study contributes by indicating how the
market is going to react to the news of CSR activities. An investor can manage to gain
above-average returns from the news.

The second part of the remaining of this study consists of a review of related literature,
the third part covers the research methodology, the fourth part empirically reports results
and discussions and the fifth part provides a holistic conclusion of the study.

2 Literature Review

Various research studies are available that examine the relationship between corporate so-
cial responsibility and a firm’s performance but the empirical results of them suggested
mixed relationships. There is a brief history of studies related to the relationship between
CSR activities of the firms and firm performance. CSR has contributed to the fundamentals
of the firms just like Bragdon & Marlin (1972) who observed the positive impact of CSR
on firm earning per share (EPS) growth, return of equity, and return of capital. Bowman
& Haire (1975) and Spicer (1978) also observe the positive impact of CSR activities on firm
performance. Pérez et al. (2020) found that there is an effect of both negative and positive
CSR news on the stock market. They suggested that negative CSR news has a strong neg-
ative impact on banking, energy, goods, and services industries while positive CSR news
derived basic, finance, and banking industries positively. Odeh et al. (2020) found no sig-
nificant relationship between CSR and stock prices of 102 service sector firms listed on the
Amman Stock Exchange. They also suggested that there is no significant direction for the
stated relationship. Escamilla-Solano et al. (2019) used the PLS-SEM model to analyze the
impact of CSR on firm profitability. They reported that disclosure of CSR measures signifi-
cantly and positively improved the stock profitability in economic and social dimensions.

Hao et al. (2018) reported the significant negative relationship between CSR and stock
returns of the Chinese stock market. They also indicated the strong moderating role of
internal control procedures between CSR and abnormal returns of stocks. CSR activities
reduced the stock price crises with strong internal control. Katsikides et al. (2016) exam-
ined the relationship between stock market performances and stock returns. They used
event study methodology to analyze five events, three CSR events from the banking in-
dustry, and two from the oil industry. They reported significant negative impact following
the event. Flammer (2013) conducted the event study for the environmental news of US
publicly traded companies. He found that companies with high level of CSR activities on
environments are less prone to positive or negative market reaction to eco-friendly or eco-
harmful events. For other companies, he indicated that eco-harmful events increase the
negative market reaction.

JBE, Number 12 (2), pp. 01-12
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Wang et al. (2011) analyzed the investment behavior concerning corporate social re-
sponsibility. They indicated that there is no change in the behavior of investors before
the event but after the CSR event, there is a significant change in firm performance and
investors’ behavior. Lev et. al. (2008) in there study indicated the firm enhances its firm
sales with the reputation created by CSR activities. Some of the researchers also observe the
negative relationship between firm performance and CSR announcements. Aupperle et al.
(1985) observe the negative impact of CSR activities on firm return on assets. Fogler & Nutt
(1975); C. Fombrun & Shanley (1990); McGuire et al. (1988); McWilliams & Siegel (2000),
and Orlitzky (2013) elaborated mixed and neutral results regarding the relationship of CSR
activities and firms performance which indicate that the relationship between CSR activi-
ties and firms performance is a fallacy or absurd. CSR represents a different dimension in
a firm and carries significance, suggesting it has no role in firm growth and performance.

There is very limited literature available on stock market performance and firm CSR
activities. Alexander & Buchholz (1978) used reputation rating as a proxy to CSR while
observing that CSR activities of a firm provide better market returns. Cochran & Wood
(1984) used the Moskowitz reputation index as the proxy to measure corporate social re-
sponsibility and observe positive abnormal returns in the market with firm CSR activities.
Blackburn et al. (1994) observe the positive impact of CSR activities on return on assets
of the firm and abnormal returns of the firm. Akpinar et al. (2008) and McWilliams et al.
(1999) also indicated the positive relationship between CSR activities and firm market re-
turns. This positive relationship of firms” CSR with stock market performance indicates
that CSR matters when it comes to the stock market performance of the firm. Investors
considered CSR announcements important while investing in the stock market.

This paper aims to investigate the impact of CSR announcements on stock market re-
turns. Stock market returns are taken as the proxy for market performance, which entails
the perception of investors and stakeholder of the company. The hypothesis which needs
to be analyzed.

Hi: There is a significant impact of CSR announcements on the market performance of
banks.

3 Research Methodology

The objective of this paper is to analyze how firms react to the announcements regarding
CSR in Pakistan banking sector. Press releases regarding the social activities in the field of
education, health, sports, and economic well being are taken as a proxy for CSR announce-
ment. Firm’s performance is measured by cumulative abnormal returns (CAR) which are
calculated by using the market model (Wong et al., 2010). 10 banks are used in the sample
with 46 press releases regarding CSR activities. The study covers all the press releases,
which are officially uploaded or mentioned on the bank’s website or financial report with
proper date. All data with incomplete information is dropped from the sample. For the
calculation of abnormal return, the market model is used with daily stock returns for CSR
announcements for the period 2010-2013. Stock return data has been collected from Pak-
istan Stock Exchange (PSX).

The first step is to conduct the linear relationship between the return of securities and
the return of the market index.

JBE http://111.68.96.103:40003/ ojs/index.php /jbe
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Ry =ca; + BiRmi +¢ 1)

Where,

Rit: Daily returns of ith security

Rmt: Market index (KSE 100) daily rate of return

ai: Expected value of (Ri-fiRm)

i : Slope coefficient of market return

¢ : Error term

The daily rate of returns of securities and market index is calculated by the following
equation.

Rit/Rmi = (Py — Pi_1)/ Py (2)

Where,

Pt = Closing price of the security on day t

Pt-1 = Closing price of the security on day t-1

The main concern of our study is to capture the abnormal return on security and to analyze
the expected return on security should be known.

ER;t = a; + BiRmt 3)

Where E[R];; is the expected return for the period of observation. The methodology re-
sembles Huang & Walkling (1987) with slight change in the observation period because the
dynamics of Pakistani companies are different from other countries where the volatility of
the stock market is concerned. Maximum 293 daily prices are used as the period around
the event day, which is denoted as t. The period starts at t-272 and ends at t+20. The period
of t-272 to t-20 is treated as the estimation period and through t-20 (pre-announcement) to
t+20 (post-announcement) is taken as the event window for analysis.

The deviation from the expected return is the abnormal return on a security, which
helps us to understand the change that a particular event can bring on to the firm value.
Abnormal return is calculated from the following equation.

ARy = Ry — E[R]i (4)

Where,

ARit : Abnormal returns

Rit : Daily return on ith security

E[R);; : Expected return from ith security

Then from abnormal returns, we calculated the average abnormal return by aggregating
abnormal returns of the entire selected sample on day t and then divide it with the total
number of firms with returns on that day.

AAR, =X AR;i /N, (5)
From equation number 5, cumulative abnormal returns (CAAR) are calculated for different

event windows. CAAR used to estimate whether there is a significant impact on the stock
market with the announcement of CSR by banks in Pakistan.

JBE, Number 12 (2), pp. 01-12
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4 Results and Discussions

The study period of three years (2010-2013) is used in which CSR announcements in the
shape of press releases at a different time in the year. A total of 46 announcements are
collected from the website of the bank because there are no rules defined by the securities
and exchange commission of Pakistan (SECP) to promote and disclose the CSR activities.

Table 1 shows the segregation of the CSR announcement of banks in Pakistan. There is a
total of 46 announcements, indicating all press releases from 2010 to 2013 with actual dates.
These press releases possess the information regarding all the social welfare activities i.e.
health, security, education, sports, etc., these activities are not for profit, and expenses for
these activities are taken out of the retained earnings of the business for the social well
being and long term goodwill for the business. As discussed above, there is a very limited
trend in Pakistan regarding CSR activities. SECP has just started taking notice of these
activities.

The table shows that the National Bank of Pakistan (NBP) has most of the press releases
regarding CSR activities. It is healthy for a bank considering its stakeholders are always
aware of the fact that banks are doing some work for social well being of society. NBP
possesses the ownership of government, their objectives are not fully maintained to earn
a profit. There are certain requirements of government bodies, which require these state-
owned enterprises (SOEs) to give something back to society in the form of social work and
invest in socially compromised fields for restructuring and regain. The bank contributing
to the CSR on the second number is JS bank with 8 announcements throughout the period,
these banks want to maintain their long term position in the market by giving something
back to the people in the shape of education, health, or security.

Table 1: Number of CSR Announcement by Banks
CSR Announcements 2010-2013

Bank Alfalah
National Bank of Pakistan
Bank Islami

Faisal Bank

JS Bank

MCB Bank

NIB bank

Stand. Chart. Bank
Meezan Bank

Silk Bank

Total

= N
mH(ﬂr—\HAAOOH»—kon

Table 2 tests the main hypothesis of this study, first column indicates the overall result of
all banks with 46 announcements and the results are quite clear, indicating that there is a
strong significant but negative impact of CSR announcement on investor perception of the
company, in other words, banks’ investors and stakeholders do care about the CSR activi-
ties. Further, understandably, investors consider CSR announcements for a rather shorter
period. As indicated by the t-test, CAAR with the smaller windows i.e. CAAR (-2, 2), (-1,
1), (0,1), and (0,2) has negative significant values, which indicates that CSR announcements

JBE http://111.68.96.103:40003/ ojs/index.php /jbe
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have 2 to 3 days impact on investors perception and the negative sign shows that investor
is earning below their expectations. There may be a possibility of agency costs because
there might be a conflict between managers and shareholders. After all, managers have
to increase the wealth of the shareholders. Taking funds from retaining earnings for CSR
activities, which can also be given as dividends to shareholders but not giving may create
a conflict between major shareholders. The company is using retained earnings for CSR,
which apparently does not increase firm value with an investment in positive NPV projects
and also not given as dividends to shareholders have a negative impact on the market value
of the firm. Although this negative impact does not last for the long term because of the
nature of the activity performed by the firm. CSR announcements have a significant impact
on stock returns. The impact started to vanish as the event window started to expand.

From column two to column eleven the results are presents for each bank separately.
Results are almost similar to overall results, for larger event windows all banks show in-
significant results as stated by the t-test this indicates that banks’ investors are not affected
by CSR announcements for more than two days. But for shorter event windows most of
the securities have significant results. National banks and bank Alfalfa also post insignif-
icant results for a shorter period as well. These large size banks are not derived by the
investor perceptions but they are fundamentally strong. The last raw provides the CAAR
(0,1), which indicates the event day and after the event day. The last row shows a sig-
nificant sign for all banks. Only bank Islami and Silk bank gained more than expected
returns, all others have shown a negative sign, which means that these firms earn lower
than expected. Negative returns of stocks with CSR announcements are in line with the
findings of Alexander & Buchholz (1978); Aupperle et al. (1985); Blackburn et al. (1994);
Katsikides et al. (2016) and Pérez et al. (2020). In long run, such as CAAR (-20, 20) and
CAAR (0, 20), there is insignificant market reactions which are in line with Fogler & Nutt
(1975); C. Fombrun & Shanley (1990); McGuire et al. (1988); McWilliams & Siegel (2000)
and Orlitzky (2013).

JBE, Number 12 (2), pp. 01-12
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Table 2: Cumulative Average Abnormal Returns (CAAR)
Overall BAFL NBP BIPL FABL JSBL MCB NIB SCBPL MEBL Silk

CAAR (-2,2) -0.013 -0.001 -0.002 0.047 -0.013 -0.026 -0.013 0.002 -0.038 -0.036 -0.126
SE 0.004 0.01 0.003 0.074 0.015 0.012 0.003 0.029 0.012 0.007 0.045
t-test -3.468 -0.059 -0.63 0.629 -0.851 -2.279 -4.964 0.053 -3.227 -5.08 -2.807
CAAR (-20,+20) -0.001 -0.005 -0.004 0.085 0.006 0.01 -0.009 -0.024 -0.031 -0.012 0.033
SE 0.032 0.077 0.024 0.358 0.089 0.102 0.044 0.206 0.177 0.052 0.306
t-test -0.03 -0.065 -0.169 0.237 0.068 0.103 -0.202 -0.114 -0.176 -0.226 0.108
CAAR (-5,5) -0.011 -0.02 0 -0.009 -0.041 -0.027 -0.011 0.008 -0.05 -0.021 0.025
SE 0.008 0.018 0.005 0.107 0.022 0.024 0.01 0.073 0.039 0.021 0.1
t-test -1.408 -1.066 -0.015 -0.086 -1.842 -1.161 -1.083 0.117 -1.283 -0.99 0.247
CAAR(-1,1) -0.005 0.001 -0.003 0.057 0.025 -0.015 -0.01 0.035 -0.029 -0.019 -0.017
SE 0.002 0.007 0.002 0.044 0.009 0.008 0.002 0.022 0.007 0.004 0.016
t-test -2.772 021 -1.594 1.295 2.882 -1.943 -5.339 1.635 -4.012 -5.193 -1.033
CAAR (0,20) 0.009 -0.033 0.007 0.164 -0.059 0.044 -0.052 0.025 0.004 -0.028 0.247
SE 0.015 0.036 0.012 0.212 0.05 0.04 0.028 0.121 0.099 0.019 0.158
t-test 0.577 -0.894 0.561 0.774 -1.19 1.109 -1.849 021 0.042 -1.438 1.571
CAAR (0,5 -0.008 -0.011 -0.005 -0.012 -0.003 -0.026 -0.012 0.046 -0.001 -0.017 0.103
SE 0.005 0.01 0.003 0.066 0.014 0.016 0.008 0.054 0.021 0.007 0.052
t-test 0.143 0.073 0.145 0.123 0.06 0.03 0.278 0283 0.187 0.151 0.077
CAAR(0,2) -0.01 -0.003 -0.008 0.018 0 -0.019 -0.013 0.037 -0.015 -0.019 -0.051
SE 0.003 0.006 0.002 0.053 0.01 0.009 0.002 0.021 0.008 0.004 0.024
t-test -3.453 -0.482 -3.682 0.332 0.034 -2.177 -5.608 1.744 -1.904 -5.188 -2.145
CAAR(0,1) -0.002 -0.008 -0.005 0.09 0.02 -0.005 -0.009 0.066 -0.021 -0.013 0.022
SE 0.001 0.002 0.001 0.036 0.006 0.005 0.002 0.015 0.006 0.003 0.005
t-test -1.918 -3.504 -3.603 2.496 3.059 -0.896 -5.481 4.47 -3.449 -5.142 4.228

5 Conclusion

As a result of the above discussion, it is clear that there is no long-term impact of CSR an-
nouncements and stock returns and that is why there is less importance given to corporate
social responsibility in Pakistani banks. As the literature indicates that for a longer and
shorter period of time investors are of two types one are risk-takers, who do not come to
invest for the longer period and the other types are risk-averse people, who prefer fixed
dividends. As for this paper, the hypothesis is accepted that there is a significant relation-
ship between banks’ market returns and banks” CSR activities. The impact of CSR activities
is not long-lasting. Pakistani firms are different from other emerging economies. Most of
the studies in other countries see the fundamental effects posted by corporate social respon-
sibility as it has strong significance and regulatory importance. In Pakistan, the scenario is
opposite it for the past decade or so. Now things are changing at the regulatory level and
also there is awareness in the public, private, and family-owned business about CSR and
its significance. In the contemporary scenario, the results indicate that for a shorter event
window CSR has its significance for investors in the market but for the longer period CSR
and stock market relationship is absurd.
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5.1 Limitations of Research

Only firms with press releases with proper dates are selected considering need of the study.
Rest of the firms with the incomplete CSR announcements are dropped from the study.
Banking sector is taken for this research study. Generalization of results from this study
onto other sectors would not be a rational approach. Moreover, non supporting regulatory
structure and generalization of results onto other economies does not seem sensible either.
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Table A: Average Abnormal Returns (AAR)
BAHL NBP BIPL FABL JSBL MCB NIB SCBPL MEBL Silk

-20 0.004 0.003 -0.011 -0.007 -0.015 0.003 0.005 0.001 -0.001  0.008
-19 0.001 0.003 0.012 -0.01 -0.005 0.004 -0.011 -0.005 0.018 0.076
-18  -0.003 -0.001 -0.049 -0.002 0.001 -0.002 -0.006 -0.003 0.002 -0.036
-17 0.003 0.006 0.032 0.002 0.002 0.005 0.031 -0.002  -0.007  0.089
-16  -0.005 -0.004 0.085 0.006 0.01 -0.009 -0.024 -0.031  -0.012 0.033
-15 0.003 0.001 -0.059 -0.017 0.039 0.012 0 -0.035 0.012  0.011
-14 0.002 -0.003 0.028 -0.007 0.048 0.002 0.01 0.002  -0.006  0.066
-13  -0.005 0.005  0.025 0 -0.003 -0.001 -0.01 -0.002  -0.004 -0.007
-12 0.011 0 -0.017 -0.012 -0.018 0.002 0.05 0.033  -0.005 -0.049
-11  -0.001 -0.007 -0.025 -0.02  -0.019 -0.004 -0.03 -0.036 0.001  0.034
-10 0.001 0.001 0.034 -0.036 -0.012 -0.004 -0.04 0.011 -0.01 0
-9 -0.003 -0.001 0.004 0.001 0.03 0 -0.007 0.013 -0.002  0.011
-8 -0.001 0.006 -0.052 -0.004 -0.025 -0.007 0.024 -0.065 0.004 -0.01
-7 -0.005 0 0.026 -0.02  -0.005 0.001 -0.014 0.021  -0.002  0.045
-6 0.003 0.005 0.024 0.014 -0.004 0.007 0.031 0.007 0.003 0
-5 -0.006 0.002 0.03 -0.01 -0.007 -0.001  0.006 -0.044 0.007 -0.009
-4 -0.006 -0.001 -0.032 -0.011 0 0.004 -0.026 0.012 -0.016 -0.049
-3 0.001 -0.001 -0.024 -0.003 0.013 -0.002 0.019 0.004 0.023  0.054
-2 -0.007 0.004 0.061 -0.018 0.003 0 -0.005 -0.015 -0.012 -0.036
-1 0.01 0.002 -0.032 0.005 -0.011 0 -0.031 -0.008  -0.005 -0.039
0 -0.002 -0.001 -0.035 0.017 -0.014 -0.003 0.025 0.003  -0.002 -0.001

1 -0.006 -0.004 0.125 0.003 0.009 -0.006 0.041 -0.024 -0.011  0.023

2 0.005 -0.003 -0.072 -0.019 -0.014 -0.003 -0.029 0.006 -0.006 -0.073

3 -0.006 0.001 0.011 -0.005 0.01 -0.013 0.041 0.016 0.003  0.093
4 0.004 0.003 -0.01 0.01 -0.021 0.004 0.036 0.02 0.004 0.034

5 -0.006 -0.002 -0.032 -0.008 0.004 0.01 -0.068 -0.021  -0.005 0.027

6 0.003 0.004 -0.031 0.012 0.013 -0.001 0.015 -0.012 0.001  0.008

7 -0.004 0.004 -0.057 0.003 0.009 -0.003 0.052 0.028 0.003 -0.015

8 0.003 0.001 -0.063 -0.001 -0.001 -0.008 -0.056 0.036 -0.002 -0.062

9 -0.004 -0.005 0.081 -0.028 0.01 -0.003 0.005 0.002 0.013 -0.05
10 0.001 0.003 0.048 -0.026 0.026 -0.002 0.017 -0.003 0 0.028
11 -0.004 0.003 0.034 -0.005 0.001 -0.008 -0.008 -0.047 0 0.014
12 -0.006 -0.005 -0.074 0.013 -0.002 -0.001 0.022 0.025 0 0.004
13 -0.001 0.002 0.051 -0.026 0.007 0.013 -0.03 -0.043  -0.007 0.106
14 0.001  0.003 0.01 -0.002 0.003 0.009 -0.027 0.036 0.001  0.027
15 0.004 0.005 -0.012 0.006 -0.003 -0.005 0.016 -0.033  -0.002 -0.006
16 -0.008 -0.001 -0.006 0.004 -0.016 -0.002 -0.008 -0.004 -0.007 -0.004
17 -0.004 0 0.028 -0.001 0.009 0.006 -0.014 -0.013  -0.007 0.016
18 0.004 -0.003 0.003 -0.002 -0.001 -0.028 0.004 -0.019 -0.001 0.011
19  -0.006 0 0.054 0.009 0.009 0 0.01 0.05 0.004 0.102
20 -0.001 0.003 0.111 -0.012 0.005 -0.005 -0.018 0.001 -0.006 -0.034
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1 Introduction

There is a high likely chance of existence of ambivalent thoughts, emotions and intentions
intermingled with opposing behavior. The prevalence of both positive and negative atti-
tudes in forms of ideas and thoughts explicitly impact the ability to perform and excel. The
phenomenon based on the notion that attitudes are the antecedents of behaviors. Attitudes
as the internal matter of concern- form the outer expressions termed as behaviors. Similarly
ideas and thoughts are internal course of actions which endorse the concerned behaviors
respectively (Jussim et al., 1989).

The common axiom about human mind is that it is impossible not to think till cognition
as mental process is continuous and persistent. Individual may confront opposing or con-
flicting ideas and thoughts at the same time while working on a single project or task. Cog-
nition is a person’s ability to acquire and understand the knowledge through experience
and thoughts. It involves a conscious intellectual activity such as thinking, remembering
and reasoning. So far cognitive ambivalence focuses on the disagreement between beliefs.
An individual having conflicting thoughts and two way opinions confront ambivalence
in cognition. This taxonomy of duality is known as ambivalence (Ashforth et al., 2014;
Durso et al., 2016). When this duality comes in thoughts and ideas (Piderit, 2000) it may be
derived as cognitive ambivalence.

Present research indents to endorse the prevalence of ambivalence and its impacts are
unavoidable. For this reason, this effort by researchers made them able to answer questions
like how it occurs and whether creative actions help managers to settle the dizzying nodes.
The point of interest for this research is to explore the existence of dual thoughts, emotions
and intentions at the same mind along with the importance and consequences when it
occurs.

2 Literature Review

Managers’ attitudes toward firms and experiences are often mixed with both positive and
negative reactions. For example, individuals may love eating foods that are expensive and
tasty, but may dislike these items because they are fatty and unhealthy (Rothman et al,,
2017). Similarly, a person might like certain brands for their excessive quality, but they
may not like these brands because they are expensive than others. The objective of this re-
search is to study the existence of ambivalence to direct that it is going to affect individual’s
preference; then how ambivalent attitudes can be made analytical of behavior.

2.1 Ambivalence

The difference or mixture of positive and negative feelings termed as ambivalence. Al-
though attitudes incline to escort attitude-relevant behavior, those held with combination
of two opposite feelings tend to do so to a lesser extent. The less certain an individual
is in their attitude, the more sensitive it becomes, hence making imminent actions less
anticipated and/or less conclusive (LaRowe, 2010). Employees with dual feelings think
more about attitude-relevant information which comprehend further in multiple circum-
stances.Mostly, ambivalence can be designated as the instantaneous and opposing emo-
tional responses of employees towards their self and work: love-hate, like-dislike, good-
bad and anger-sensitivity, pity- cruelty and satisfaction-dissatisfaction (Sonnentag et al.,
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2013). It is a usual phenomenon that employees working on areas opposite to their do-
main/skills, emotions and their work often feel their desires are directed against them-
selves.

At the organizational context one may confront a contradictory state of mind weather
to leave or proceed. Ambivalence is at its puzzling height when individuals feel the in-
stincts to both harm and protect, when the employees instantaneously have an aspiration
of intimacy and distance relative to their work, to both abandon and nurture.The less sure a
person is in his attitude, the more sensitive it becomes, therefore making imminent actions
less anticipated and less conclusive (LaRowe, 2010) and causes turbulent state of mind
(Toribio-Florez et al., 2020).

Further Bailey & Raelin (2015) cited and instanced that an employee may be cognitively
in favor of a change whilst being uncertain about the principled problem convoluted. A
change may be good for the business, but is it right? The query arises for managers and
change agents when there is ambivalence between these dimensions whether it can be re-
solved by the individual and whether or not it is open to influence change interventions of
manager.

The fundamental difference between cognition and emotions is the part of mental func-
tions that deals with logics, processes of memories and attention, planning and problem
solving. Whereas opposed to cognition, emotions are circumstances caused by rewards
and punishers (Rolls et al., 2005). It can be defined as thinking and feeling.. The associ-
ation between emotion and cognition has captivated the importance. Generally cognition
and emotion has regarded separately in last two decades. A growing form of efforts has
pointed the interdependence between these two (Pessoa, 2009).

According to Piderit (2000) managers and scholars both need to pay additional attention
to the dynamic processes that aid to confess and withstand ambivalence without letting it
impede. In this context, ambivalence may even be an opportunity for workers to recon-
sider how they vision their working life as they attempt to make sense. The experience
of positive and negative orientation is quite common but poorly understood. The present
research intends to explore the nature of ambivalence and offer a framework of cognitive
attitudes which confront with duality trigger to impact the psychological well-being. Al-
though ambivalence is uncomfortable for workers but it has the potential to improve the
productivity as well as adapting and amending the behaviors.

2.2 Psychological well-being

In the context it can be anticipated in psychological well-being as state in which employ-
ees confess lives are going well. It is the combination of feeling good and functioning
effectively. However, well-being does not entail individuals to feel good all the time; the
experience of painful emotions (e.g. disappointment and failure) is a part of everyday life,
and being able to cope these negative or painful emotions is vital for long-term well-being.
Psychological well-being of an employee not only depends on professional environment
but also depends on personal decisions. The employee should create a balance between
personal and professional life. If the employee is not creating this balance then his well-
being will become negative but if the employee has cognitive thinking to creates a balance
between professional and personal life then his psychological well-being will be healthy.
An employee of the firm should have cognitive thinking toward every aspect because this
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attitude will generate positivity in the employee’s mind and it will lead them to positive
psychological well-being (Lu et al., 2018).

Cognition of employees plays a vital role in the psychological well-being of employees.
Since firms are focusing to enhance the positive well-being of employees therefore the pol-
icy makers’ well-being is the critical topic in new literature..It is because of emergence of
positive psychology that focus on the happiness in the workplace is increasing day by day
over the past two decades. With the present and past work experience employees work
cognition involves the development of schema and thought patterns that have the aspects,
features, feelings and idea association (James & James, 1989).

Employees mental and psychological well-being also depends on the team in which
they are working. If the employee has a good relationship with the team members then
the level of psychological well-being will be high and positive. But it also depends on the
employee’s attitude toward its team members (Bashir et al., 2017). If the employee has
cognition towards its team member then the employee’s psychological well-being will be
high and positive. The prevailing concept of interest seems to be in line with the informa-
tion processing theory (Anderson, 1971) derived from theory of planned behaviors (Ajzen,
1985); it explores the formation of attitudes and change in attitude through integration of
new information with existing cognitions and opinions. The underlying idea is congruent
to the concept of ambivalence (co-existence of positive and negative attitude).

Information integration theory considers the ideas that any information could be per-
ceived as a persuasive message. Related information has two qualities characterized as
value and weight, both factors influence the attitudes. The theory states that when new
information is obtained it could be the matter to affect the perception or attitude (thought,
emotions, feelings, intentions) (Anderson, 1990). So we assumed that the direct effects
of cognitive ambivalence on psychological well-being would influence the participants
whether positively or negatively but effect occurs.

Hja: Cognitive ambivalence influences the psychological well-being.
H;b: Emotional ambivalence influences the psychological well-being.
H; c: Intentional ambivalence influences the psychological well-being.

2.3 Creativity

Creativity is a center of interest in many disciplines like technology, engineering, business,
management, psychology and economics (Hendricks, 2019). It refers to the act of turning
imagination in to reality, characterized by the ability to perceive the surroundings in new
ways, to explore the unclear ways, to make connectivity between unrelated phenomenon
(Naiman, 2019). Organizational creativity has been well-defined as “the product of
novel and useful ideas” (George & Zhou, 2002; Pratt, 2000) and many organizational
researchers have initiated creative ideas — they often ascend from employees’ abilities to
identify associations that others did not see. As Sutton (2002) marked, creativity in the
business world most often comes when employees convey new ideas to innovative people,
endorsing “knowledge brokering”.

Hj: Creativity influences the psychological well-being.

The role of creativity as a potential mediator for the study is evident from the notion

that the conscious efforts of creativity associates cognitive ambivalence with psychological
well-being. Cognition as the implicit instincts of an individual or a state of mind as debated
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earlier, infers the person’s creativity which has elaborated as cognition based process. So
far, the examining hypothesis is derived to explore the relationship whether it exists and
further if the relationship is significant then intensity of the relationship by mean of it oc-
currence (positive or negative) is intended to be observed. Thus, based on discussion and
presumptions, we arrived at the following hypothesis:

Hsa: Creativity mediates the relationship between cognitive ambivalence and psychologi-
cal well-being.

H3b: Creativity mediates the relationship between emotional ambivalence and psychologi-
cal well-being.

Hjsc: Creativity mediates the relationship between intentional ambivalence and psycholog-
ical well-being.

3 Methods

In order to get the response for the current study analysis, an online questionnaire through
google form was designed and the questionnaire link was forwarded to 500 targeted re-
spondents in Pakistan. Out of 500 respondents 402 entries were received, with the response
rate of 80.4 percent. Of the respondents participating in this research almost 44 percent
belong to Faisalabad whereas 56 percent respondents belong to big cities of Pakistan like
Lahore, Karachi Islamabad and other small cities too incorporated in this study. Male re-
spondents were dominated in the survey with 57 percent ratio and female contributed with
the ratio of 43 percent. Most of the participants hold master degree with 45 percent and this
percentage descended to bachelors at 22 percent whereas MPhil and other academic pro-
file holders contributed in the study with 18 and 15 percent respectively. Averagely divided
percentage ratio were seen between occupation of respondents like teachers, bankers, doc-
tors and managers. The percentage falls as 34, 29, 13 and 14 percent correspondingly. 33
percent of respondents had less than one year of working experience, this was seen as high-
est percentage in the class. Moreover the highest percentage value which is 31 percent was
found in the age group of 25 to 30. For income taxonomies 42 percent against 36K-45K was
the highest ratio among other.

In a period of four months data was collected. Researchers consulted several adminis-
trators and evaluators to endorse the measurement instruments used in the study, as well
as in data collection. Participants are contacted through their respective immediate bosses
and are well informed about research objectives and filled in the measures through online
google form in one session.

Psychological well-being- The scale of psychological well-being by (Ryff, 1989) com-
posed of 42 items, in a Likert format with 5 alternative responses was used. The scale
internal structure was analyzed by confirmatory factor analysis. The convergent validity
of scale with limited items was studied through multiple studies having good results The
analysis shows good fit indices as RMSEA = .054, CFI = .991 , GFI = .986 and NFI = .982 at
P.000***.

Ambivalence- To measure the ambivalence, a construct of intense ambivalence devel-
oped by Raulin (1984) with 58 items has been used. The questions assess the perceptions
of respondents regarding their self of being ambivalent. The study intends to classify the
ambivalence into three dimensions such as cognitive ambivalence, emotional ambivalence
and intentional ambivalence prescribed by (Piderit, 2000). Factor loading on three compo-
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nents with some of items were observed Instrument for ambivalence has been defined and
contributed in an earlier study (Bashir et al., 2017) through factor loadings.

Creativity- The measuring instrument of creativity with total of 13 items by (George &
Zhou, 2002) was used. The response format is a Likert scale with 5 responses with state of
agreement to disagreement. At first descriptive statistics of measures were observed, along
Chronbach’s alpha for reliability check. Then to meet the research objectives mediation
analysis was incurred after simple linear regression. The condition of being ambivalent
cognitively, emotionally and intentionally at the working time acted as the criterion vari-
able. The analysis was run with those service employees who responded further their
working requires a conscious effort of creativity to be incorporated with. The question-
naire was designed and validated after exploratory factor analysis and confirmatory factor
analysis. Data analysis was done through the SPSS/AMOS 21. Preliminary analysis was
run to check if there is any outlier. Normality was accessed by skewness and kurtosis of
measures which remains to be in the acceptable range.

4 Results

Given that our variables were measured by self-reported questionnaire. We test the pres-
ences of ambivalence and categorized the perspective into three dimensions defined in
literature. Each dimensions’ items from scale were identified by factor analysis. By using
AMOS, we conduct exploratory factor analysis (EFA) to observe the items of each factor
and 26 items from the instrument of ambivalence were considered to forward to confir-
matory factor analysis (CFA). Some of items were retained against each dimension with
acceptable loadings which is 0.5 or greater (Hair et al., 2006). Similarly CFA was run on
creativity and psychological well-being and items were retained with acceptable factor
loadings presented in table 1.

Table 1: Factor loadings of ambivalence

Cognitive Ambiva- Emotional Ambiva- Intentional ~ Am-
lence lence bivalence

Factor Loading Factor Loading Factor Loading
Al6 0.56 A25 0.61 A22 0.64
All 0.69 A21 0.51 Al18 0.55
A10 0.59 A20 0.58 Al4 0.61
A7 0.64 A19 0.75 Al13 0.51
A6 0.65 A9 0.64 Al12 0.6

The mean, standard deviation and reliability of each measure considered in this arti-
cle are within the acceptable range. For reliability acceptable Chroanbach’s alpha value
is .70 (Classics Cronbach, 1951) for present study values are .813, .851 .885 respectively.
Descriptive analysis shows that mean values of ambivalence’s item ranges from 3.78 to
4.02 and standard deviation ranges from .72 to .89. Descriptive statistics for psychological
well-being and creativity are shown in table 2.
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Table 2: Item statistics and factor loadings of psychological well-being and creativity

Mean Std. D Factor loading N
P5 3.9179 0.89092 0.7 402
P8 3.9328 0.97242 0.71 402
P11 3.9876 0.98737 0.71 402
P14 3.9179 0.89092 0.69 402
P16 3.9328 0.97242 0.8 402
P17 3.9876 0.98737 0.62 402
C1 3.7861 0.85275 0.82 402
C2 4.0348 0.89542 0.8 402
C4 4.0348 0.8982 0.73 402
c7 3.7388 0.96261 0.74 402
C10 4.0746 0.82323 0.68 402

Factor analysis and descriptive statistics endorse the data reliability so that we can
have consistent results.

We found that all three kind of ambivalence had a significant positive correlation with
psychological well-being (r = .45, 46, .59 p<.000) respectively. We also found that
cognitive and emotional ambivalence had a significant and negative result but intentional
ambivalence had positive association with creativity (r = -.40, -.55, .64 p< .000) respectively.
Further creativity found a significant and positive association with psychological well-
being (r = .76 p<.000). Thus the results support to test the established hypothesis. To
test the hypotheses 1a, 1b and 1c we conduct a structural model in AMOS and estimated
effects are positively significant as given in figure 1.
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Figure 1: Structural model for direct effect
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For mediating effects Baron & Kenny (1986) approach was used in a stepwise method.
It requires the direct significant relationship between all variables. At first step cognitive,
emotional and intentional ambivalence was regressed with psychological well-being and
Hia, H;b and H;c was supported (see Figure 1). Secondly ambivalence forms a significant
relationship with creativity as 1 =-.112, > = -48 (3 = .40 at P<.005 respectively. At the
third step creativity was regressed with psychological well-being and established a positive
and significant relationship as 5= .237 at P<.005. Thus H, was supported. These results are
evident to establish a mediating relationship between variables.

o iy +.ea] Ps¥Chological well-being
Cugmtwe = Creativity b 23 (ab=-.00% ¢'= 12*)
ambivalence
i Psychological well-being
Emotional | s=.33 i b= _237* i .
ambivalence — (sb=.13%,c’=.11%)
y Psychological well-being
=02
Inte.nllnnal : Creativity [2—= (ab= 01,c'=.21*)
ambivalence

Figure 2: Path model of mediating relationship
Note: ab estimates represent indirect effect; ¢’ estimates direct effects;
xdenotessigni ficantparameterestimates.

The direct effect of cognitive ambivalence (c'=.12, p>.005), emotional ambivalence (c’'=
.11, p< .005) and intentional ambivalence (¢’= .21, p<.005) were significant with psycho-
logical well-being. However, when testing the creativity as an intervening variable in the
relationship between ambivalence and psychological well-being, we found significant in-
direct effects with cognitive ambivalence (ab= .09, p<.005) and emotional ambivalence (ab=
.13, p<.005) but insignificant with intentional ambivalence (ab= .01, p>.005) (see Figure 2).
Thus H3a, H3b was partially supported but H3c was not supported.

5 Discussion

Based on the information integration theory (Anderson, 1971), the conceptual model for
the present research was developed. This study intends to unleash the underlying mecha-
nism of dualistic mindset and its consequences on psychological well-being. In addition to
retaliate the conception, creativity was incorporated as suggested by Fong (2006). Dual or
mixed feelings and thoughts are internal instinct of individuals which leads to the incon-

JBE http://111.68.96.103:40003/ ojs/index.php /jbe


http://111.68.96.103:40003/ojs/index.php/jbe

DUES OF AMBIVALENCE 21

sistent behaviors and actions of employees at workplace that will eventually predict their
productivity (Asplund & Blacksmith, 2012; Packer, 1985).

The ambivalence categorized into three dimensions known as cognitive ambivalence,
emotional ambivalence and intentional ambivalence for this study. These dimensions of
ambivalence have been examined with psychological well-being. This study establishes
some evidence that employees at workplace confront ambivalence as a general and natu-
ral phenomenon. The notion to describe the phenomenon is to facilitate that it does not
always leave a negative impression but positive too. Particularly in our study, we found
positive and significant relationships when three forms of ambivalence is associated with
psychological well-being.

From the lenses of information integration theory (Anderson, 1971) rooted from theory
of planned behavior (Ajzen, 1985) the state of mind becomes ambivalent when new infor-
mation floats and is integrated with previous one influences the perception of being good
and going well. The creative integration of information enhances the prevailing influence
in a subjective manner. However, we found evidence for significant indirect effect of cogni-
tive and emotional ambivalence on psychological well-being directly and also in presence
of creativity but not in case of intentional ambivalence.

6 Conclusion

Ambivalent employees are more likely to have negative impact on their perception of living
well which referred as psychological well-being. Being cognitively, emotionally and inten-
tionally ambivalent influences the psychological well-being of service sector employees in
Pakistan. The influence remains positive when the employees impede to deal ambivalence
with conscious effort of creativity. Psychological well-being influenced positively in case
of cognitive and emotional ambivalence which implies that employees with creativity bal-
ance their dual thoughts and emotions which enhance their perception of going good but
when they have mixed intentions and aims their creative ability does not support them to
maintain the psychological well-being.

The ambivalence is categorized into three dimensions known as cognitive ambivalence,
emotional ambivalence and intentional ambivalence for this study. These dimensions of
ambivalence have been examined with psychological well-being. This study establishes
some evidence that employees at workplace confront ambivalence as a general and natural
phenomenon. The notion to describe the phenomenon is to facilitate that it does not always
leave a negative impression but positive too. Particularly in our study, we found positive
and significant relationships when three kinds of ambivalence encounter with psychologi-
cal well-being.

6.1 Implications

In particular, this contributes to the managers” work life and the individual productivity
too. For case this study contributed to negate the perception about the negative conse-
quences of ambivalence as it floats some positive too. Zulfigar et al. (2020) signifies some
negative prospects as silence, turnover and mobbing. Existence of both positive and neg-
ative instinct simultaneously moderate the exaggerations of extreme positivity and nega-
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tivity to control or balance the work flow which may enhance the deviating attachment of
employees at workplace.

6.2 Limitations and Future Research Direction

This study enriched the research on ambivalence, generated perspectives and its conse-
quences with psychological well-being as a subjective outcome further incorporated with
mediating role of creativity. The results need to be interpreted by taking the longitudi-
nal research design into account. As suggested by previous research, there have been few
cross-sectional studies that examined the ambivalence in different perspectives for service
sector employees for instance call center (Fong, 2006). Thus, future research should con-
sider adopting other design sectors or other units of sectors as study. A suggested study
comparing the ambivalent behaviors’ consequence of different sectors might be the product
for future. Though factor analysis was examined using EFA and CFA (Hair et al., 1998).Fu-
ture research should consider some other measurement techniques like common method
variance (Podsakoff, 2003) to rule out potential biases raised from subjective interpretation
of ambivalence and psychological well-being.

References

Ajzen, I. (1985). From intentions to actions: A theory of planned behavior. In Action control
(pp- 11-39). Springer. Berlin, Heidelberg.

Anderson, N. H. (1971). Integration theory and attitude change. Psychological review, 78(3),
171-206.

Anderson, N. H. (1990). A cognitive theory of judgment and decision. In This chapter is
based on an invited paper presented at the tenth research conference on subjective probability,
utility and decision making, helsinki, finland, aug 1985. Lawrence Erlbaum Associates, Inc.

Ashforth, B. E., Rogers, K. M., Pratt, M. G., & Pradies, C. (2014). Ambivalence in organiza-
tions: A multilevel approach. Organization Science, 25(5), 1453-1478.

Asplund, J., & Blacksmith, N. (2012). Productivity through strengths. In The oxford handbook
of positive organizational scholarship.

Bailey, J. R., & Raelin, J. D. (2015). Organizations don’t resist change, people do: Model-
ing individual reactions to organizational change through loss and terror management.
Organization management journal, 12(3), 125-138.

Baron, R. M., & Kenny, D. A. (1986). The moderator-mediator variable distinction in social
psychological research: Conceptual, strategic, and statistical considerations. Journal of
personality and social psychology, 51(6), 1173-1182.

Bashir, I, Tufail, M. S., Ishtiaq, M., & Khan, A. N. (2017). When opportunities all around: An
empirical study of psychological contract violation as an antecedent of entrepreneurial
opportunity alertness. Journal of Managerial Sciences, 10(3), 509-527.

Classics Cronbach, L. (1951). Coefficient alpha and the internal structure of tests. Psychome-
trika, 16, 297-334.

JBE http://111.68.96.103:40003/ ojs/index.php /jbe


http://111.68.96.103:40003/ojs/index.php/jbe

DUES OF AMBIVALENCE 23

Durso, G. R,, Brifiol, P, & Petty, R. E. (2016). From power to inaction: Ambivalence gives
pause to the powerful. Psychological science, 27(12), 1660-1666.

Fong, C. T. (2006). The effects of emotional ambivalence on creativity. Academy of Manage-
ment Journal, 49(5), 1016-1030.

George, J. M., & Zhou, J. (2002). Understanding when bad moods foster creativity and
good ones don’t: the role of context and clarity of feelings. Journal of applied psychology,
87(4), 687-697.

Hair, J. E,, Black, W. C., Babin, B. J., Anderson, R. E., Tatham, R. L., et al. (1998). Multivariate
data analysis (Vol. 5) (No. 3). Prentice hall Upper Saddle River, NJ.

Hendricks. (2019). Types of creativity:  descriptions and examples. Retrieved
2019, from https://study.com/academy/lesson/types—of-creativity
—descriptions—-examples.html

James, L. A., & James, L. R. (1989). Integrating work environment perceptions: Explorations
into the measurement of meaning. Journal of applied psychology, 74(5), 739-751.

Jussim, L., Coleman, L., & Nassau, S. R. (1989). Reactions to interpersonal evaluative
feedback 1. Journal of Applied Social Psychology, 19(10), 862-884.

LaRowe, N. (2010). The supreme court, the news media, and public opinion: How people react to
newspaper coverage of the supreme court. Arizona State University. Pro Quest. 3425757.

Lu, Y., Chui, H., Zhu, R., Zhao, H., Zhang, Y., Liao, J., & Miller, M. J. (2018). What does
“good adjustment” mean for chinese international students? a qualitative investigation.
The Counseling Psychologist, 46(8), 979-1009.

Naiman. (2019). Cultivating creativity at work. Retrieved 2019, from https://www
.creativityatwork.com/about/linda-naiman

Packer, M. B. (1985). Productivity analysis using subjective output measures: A perceptual
mapping approach for “knowledge work” organizations. In Managerial issues in produc-
tivity analysis (pp. 161-181). Springer.

Pessoa, L. (2009). Cognition and emotion. Scholarpedia, 4(1), 4567-4576.

Piderit, S. K. (2000). Rethinking resistance and recognizing ambivalence: A multidimen-
sional view of attitudes toward an organizational change. Academy of management review,
25(4), 783-794.

Podsakoff, N. (2003). Common method biases in behavioral research: a critical review of
the literature and recommended remedies. Journal of Applied Psychology, 885(879), 10—
1037.

Pratt, M. G. (2000). The good, the bad, and the ambivalent: Managing identification among
amway distributors. Administrative science quarterly, 45(3), 456—493.

Raulin, M. L. (1984). Development of a scale to measure intense ambivalence. Journal of
Consulting and Clinical Psychology, 52(1), 63-72.

JBE, Number 12 (2), pp. 13-24


https://study.com/academy/lesson/types-of-creativity-descriptions-examples.html
https://study.com/academy/lesson/types-of-creativity-descriptions-examples.html
https://www.creativityatwork.com/about/linda-naiman
https://www.creativityatwork.com/about/linda-naiman

24 JOURNAL OF BUSINESS & ECONOMICS VOL. 12 ISSUE 2

Rolls, E. T., et al. (2005). Emotion explained. Oxford University Press, USA.

Rothman, N. B., Pratt, M. G., Rees, L., & Vogus, T. J. (2017). Understanding the dual nature
of ambivalence: Why and when ambivalence leads to good and bad outcomes. Academy
of Management Annals, 11(1), 33-72.

Ryff, C. D. (1989). Happiness is everything, or is it? explorations on the meaning of
psychological well-being. Journal of personality and social psychology, 57(6), 1069-1091.

Sonnentag, S., Unger, D., & Nagel, I. J. (2013). Workplace conflict and employee well-being.
International Journal of Conflict Management, 24(2), 166-183.

Sutton, R. I. (2002). Weird ideas that work: 11 1/2 practices for promoting, managing, and
sustaining innovation. Simon and Schuster.

Toribio-Flérez, D., van Harreveld, F, & Schneider, I. (2020). Ambivalence and interpersonal
liking: The expression of ambivalence as social validation of attitudinal conflict. Frontiers
in Psychology, 11, Article. 525301.

Zulfigar, A., Bashir, 1., Ahmad, M. M., Fatima, N., & Ajaz, S. (2020). Mobbing exerts
pressure on employees; an empirical study exploring the mediating role of mobbing
between organizational silence and turnover intentions. Paradigms(SI), 32-39.

JBE http://111.68.96.103:40003/ ojs/index.php /jbe


http://111.68.96.103:40003/ojs/index.php/jbe

JOURNAL OF BUSINESS & ECONOMICS

Volume No. 12 (2), pp. 2543 doi:10.5311/JBE.2020.12.10

RESEARCH ARTICLE

Impact of Transformational
Leadership on Employee
Creativity: Moderated Mediation
Model of Organizational Learning
Culture and Support

Zahida Parveen !, Rab Nawaz Lodhi *?, and Sajeela Rabbani®

! Higher Education Department, Government of the Punjab, Lahore, Pakistan
% University of Central Punjab, Lahore, Pakistan
® Faculty of Management Sciences, Riphah International University, Islamabad, Pakistan

Received: September 28, 2020; Accepted: December 10, 2020.

Abstract: This study investigated the effects of transformational leadership on employee creativity
through the mediation of organizational learning culture and perceived organizational support. It
further explored the moderating impact of psychological empowerment of employees and emotional
intelligence of leaders between transformational leadership, organizations’ learning culture, and per-
ceived organizational support and outcomes. Data has been collected by a sample comprised of
350teaching faculty members and heads of departments of 10 leading universities of Lahore, Pak-
istan through a structured questionnaire. Analyses have been done by partial least squares structural
equation modeling (PLS-SEM) by using Smart PLS software.The study helps the leaders of educa-
tional institutes to understand how they can enhance the creativity of their subordinates as teaching
faculty. This study contributes to the literature of creativity in higher education regarding the depen-
dency of employee creativity on transformational leadership. The study also proves the mediation
of organizational learning culture (OLC) and perceived organizational support (POS) between the
relationship of TL (transformational leadership) and EC (employee creativity) and the moderation of
psychological empowerment (PE) on the association of TL and EC.

Keywords: Transformational Leadership, Employee Creativity, Organizational Learning Culture,
Perceived Organizational Support, Psychological Empowerment, Emotional Intelligence
JEL Classification Codes: M10, M14, O30, D91

*Corresponding author: rabnawaz.lodhi@ucp.edu.pk

© 2020 JBE. All rights reserved.



26 JOURNAL OF BUSINESS & ECONOMICS VOL. 12 ISSUE 2

1 Introduction

In the modern world, competition is increasing day by day which pressures firms to come
up with competitive products. To produce innovative products, firms need to encourage
creativity in all of its units (Parjanen, 2012). It serves as the prerequisite of innovation and
competition (Lu et al., 2019). Organizations and their leaders have to manage creativity
to keep a competitive edge (A. Lee et al., 2020; Wen et al., 2017) and leadership remains a
vital component of the organizational environment. It is also evident that different styles of
leaders have different impacts on employee performance, organizational success, and level
of creativity in subordinates (Rabbani et al., 2014). A leader’s particular behavior is the
style of the leader which the leader opts-in for work settings. Research on leadership has
continuously identified three major and common leadership styles named transactional,
transformational, and laissez-faire leadership (Voon et al., 2011). Employees are basic assets
of an organization and a reasonable competitive advantage can’t be accomplished without
their genuine interest. It becomes significant to use appropriate leadership style and suf-
ficient support by the organization to induce perception in employees of being a valuable
and momentous resource of the firm.. Such movement by the leadership and organization
will push workers to put more exertion into their jobs and spur creativity.

Employees depend on their leaders to get obvious direction on the most proficient
methods to work. They attain support to improve their creativity level, especially in
the case when the leader is transformational (Cheung & Wong, 2011a). Leaders have to
comprehend their transformational method for directing creativity (Jaiswal & Dhar, 2015).
Transformational leaders are considered as successful to cultivate organizational learning
as well. Enhancing learning and creativity all through the organization will upgrade nu-
merous new thoughts for enhancing its managements” quality. Individuals tend to be set
out conveying their new thoughts (Imran et al., 2018; Sutanto, 2017). The connection be-
tween TL and organizational learning improves expert cooperation around issues related
to leaders and organizations. This further promotes education and learning. The idea of
"instructor as a learner” is a way to change and viability of an instructive establishment
(Kurland & Hasson-Gilad, 2015). Leaders who make reason, develop trust, and support
better; approaches for taking care of issues empower a procedure for learning to occur
(Jogulu, 2011).

Transformational leadership also tends to help in changing an organization to a learning
organization and experience natural difficulties. An organizational manager’s style of lead-
ership assumes an imperative part in creating organizational learning. It is vital for leaders
and their supporters to ceaselessly learn and share their insight to achieve better execution
(Mirkamali et al., 2011). Transformational leaders show considerations by listening mind-
fully and giving careful consideration to their adherents’ requirements for accomplishment
and development by going about as guides or mentors while urging them to progress by
assigning them with more goal oriented tasks, to build up their maximum capacity (Avolio
et al., 2004; Kark & Shamir, 2002). Organizations’ learning culture influences exploitation
and exploration in the association and consequently becomes a vital factor in enhancing
singular creativity. Organizations are expected to enable supervisors, to build EC by plan-
ning to incorporate OLC to expand EC (Y. ]. Lee et al., 2015).

Creativity is an extremely mind boggling wonder and sets off individual and logical
elements that impact various domains. EI can be a noteworthy wellspring of EC (Rodrigues
et al., 2019). People with EI apply their intellect and sentiments both to strap up their
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aptitude to imagine and make something innovative and valuable. Employees with an
abnormal state of EIl have a higher ability to think of kind ways, evaluate various decisions,
and turn out with unique contemplations in their work-life (Jafri et al., 2016; A. N. Lee &
Nie, 2014). Leaders with high EI may be more ready to fuse emotional ideas and apply
to persuade power instrument in the scenario (A. Y. Zhang et al., 2011). Inside the work
environment; where support trade is advanced among associates and leaders, this can help
individuals to build up a feeling of power, and along these lines result in a more elevated
amount of engagement in the creative procedure (Carmeli et al., 2013).

Creative workers help the association in desired advancement; it winds up noticeably
basic for associations to distinguish and see how the creative capability of their employees
could be released (Gupta & Bajaj, 2017). This study is expected to additionally expand the
current literature of creativity by presenting new relations that may impact an employee’s
creativity in the context of OLC. In past literature, different studies are available to explain
the dependence of EC on TL by taking diverse factors mediating the connection between
transformational leadership and employee creativity like task conflict, relationship conflict,
and knowledge sharing and others (Cheung & Wong, 2011a; Henker et al., 2015; Mittal &
Dhar, 2015; Qu et al., 2015; Rabbani et al., 2014). Hence this study aims to test the associa-
tion of TL and EC with the mediation of POS and OLC. It also aims to test the moderation
of a leader’s EI and PE among the TL and EC relationship. The objectives of this study to
overcome these slits are:

* To examine the impact of Transformational Leadership on Employee Creativity.

¢ To test the mediation of Perceived Organizational Support (POS) and Organizational
Learning culture between the association of TL (Transformational Leadership) and
EC (Employee Creativity).

* To ascertain the moderation of Emotional Intelligence on the link between Transfor-
mational Leadership and Employee Creativity.

¢ To test the moderation of Emotional Intelligence on the association of Perceived or-
ganizational support and Creativity.

* To check the moderating function of Emotional Intelligence on the association of Or-
ganizational Learning Culture and the Creativity of the employee.

¢ To examine the moderating role of Psychological Empowerment on the relationship
between Transformational Leadership and Perceived Organizational Support.

¢ To assess the moderation of Psychological Empowerment (PE) on the connection of
Transformational Leadership (TL) and Perceived Organizational Support.

2 Literature Review

2.1 Transformational Leadership and Employee Creativity

Transformational leaders are the ones who remain adherent to rise above their self-interests
and have a significant and phenomenal impact on subordinates (Robbins et al., n.d.). TL
is portrayed as a style by which leaders move disciples through vision with an assessment
mission (Bai et al., 2012; Suifan et al., 2018). The transformational of leadership is emphat-
ically connected with the creativity of the employee (Rabbani et al., 2014). It is an evident
supporter of creativity by improving devotee and social recognizable effect on the follower
(Henker et al., 2015; Qu et al., 2015). Creativity is the way toward producing novel or help-
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ful thoughts.The employees may show creativity in different ways, including dealing with
an issue or tolerating an open entryway and using it to develop additional organizational
thought (Barringer & Ireland, 2015). Creativity has been exceptionally esteemed and exten-
sively examined for a long time in various fields, for example, business and brain science,
and is a critical capability for human resources (Ma & Jiang, 2018). EC is improved by
TL through the group level systems of group conflict and mutual learning. . TL oversees
struggle, encourages information sharing, and upgrades remarkable creativity in a group
setting (Bai et al., 2016; Gong et al., 2009).

H;: Transformational leadership has a positive effect on employee creativity.

2.2 Transformational Leadership and Perceived Organizational Support

TL is observed to be identified with POS. POS is an employee’s common perspective, about
how much their leaders esteem their commitment and think about their prosperity (Eisen-
berger et al., 2002). Supervisors can assume a basic part in the work environment since
they oversee employees, and set part desires and execution standards (Koseoglu et al.,
2017). At the point when employees emphatically recognize their mentor with the or-
ganization, a transformational form of leadership is decidedly identified with sentiment
being maintained and esteemed by the entire business. This carries significant results as
far as an emotional connection to the organization is concerned and when the manager
isn’t distinguished to the organization, TL does not degree to POS (Stinglhamber et al.,
2015). TL decidedly influences POS. At the point when workers feel immovably connected
with their supervisors, they apt to be emotionally involved with organizations. Transfor-
mational leader utilizes POS strategically actuate creative considerations among his or her
employees (Cheung & Wong, 2011a). Hence, after reviewing the existing literature, we
propose that there is a positive relationship between TL and POS.

Hj: There is a positive association between transformational leadership and perceived or-
ganizational support.

2.3 Perceived Organizational Support and Employee Creativity

Employees depend on a transformational form of leadership to give obvious direction on
the most proficient method to make great utilization of assignment for improving the cre-
ativity level (Cheung & Wong, 2011a). The more organizational support is provided to
the employees, the more creativity , we get in the employees’ performance (Akgunduz &
Eryilmaz, 2018). POS improves a few measurements of EC in the organization (Suifan et
al., 2018). Employees tend to be more creative when they comprehend the significance of
the task assigned. They additionally exhibit essential performance when the leaders guide
them for viable procedures for accomplishing creativity (X. Zhang & Bartol, 2010). There-
fore, after scanning the past studies, we propose that there is a positive association between
POS on EC and POS also serves an intervening role in the relationship between TL and EC.
Hj: There is a positive association between perceived organizational support and employee
creativity.

Hy: Perceived organizational support mediates the association of transformational leader-
ship and employee creativity.
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2.4 Transformational Leadership and Organizational Learning Culture

TL gives the best outcomes when an association is encountering quick change and is a basic
impetus behind psychological security and learning culture (Nemanich & Vera, 2009; Vera
& Crossan, 2004). The present competition expects firms to transform themselves to be
prepared (Joo & Shim, 2010). OLC gives many-fold perception of employees (Nemanich &
Vera, 2009), and there are various dimensions of OLC like psychological safety, openness
to diversity of opinions, and participation in decisions making. A culture in which people
are associated with deciding future strategies , TL will likely brace people to interest in
decision making by articulating a sensible key vision and motivation, particularly called as
learning culture of participative decision making (Nemanich & Vera, 2009).

It is identified by previous efforts that there is a positive and significant impact of TL
on organizational learning (Lam, 2002; Zagorsek et al., 2009). This style of leadership is
useful for picking up regard and confidence from supporters and urges workers to com-
mit additional efforts towards organizational development. Transformational leadership
encourages OLC by motivating individuals’s esteem and their vision (Shao et al., 2017).
Hence, after reviewing existing researches, we propose that there is a positive relationship
between TL and OLC.

Hjy: Transformational Leadership has a positive association with an organizational learning
culture.

2.5 Organizational Learning Culture and Employee Creativity

While outlining techniques,the supervisors can build EC by making organizational learn-
ing conditions because OLC enhances the EC (Yoon et al., 2010). Employee learning presen-
tation will most likely overhaul EC after some time, since time is required for an employee
to research, learn, and create (Gong et al., 2009). Hence, we propose that OLC positively
affects the EC and OLC intervenes in the association of TL and EC.

Hg: Organizational learning culture has a positive effect on employee creativity.

Hy7: Organizational learning culture intervenes in the association of transformational lead-
ership and employee creativity.

2.6 Moderating Role of Emotional Intelligence

El is an individual’s capacity to assess feelings and emotions in the self as well as other
people.It comprehends the importance of these emotions, and direct one’s emotions (Asrar-
ul Haq et al., 2017; Robbins et al., n.d.). El is an arrangement of cognitive capacities, which
depends on the idea of emotions and intelligence both coordinated and interlaced. EI and
EC were found more related and wound up more grounded in a circumstance where the
individual has a solid propensity of being proactive (Jafri et al., 2016; X. Zhang & Bartol,
2010). The way, leaders deal with their feelings and their employee’s feelings are verifiably
connected to the creativity of the employees (Castro et al., 2012). High EI is also strongly
linked to the creative performance of the employees in the workplace (Darvishmotevali et
al., 2018; A. N. Lee & Nie, 2014). A leader’s EI positively affects the employee’s ability to be
more creative and facilitates a constructive psychological environment which additionally
enhances employee creativity (Gupta & Bajaj, 2017).

Individuals who have high EI regularize their feelings by helping other people. Show-
ing generosity makes them feel dynamic and they can exhibit more creativity accordingly.
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Encountering positive feelings activates the intellectual arsenal, such that individuals’
scholarly and emotional resources are improved. This consequently elevates employees
to take part in seeking out and investigation (Carmeli et al., 2013; Sdnchez-Ruiz et al., 2011;
Zhou, 2003). So, we propose that a leader’s EI may strengthen the association of POS and
EC, OLC and EC, and TL and EC positively or negatively.

Hg: Aleader’s emotional intelligence moderates the association of perceived organizational
support and employee creativity.

Hy: The leader’s emotional intelligence moderates the association of organizational learn-
ing culture and employee creativity.

Hio: A leader’s emotional intelligence moderates the association of transformational lead-
ership and employee creativity.

2.7 Psychological Empowerment and Perceived Organizational Support

Employees tend to participate more effectively if they are rewarded (Baird & Wang, 2010).
PE is an inclination for subordinates to give self-sufficiency on their regarded work by
reducing through the qualities of the workplace (Erdogan & Bauer, 2009). Leadership em-
powerment is characterized as a degree up to which managers articulate trust in their work-
ers’ capacities, accentuate the importance of their workers” work performance, including
their workers in basic leadership, and lessen or evacuate practical imperatives on their
workers (X. Zhang & Bartol, 2010). PE consists of four dimensions as meaningful work,
competence, autonomy, and impact.The kindness and PE of a leader maybe, to some ex-
tent, upgrade POS help and job execution (Chan, 2017). So, we propose that the moderation
of PE may exist in the relationship between TL and POS.

Hj;: Psychological empowerment moderates the association of transformational leader-
ship and perceived organizational support.

2.8 Moderating role of Psychological Empowerment

It is probable that more the workers see an institution giving continuous knowledge open-
ings, empowerment, supportive involvement, and key leadership, the more likely they will
be sensitively bonded to the organization (Joo & Shim, 2010). The factors of PE have the
capability of predicting organizational learning respectively. It means that by focusing on
psychological empowerment, it can be anticipated that the learning environment in the
organization to be improved (Safari et al., 2011). Hence, after reviewing the past literature,
we propose that the PE may strengthen the association of TL and OLC. The higher the
psychological empowerment and advancement center, the more prominent will be the ca-
pacity to improve EC. There is a positive and significant effect of PE on EC (Tung, 2016). PE
establishes the procedures that connect leadership to creativity. PE assumes an essential job
to improve creativity in the employees of the association (Sun et al., 2012). Managers with
an enabled outlook can show change-arranged authority practices in connections with sub-
ordinates. Employees contribute all the more legitimately in the creative decision-making
process when a more grounded connection was found between remunerations and em-
powered conduct (Baird & Wang, 2010). Thus it is expected that PE has the potential to
moderate between TL and OLC.

His: Psychological empowerment moderates the association of transformational leader-
ship and organizational learning culture.
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Figure 1: Conceptual Framework of the Study

Hi3: Psychological empowerment moderates the association of transformational leader-
ship and employee creativity. The figure depicts the mediated moderated relationship
between the constructs. TL is an independent variable and EC is a dependent variable.
There are two mediating variables i.e. Perceived Organizational Support and Organiza-
tional Learning Culture. Psychological Empowerment and Emotional Intelligence are the
moderating variables.

3 Methodology

3.1 Sample and Procedure

The quantitative data was collected for this study through a survey questionnaire from the
teaching faculty of the top 10 universities of Lahore. The target population of this study was
higher educational institutions of Lahore, Pakistan. Data were collected from the selected
sample of the teaching faculty of these educational institutions. The target population of
this study was estimated to be 6127 faculty members. A total set of 600 questionnaires
had been distributed and 350 were returned in a complete form. This sample size was
calculated from the online sample size calculator by taking a 95% confidence level and 5%
margin of error. So, the data has been collected from 350teachers included in the study with
a response rate of 58%.

3.2 Measurement Scales

The 5 points Likert scale was used to test all the variables of the study. Anchors for the
responses correspond to 1 for Strongly Disagree to 5 for Agree. The instrument or ques-
tionnaire of transformational leadership has been taken from the initial research of Kirk-
bride (2006) contains 11 items. These items have been further tested in the various pre-
vious researches (Li et al., 2015; Megheirkouni, 2017; Mirkamali et al., 2011; Suifan et al.,
2018). Employee creativity scale was developed in the research of Zhou & George (2001)
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and further tested by Ozaralli (2015) with 13 items. Emotional intelligence was an adopted
instrument of 16 items from the past literature (Law et al., 2004) further tested by enough
studies (Carmeli et al., 2013; Darvishmotevali et al., 2018; Jafri et al., 2016; Tsai & Lee, 2014).
Perceived organizational support has been tested by the instrument developed by Rhoades
& Eisenberger (2002) with 8 items. The instrument for PE was initially designed by Spre-
itzer (1995). This instrument was further tested in many studies (A. N. Lee & Nie, 2014;
Safari et al., 2011; X. Zhang & Bartol, 2010). The instrument consisted of 12 items to test the
PE in this research OLC is tested by using 9 items instrument used by Nemanich & Vera
(2009).

4 Analyses and Results

The findings showed that 67.4% of respondents were males and 32.6% of respondents were
females. The findings showed that 37.5% of respondents were highly qualified as above
16 years of education, 62% have 16 years of education and 0.50% were below 16 years of
education. The standard deviation for gender was 0.469, for education was 0.494, and for
age 0.736. PLS (SEM) technique was applied to check the dependency of different variables
statistically. Multivariate regression and correlation of different variables were performed.
Smart PLS software for PLS (SEM) was initially designed by Ringle et al. (2012).The present
research is purely based on reflective measurement models (Coltman et al., 2008).

4.1 Convergent Validity and Outer Loadings

Convergent validity value is assessed by outer loading values, inner values, and average
variance extracted (AVE) criteria given by Fornell and Larcker (1981).The reliability of the
indicator is measured with the help of outer loadings. Table 1 shows that the indicator is
valid for what we want to positively measure. In the past literature, it is mentioned that the
significance and acceptability level of the outer loading values is at 0.5, and 0.7 is an ideal
value (Chin et al., 1998; Hair Jr et al., 2016; Ringle et al., 2012).
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Table 1: Factor Loadings, Reliability, and Convergent Validity

Factor Cronbach’s Composite = Average
Loadings Alpha Reliability Variance
Extracted
(AVE)
EC1 0.725
EC11 0.637
EC12 0.604
EC2 0.745
EC3 0.684
EC4 0.735
EC5 0.619
EC7 0.643
EC8 0.652
EC9 0.667 0.865 0.892 0.52
EI 0.859
EI2 0.825
EI3 0.842
El4 0.777 0.844 0.896 0.682
OLC1 0.793
OLC2 0.779
OLC3 0.832
OLC4 0.694 0.778 0.858 0.602
PE 0.854
PE2 0.879
PE3 0.877 0.84 0.903 0.757
POS1 0.813
POS2 0.75
POS4 0.688
POS5 0.719
POS7 0.74
POS8 0.766 0.841 0.883 0.558
TL1 0.803
TL2 0.795
TL3 0.691
TL4 0.825 0.785 0.861 0.609

4.2 Discriminant Validity

33

Discriminant validity shows the pointers of latent constructs (variables) are not at all like
and distinct from one another (Urbach et al., 2010). In PLS; cross-loadings and Fornell and
Larcker criteria is used for it as shown in table 2 (Fornell & Larcker, 1981). The diagonal
values of the table show the average value extracted of each variable. The comparison
of diagonal values with the values of other values depicts that the AVE of the variable is
greater value with that particular variable as compared to the AVE with other variables.
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Table 2: Discriminant Validity

EC EI OLC POS PE TL
EC 0.673
EI 0.696 0.826
OLC 0.639 0.804 0.776
POS 0.425 0.354 0.458 0.747
PE 0.328 0.393 0.483 0.598 0.87
TL 0.383 0.375 0.451 0.601 0.541 0.78

4.3 PLS Structural Model and Mediation

In PLS SEM Structural Model, the coefficient values of different relational paths of the
model describe the strength or dependency of one latent varialble on another latent vari-
able. The coefficient value of different paths more than 0.30, it shows the effect of one vari-
able on another variable (Sarstedt et al., 2014). By performing bootstraping in the SmartPLS
, the importance of coefficient value could be realized (Hair Jr et al., 2016).

girdn

N

&= 2] 8] |12

<

Figure 2: Mediation Relationship

Figure 2 depicts the direct and indirect relationships between different latent variables
by linking the variables with an arrow. At the first, to check the impact of TL on EC, the
path coefficient value is 0.035 which shows that the direct relationship of these two does
not exist. It means there might be full mediation of mediating variables. The next is the
relation between TL and POS. The path coefficient value between TL and POS is 0.607. It
shows that there is a positive relationship between TL and POS, in other words TL impacts
60.7% on POS. The path coefficient value between POS and EC is 0.158, which shows a
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positive relationship exists between the POS and EC but up to some extent. In other words,
the positive change in POS will show a 15.8% positive change in EC. The path coefficient
value between the relationship of TL and OLC is 0.453 which shows a positive relationship
between TL and OLC. It further depicts that if we increase TL by 100%, it will increase the
OLC by 45.3%. Next is the path coefficient value of OLC and EC. The coefficient value is
0.554, which shows a 100% positive change in OLC will change EC by 55.4%. Bootstrap
results show that the T value is >1.96 and P-value is < 0.05 for the acceptance or rejection
of the hypothesis. Both these values are valid for our mediation model as shown in table 3.

Table 3: Specific Indirect Effects
Original  Sample T Statis- P Values Hypothesis  Supported

Sample Mean tics

()] (™M)
TL -> 0.251 0.251 7.54 0 H7 YES
OLC ->
EC
TL -> 0.096 0.098 2.45 0.015 H4 YES
POS >
EC

4.4 Moderation

The criteria for moderation is the same as a path coefficient value more than 0.30 show
that the moderation exist. The sign of path coefficient value positive or negative, depict
whether moderation strengthens the relationship or weaken the relationship of latent vari-
ables (Hair Jr et al., 2014). The following figure shows the moderating effect of a leader’s
El and PE.

For the moderating effect of Leaders’ EI on the relationship between TL and EC, the
path coefficient value is —0.055, it means negative moderation exists. It shows EI weaken
the relationship between TL and EC by 5.5%. Next is the moderating effect of the Leader’s
emotional intelligence on the relationship of POS and EC, the path coefficient value is -
0.114, it means negative moderation exists. It shows EI weakens the relationship between
POS and EC by 11.4%. Further from the path analysis, the moderation of EI on the rela-
tionship between OLC and EC is checked. The path coefficient value is -0.024, it means
negative moderation exists between OLC and EC. It depicts that EI weakens the relation-
ship between OLC and EC by 2.4%.Subsequently, the path coefficient value of moderation
of PEon the relationship between TL and EC is 0.111. It means PE strengthens the rela-
tionship between TL and EC by 11.1%. The path coefficient value of moderation of psy-
chological empowerment on the relationship between TL and OLC is 0.048. It means PE
strengthens the relationship between TL and EC by 4.8%. The next is the moderation of
psychological empowerment on the relationship between TL and POS. The path coefficient
value is -0.021. It means psychological empowerment weakens the relationship between
TL and POS by 2.1%.
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Figure 3: Moderation

5 Discussion and Conclusion

The present research examines the effect of TL on EC in the context of POS. The results
of the study do not support this hypothesis. It shows the opposite results as compared
to previous researches (Qu et al., 2015; Rabbani et al., 2014). A reason is in this study the
mediation of OLC and POS is supported i.e. full mediation. The indirect relation between
TL and EC is accepted but the direct relation is not proved. Past literature also supports the
results of the current study that there is a positive association between TL and POS (Cheung
& Wong, 2011a; Stinglhamber et al., 2015). The positive effect of POS on EC is also explored
by this study and realized same outcomes as studies of Cheung & Wong (2011b), Suifan
et al. (2018), Akgunduz & Eryilmaz (2018) and X. Zhang & Bartol (2010). Unluckily, the
mediation of POS has not been tested before in the higher education sector. So, the current
study shows the consistent results of mediation of POS as to the past literature available
between TL and EC (Akgunduz & Eryilmaz, 2018; Cheung & Wong, 2011a; Stinglhamber et
al., 2015; Suifan et al., 2018; X. Zhang & Bartol, 2010).The relationship between TL and OLC
has been tested via H5. This hypothesis is also accepted in the results of the current study.
The past literature also supports the results of the current study i.e. TL has a positive impact
on OLC (Lam, 2002; Shao et al., 2013, 2017; Vera & Crossan, 2004). However,the effect of
OLC on EC could not be established through this study.

The results of this study show the insignificant positive of OLC on the EC relationship.
There are many studies available in which the positive and direct relationship between
OLC and EC has been tested, and the findings show a positive impact of OLC on EC (Gong
et al.,, 2009; Hahn et al., 2015; Yoon et al., 2010). OLC has been proved to be an intervening
aspect between TL and EC.So, the current study shows the consistent results of mediation
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of OLC as to the past literature illuminated (Gong et al., 2009; Hahn et al., 2015; Vera &
Crossan, 2004). Leader’s EI moderates the association of POS-EC and OLC-EC relationship
could not be established by this study and hypothesis 8 and 9 were rejected by the data.
Unlike studies of Carmeli et al. (2013); Darvishmotevali et al. (2018) and Bhatnagar (2008),
this outcome contributes to not consider the role of EI of the leader for these outcomes.
Similarly, PE could not prove to be a moderator of the TL-POS association. This may be
because there is already a strong link between TL and POS, thus PE can serve better mod-
erator of other studies. Chan (2017) established the effect of PE on POS directly, unlike his
study we couldn’t realize the same outcome. This is also the case with the moderation of
PE which could not be realized by this data on TL-OLC association.

This result was inconsistent with the notion provided by Joo & Shim (2010) and Safari
et al. (2011). Besides these unexpected outcomes, we realized that PE moderates the TL-
EC relationship. This is because, on an individual level, leaders have a greater margin to
influence employees by instituting empowerment like PE. This upshot is consistent with
Tung (2016), X. Zhang & Bartol (2010), and Ozaralli (2015), who assumed moderation of
PE for several organizational constructs. With the help of this research, the leaders like
heads of department, heads of the institutions may learn “how to create creativity in the
workplace” and how they can get innovative and creative ideas from the teaching faculty.
With the teacher’s work ending up increasingly mind-boggling and requesting, teacher’s
PE unavoidably becomes progressively pivotal to teacher’s ideal working in the work envi-
ronment, especially to stay roused and focused on their professional roles. There is a basic
requirement for educators to give more regard for build up teacher’s PE in both pre-service
promotions in service improvement programs, especially in upgrading teacher’s sense of
importance, fitness, independence, and effect. At the point when teachers feel enabled in
their workplaces and from the work they do, they would be bound to feel satisfied with
their activity and feel submitted towards their association and profession.

5.1 Limitations and Future Research

This study tested the direct and indirect relation of transformational leadership and EC
through the mediation of POS and OLC. The study presents valuable and fruitful results
in the field of research in the education sector but still has some shortcomings. The data
has been collected only from the higher education sector with a limited sample size.Cross-
sectional data collection method was used in which data has been collected in a single
attempt.The results of the study cannot be applied to every type of organization because the
responses have been taken from the higher education sector.Future research might address
multilevel factors situations in which, there is a need for teams to be creative. To make
results more generalize, it is suggested to do more in-depth research on comparative results
of the higher education sector and the school education sector.
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1 Introduction

Due to changing demands and expectations of the customers, international obligations,
cost, innovation and technological advancements, it can be observed that the organiza-
tional change statistics enormously rise in accordance of globalized trend (Mousa et al.,
2020). In the global scenario, organizations will undoubtedly contend with each other to
remain leading. So different organizations proceed on their way and access the best ap-
proach to prospects and flourish. One of those opportunities includes business merger and
acquisition (M&A). In this specific circumstance, organizations have been seriously utiliz-
ing these strategies as key instrument for the rebuilding of the corporate sector. Initially,
these patterns were reserved to United States and United Kingdom but now it has also
been implemented by the emerging nations (Kouser & Saba, 2011).

Banks are an integral sector in financial mechanism that is helpful for economic devel-
opment. The banking sector of Pakistan claimed competitiveness and high growth. It plays
vital role in economic development expanding businesses and in investment opportunities.
Further there is great role in poverty alleviation and economic advancements as well. Pak-
istan’s banking industry was the most inefficient sector of the economy, with the passage of
time financial sector growth hence the deregulation is changed, such that it became highly
profitable and competitive industry (Kishwar & Ullah, 2019).

In the grid of M&A, Pakistan’s banking industry for the last many years remains con-
sistent with a State Bank of Pakistan (SBP). It requires all banks to maintain their minimum
capital requirement. Therefore, a bank’s only choice is to merge or acquire themselves in
order to maintain required level of capital. Monetary domain of Pakistan is the major area,
that is concerned in structural change i.e. merger and acquisition. Of 48 agreements of
merger; 15 agreements were linked to monetary domain as mentioned by competent au-
thority - Competition Commission of Pakistan (CCP) . CCP establishes guidelines having
preferences of M&A in order to help and ensure healthy competition among the companies
for the sake of country’s economy and development. Monetary region consists of 83 out
of 121 mergers as indicated by Karachi Stock Exchange (KSE). On the other hand, banking
region contains 3 acquisitions from 14 and 72 acquisitions from 208 as reflected by KSE
and CCP correspondingly (Abbas et al., 2014). Thus, banks are playing out a significant
and noteworthy role and indicate a huge effect on the economic progress of the country
Jhelping in alleviating poverty (Zafar & Sulaiman, 2020). Almost every sector is playing
significant role in country but banking sector growth is much higher (Abbas et al., 2014).

M&A are the most helpful business procedure utilized by various organizations in dif-
ferent divisions. There is a tremendous impact of M&A on the financial business in every
country and around the world. As mergers and acquisitions (M&A) has become abso-
lute strategy for rapid growth, most companies have adopted which is beneficial not only
for top management but also for stakeholders like employees, communities, and the en-
tire economy (Hassan & Lukman, 2020). Though M&A causes transformational changes
that completely alters organization’s current operating structure (Bari et al., 2016) but,
many bank officials have endured and experienced a few psychosomatic impacts of this
change like anxiety, lack of confidence, depression and distress (Goyal & Joshi, 2012).
The philosophies of planned organizational change are commonly encircled within Lewin
(1947) framework. The three-phase change model indicates the step wise stages of un-
freezing, changing and refreezing. Therefore, workers are required to participate e and re-
main interconnected to managers about the problems concerned with change activity. For
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this, the communication practices based in under-pinning Kurt Lewis’s theoretical model
suggest that properly structured messages or change related communication successfully
administers change process (Armenakis et al., 2000). It can avoid the change resistance
or distress by the employees. Change related communication is not just the premise of
human understanding; it is a valuable portion of the change management strategy that
assists stakeholders to comprehend what is changing and why and how it will explicitly
influence them. In order to ensure the process of changing the program successful in any
organization, there is an absolute need to formulate a better communication network. The
distresses of change may be resolved through effective communication. This would help
for making the change strategy successful and enhancing job satisfaction. Ultimately satis-
fied employees tend to be more dedicated and committed towards their job.

This study is unique, it analyzes workers enhancing their self-belief, self-esteem, ac-
knowledgment and degree of self-perception about the proposed change experience like
job satisfaction as an essential mediating mechanism that deals and overwhelms the emo-
tional reaction of a employee who prefers to leave the organization at the time of change
and makes them committed towards organizational goal. Empirical research shows that
individuals have endured and encountered psychosomatic effects of mergers like anxi-
ety, uneasiness, insecurity and lack of certainty. As a result it decreases organizational
commitment as well as reduction in work progress. Therefore, the present study intends
to deal with ensuring change related communication in establishing employee’s confi-
dence through job satisfaction particularly of banking officials with regard to organiza-
tional change i.e. NIB- Muslim Commercial Bank (MCB) merger which are two Pakistani
private banks.

The aim of this paper is to examine the impact of change related communication to
the workforce with the mediating effect of job satisfaction on organizational commitment
as a reaction to change. Study helps gain imperative insight for the change managers,
policy makers, of banking sector organizations in Pakistan to provide a way forward for
mitigating employee response as a change reaction.

Literature suggests that around 70% change programs fail, it is further evident during
the change process Organizational productivity and performance diminishes about 40%
to 60% , due to lack of determining to manage the major cause of low productivity, less
commitment and high turnover of the of the employees (Will & Mueller, 2020). As Kyaw
& Classen (2010) and Shin et al. (2012) indicated reduction in employee’s commitment and
high turnover of employees during change initiatives have adverse effect on productiv-
ity of the company. The fact is that organizations implement change program in order to
attain high progress in work performance as well as productivity. In order to fulfill the
required objective of organizational change, present study enhances the literature that fo-
cuses on employee’s commitment through effective change related communication. A few
researchers contend that the results of organizational change rely upon individual and or-
ganizational situations. The literature is inconclusive on the effects that change, and related
satisfaction have on employees but much of the organizational change literature comes
from lab studies or small-scale change events, and other studies including radical trans-
formations have come from corporate environments (Smollan, 2015). This has left a dark
area on large-scale radical organizational change in other environments, such as education
and banking where organizational transformations of such magnitude are less considered.
Present study fills this gap and has studied the large-scale change event wrapping banking
sector of Pakistan.
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2 Literature Review

2.1 Change related Communication

Marchalina & Ahmad (2017) argued that communication is a two-way process of sharing
information. The effective change related communication bridges the gap between individ-
ual and group. The effective change related communication is helping individuals as well
organization to move from where they are now to stunning future (Hultman, 1995). Com-
munication related to change is knowledge swap and occurs in three magnitudes, which
are top to bottom, bottom to top and horizontal. It is significant for company to impart
on organizational change with employees since shabby or weak degree of correspondence
where the people may reflect resistance due to clarity, doubts and fear about the proposed
change. Thus, change related communication is basic for change success employment (Ah-
mad et al., 2017).

2.2 Job Satisfaction

Job satisfaction is characterized as a supportive, optimistic and passionate status about an
individual’s indebtedness to their own activity or experience about their job (Locke, 1976).
Robbins & Judge (2013) elaborated Job satisfaction as the general disposition of a person
toward their work. In basic words, the idea insinuates the point to which an individual
likes their work related matters; it includes work conditions, incentives, rewards, security,
promotion, and supervisory support. Agho et al. (1992) viewed it as an essential idea in or-
ganizational studies that looks into on the responses or reactions workers have with respect
to their employments. Whereas, Valaei & Rezaei (2016) view it from a general perspective
which signifies to a person’s basic mentality with respect to the job activity or in context to
certain components of the work activity.

2.3 Organizational Commitment

It is a type of bonding and association. The procedure by which they established, this re-
search concentrated on affective organizational commitment (Tran et al., 2020). Organiza-
tional commitment is considered as a bond between the employees and the working place.
Mowday et al. (1982) study affective commitment is commonly characterized as devotion
to the association, recognition and association with the firm (i.e., dignity in the corporation
and performance of the objectives of the company and wish for participation in the firm
i.e., the eagerness to put forth an individual attempt for the benefit of the company. Simi-
larly, this indicates to an individual’s affective responses to qualities of his engaging firm.
It relates about sentiments of association to the objectives and morals of the corporation,
one’s job corresponding to this, and association to the firm for the betterment of its own
(Ekhsan, 2019).

2.4 Change Related Communication to Job Satisfaction

No doubt, the achievement of smooth execution of change in organizations relies on the
workforce, primarily organizations just proclaim change; and implementation depends
upon the internalization of the workforce. Research has identified a positive relation be-
tween effective transparent communications with the employee’s job satisfaction. It means

JBE, Number 12 (2), pp. 44-66



48 JOURNAL OF BUSINESS & ECONOMICS VOL. 12 ISSUE 2

that establishing good working relations through change communication by the adminis-
tration to the workforce increases work indulgence. In an organization, it is required to
supply appropriate information to the workforce in order to make them well aware and
ready to cope up with new challenges, new tasks, and new setups (Marchalina & Ahmad,
2017). Similarly, Syahmi et al. (2019) indicated a positive relationship between change com-
munication and job satisfaction; arguing that the communicators should not keep informa-
tion with them, rather employees should be well aware and up to date about the suggested
changes. In order for them to make themselves ready, to accept challenges, and overcome
the fear in advance.

The study notifies that the hiding of information will reflect negative impact on em-
ployee morale, performance, work productivity, and thus create fear culture. The vroom’s
expectancy theory (Vroom, 1964) expresses that the performance of employee is built on
individual factors like personality, expertise, satisfaction with the communication. Em-
ployee will be more motivated and well satisfied once he gets full knowledge and well
informed with regard to change and its consequences Therefore, with the purpose to en-
sure the process of changing the program successful, there is an absolute need to formu-
late a better communication network. In this regard, Torppa & Smith (2011) highlighted
the worth of sufficient communication related to change readiness, that reports that more
than fifty percent satisfaction increases due to communication. Additionally, Femi (2014)
emphasized, establishing the shared understanding between managers, workers and con-
ducting a change awareness program improves employee’s work performance and work
satisfaction.

Efforts should be made to share the reasons, benefits and possible outcomes about the
proposed change and the related modification in their goals, objectives, policies and pro-
cedure. It was further suggested that in order to be comfortable and ready to meet the
new challenges and fulfilling the expectations, employees should be well aware and in-
terconnected. Employee’s feedback and reaction should be regularly observed and action
should be taken correspondingly. Consequently, this will benefit in resolving muddles and
misconceptions with regard to new structure. Yue et al. (2019) demonstrates that transfor-
mational leadership and dialogic communication established trust in the employee, which
ultimately improved job satisfaction. Thus, shared knowledge makes them responsive and
well equipped with a new challenging situation, whereas, the trust and enthusiasm will
boost their confidence in understanding regarding the need and urgency of the respec-
tive change creates satisfaction with their job. Thus, the organizational support and the
movement of information about launching the change program to the work force decreases
change resistance and improve job satisfaction.

Another researcher Rukmana et al. (2018) highlighted the worth of the progressive out-
come of organizational communication in uprising workforce motivation and job satisfac-
tion and reducing turnover intention and absenteeism. The positive effects of social inter-
active activities focused in the study reported that the valid and well-planned information
should be transferred to the personnel not only in formal structure but also by means of
various refreshing purposeful interactive manners. This may be done within the premises
or that may be conducted other than the working hours outside working zones to estab-
lish a healthier bond between the employee and the employer as this strong bonding leads
towards satisfaction and responds accordingly. This is additionally bolstered by Niculescu
& Voicu (2018) who found that an affirmative association between communication and job
satisfaction in the education sector and highlighted favorable outcomes of communication
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while managing the change and enhancing workers’ satisfaction with job. Kyei-Poku &
Miller (2013); Lumley et al. (2011) and Kaplan et al. (2012) highlighted the similar outcome
where communication was positively linked with job satisfaction.

Also, Simoes & Esposito (2014) cited that effective communication increases employee’s
acceptance to change, reduces fear culture which consequently raises their morale, partici-
pation and involvement in their work. As an employee will become more enthusiastic and
motivated, it will increase work satisfaction. Classically, Mintzberg (1973) reported statisti-
cally proven figures that reports leader’s utilize about three fourth or more of their job time
busy with variety of communication. Thus, there is a logical rationalization for this finding
proposes that, to some extent, communication related to change is better with regards to
within the organization challenges Klemmer & Snyder (1972) which leads to improve work
outcome as enrichment of worker’s job satisfaction.

Misconception during change will make a serious effect on change program as Kotter
& Schlesinger (1979) distinguished misinterpreting because of communication issues or
absence of knowledge and specific details as one of the principles purposes behind resis-
tance to change and reducing job satisfaction (Ahmad et al., 2017). Broaden this, Ayatse
& Ikyanyon (2012) specified that communication is expected to set up and disperse the
intentions of the organization. This is because the abilities and aptitude workers may have
which will empower them to display work practices proper and applicable to the perfor-
mance of the work task. It is additionally conjecturing that workers are probably going to
be progressively advantageous due to the clarity of role through communication. Through
effective communication with the employees, staff will get ensured that the change is bene-
ficial with regards to new challenges and thus will increase their performance and increase
job satisfaction among the employees (Rukmana et al., 2018).

In the banking and finance context, Ali et al. (2018) explore that individual factors such
as gender, age, character, marital status and organizational factors for example pay, growth
chances, transparent communication, acknowledgment and incentives. As it is expressed
in Vroom’s expectancy theory (Vroom, 1964) the need and expectation of individual is re-
lied upon effort which ultimately improved their performance, better reward and compen-
sation. Therefore, through change related communication employee gets assurance and
motivation with regard to change, consequently staff will get reassurance that the change
is beneficial and desired for the organization. The relationship of managers and peers with
the proper transparent communication with banking employees, benefits, job terms and
conditions, level of independence and job duration indicated a substantial optimistic asso-
ciation with job satisfaction, but the level of education of employees indicate insignificant
association with job satisfaction (Patil, 2020).

Correspondingly, distinguishing the complexity of M&A as a structural change context,
Angwin et al. (2016) determine the outcome of communications strategies in M&A and
attach to the emerging literature on this domain in an African, developing economy, sce-
nario. It endorses the significance of communication strategies in M&A and encompasses
initial conclusions on the significance of communication in post-acquisition incorporation
in American as well as European settings. Equally, Sattar & Ali (2014) indicated the pos-
itive relationship between both variables in banking contexts in Bahawalpur , Pakistan.
Expanding this, Nwagbara et al. (2013) focued on worth of change related communication
in order to enhance job satisfaction in banking employees of First Bank of Nigeria.
Therefore, on the ground of the preceding studies, it is hypothesized that:

H;: Change Related Communication positively related to Job Satisfaction.
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2.5 Job Satisfaction to Organizational Commitment

Fulfilled employees tend to be more dedicated and devoted as Musringudin et al. (2017)
suggested job satisfaction has a huge beneficial outcome on organizational commitment.
Employees with greater affective commitment and normative commitment are well-
satisfied workers. They are exceptionally delighted with their employments and experi-
ence positive feelings while working and want to remain part of the organization. Addi-
tionally, Yousef (2017) tested the association with job satisfaction and organizational com-
mitment. The mindsets regarding change in the organization, their scopes with staff indi-
viduals at the native government division of state of the UAE. The investigation uncovered
workers with adequate satisfaction with work conditions, pay, advancement, administra-
tive, collaborators support, job stability, and the general occupation fulfillment has a posi-
tive relationship organizational commitment.

Kaplan et al. (2012) reached a valid conclusion and demonstrated the similar outcome
that works Satisfaction was positively and considerably linked to job commitment. Never-
theless, connection was found between job satisfaction and persistence commitment. How-
ever, Hon et al. (2012) proposed a strong, yet remarkable, connection between job design
as a subset of satisfaction with job and affective commitment, and not a significant connec-
tion among other aspects of job satisfaction with the employment and commitment with
the entity. Similarly, Top & Gider (2013) found a considerable and supportive associa-
tion between employee satisfaction with their jobs , their commitment with their work and
working zone. Likewise, Ekhsan (2019) identified with respect to social exchange model,
tangible incentives like salary and other benefits make employees more dedicated and loyal
towards their job, as a result they decided not to leave their company. The organizational
socialization practice displays changes in specific outlooks and viewpoints of employees in
organizational commitment. It means when officials judge that their psychological agree-
ment is satisfied, employees create an implicit responsibility to respond to the organization
with positivity and energy that finally improves satisfaction with the job and employee’s
commitment with the organization Blau (1964). At the point when employees accept and
realized that an organization has satisfied them, their commitments in exchange of em-
ployment like the provision of sufficient work resources, sentiments of mental agreement
satisfaction are created (Suma & Lesha, 2013).

Additionally, Aggerholm & Thomsen (2020) reported that due to an increase in job sat-
isfaction, employee organizational commitment would rise that indicates a positive favor-
able reflection with regard to change initiatives. In banking context, Bailey et al. (2016)
confirmed positive effects of both variables to the Saudi Arabian financial institution em-
ployees. Further, Meral et al. (2016) highlighted that employees with strong devotion and
trust increased job satisfaction, thus enhances organizational commitment. So, it can be
viewed as employees after the new setup of the merger responds positively. Moreover,
Akiate (2018)) specified influence of job satisfaction on organizational commitment after a
bank’s merger and acquisition and found a positive relationship with a favorable outcome.
So, in the light of these studies, it is hypothesized that:

Hj: Job Satisfaction positively related to Organizational Commitment.

2.6 Job Satisfaction as a Mediator

Employees at variety of facets respond to job satisfaction differently; with sufficient infor-
mation with regard to change, it enhances their comfort and satisfaction with their work
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task and job. Therefore, the job satisfaction is realized to have an association with organi-
zational commitment. As indicated by Giri & Kumar (2007) that posed the positive associ-
ation between communication flow in the enterprise on employee’s satisfaction with their
job and satisfactory conduct of organizational task. For instance Earley & Mosakowski
(2000) endorsed that in order to enhance job performance and group effectiveness, the com-
munication pays a vital role to build up strong organizational culture and environment. Ef-
fective internal communication enlarges greater job satisfaction, which also infuses enthu-
siasm and capabilities of an organization (Gray & Laidlaw, 2004). Thus, efficient communi-
cation and employee communication satisfaction affects working relationship and thus im-
proves job satisfaction as well as organizational effectiveness. While Kucharska et al. (2019)
demonstrate that the job satisfaction is a durable moderator for collaborating information
and company culture dimensions. It furthermore, results in deprived organizational com-
munication, including decreased employee assurance, greater employee turnover, greater
absenteeism, enlarged industrial unrest and reduced productivity. Further, Ke et al. (2020)
mentioned employee having fully satisfaction with the work environment including suffi-
cient information or change related communication has positive effect of job satisfaction.

The role of effective leadership cannot be ignore such as Markiz et al. (2017) argued
that systematic change related communication has a significant influence on the job perfor-
mance where job satisfaction is a mediating variable. It makes relationship stronger and
more influential. The persuasive leadership improves work relationship in crucial time of
change where it enhances employee dedication for example like Rahman & Rashid (2018)
posed the transformational leadership leads organizational commitment towards organi-
zational change, since effective leadership establishes exceptional work bond between the
employees, thus it improves satisfaction of staff with regard to change. The satisfaction of
the workers lead to organizational commitment that reflects on workers” motivation and
dedication towards their job which is positive sign that employee accepts the change. In
Pakistani banking sector, Safdar & Liu (2020) mentioned that organizational justice sig-
nificantly influences banking employee’s commitment. As organizational justice provides
employee inside view or perceptions of justice and equality in the work environment which
leads to job satisfaction, whereas, employee positivity and enriched job satisfaction shows
expanding in organizational commitment.

Thus, this study filled the gap to comprehend the stimulus of change related commu-
nication on organizational commitment with the mediating effect of job satisfaction. This
finding indicates the evidence from the literature that the change related communication
improves satisfaction with job by employee that reflects supportive and healthy response
about the structural change via strengthening the organizational commitment.

Therefore, it is hypothesized that:
Hs: Job satisfaction mediates the relationship between change related communication and
organizational commitment.

Figure 1 indicates conceptual framework as per Kurt Lewin theory (Lewin, 1947),
change related communication was verified to be the indispensable factor of unfreezing
employee because in an organization, it is obligatory to be responsible for facts in order
to make employee well aware and all set to deal with new-fangled challenges, new odd
jobs, and new arrangements. Moreover, the communicators better not cling to facts with
employee, rather employees are duty-bound to be well-aware and advanced about the
sustained variations as a result that they possibly will make them all set to agree to take
challenges and overcome the anxiety in advance. The current research lets know that the
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walloping of information will replicate undesirable influence on employee spirits, presen-
tation, and work productivity. The verdict let slip that transformational management and
communication proves unfreezing deed in employee, which progresses moving change in
the direction of job satisfaction and eventually refreezing job commitment.

H1 H2

CHANGE RELATED ORGANIZATIONAL
COMMUNICATION SO SATERALTION COMMITMENT

H3

: Indirect relationship

------ : Direct relationship

Figure 1: Conceptual Framework

3 Materials and Methods

The quantitative research methodology is used with the cross-sectional research framework
devising primary data collection with a close-ended questionnaire. All adapted instru-
ments are well tested. This present research is grounded on merger of NIB and MCB which
was endorsed in January 2016, under an offer share swap agreement in accordance to Con-
stitute of Amalgamation as affirmed by State Bank of Pakistan on June 13, 2017 (News,
n.d.). For this examination, the information acquired in January 2017 predicts the response
to change by the banking staff. A convenience non-random sampling technique is applied,
the justification for employing a convenience sampling approach includes access to collec-
tion of data quickly with ease and low cost. G*power software version 3.1.9.2 indicates 55
as minimum sample size. The total Population is 1,760 where 400 questionnaires given to
MCB staff belong to key cities of province of Sindh (Karachi, Hyderabad, Sukkur, Larkana,
Nawabshah, Mirpurkhas) out of which 350 questionnaires are received. Therefore, the
return rate is 87.5%.

The initial part of survey questionnaires consists of demographic details of the respon-
dents. The sample comprised of 58.7% male and 42% female respondents. Employee with
age 21- 30 were 33.5%, ,31-40 were 29.7%, 41-50 were 25.4%, whereas 11.4% of employees
were in the age group of above 51 years. 33.14% were intermediates, 32.28% were gradu-
ates, while 34.57% found masters. Employees with 1-5 years’ experience were 19.4%; 6-10
years’” work experience 20.57%, 11-15 years’ experience found 15.4%, and 20 & above years’
experience were 3.14%, where more than 20 years were 0.8%. In terms of office grade wise,
19.7% were OG-1, 29.4% were OG-2, 36.2% were OG-3 whereas 14.57% from OG-4.

The lateral part comprises of 18 items divided into 3 categories. In this study 5-point
Likert scale (1 strongly agree to 5 strongly disagree) is incorporated in the questionnaire.
Following are the parts of questionnaire. Six items instrument Change related communi-
cation (CRC) by Miller et al. (1994) with Cronbach alpha 0.86. The items included “The
information I have received about the changes has been timely”, “The information I have
received has adequately answered my questions about the changes”. Job satisfaction (JS)
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three item scale by Miller et al. (1994) with Cronbach alpha 0.88, items are: “All in all, I
am satisfied with my job”, “In general, I like working here”. The nine item Organizational
commitment(OC)scale byCook & Wall (1980) with alpha 0.81. Items included are: “I am

quite proud to be able to tell people who it is I work for”, “Even if the firm were not doing
too well financially, I would be reluctant to change to another employer”.

4 Data Analysis

Using structural equation modeling (SEM) Ringle et al. (2015) data analysis has been done.
In measurement model analysis, the table 1 shows indicator reliability establishment as
outer loadings are satisfactory (more than 0.50 ) (Hair Jr et al., 2017, 2014). The composite
reliability (CR) establishes internal consistency reliability (more than recommended value
of 0.7) (Hair Jr, 2006). Average variance extracted (AVE) are greater than 0.5 indicating
convergent validity has been established (Hair et al., 2006).

Table 1: Outer Loadings, Composite Reliability and Average Variance Extracted

Construct Items Outer Loadings Composite Reliability AVE

Change Related Communication (CRC) CRC1 0.788 091 0.629
CRC20.782
CRC30.789
CRC40.808
CRC50.784
CRC60.808
Job Satisfaction (JS) JS1  0.834 0.878 0.706
JS2  0.871
JS3  0.816
Organizational Commitment(OC) OC1 0.744 0.923 0.572
OC2 0.734
OC3 0.77
OC4 0.712
OC5 0.79
OCé6 0.773
OC7 0.779
OC8 0.766
OC9 0.737
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1y Change related Jab Satisfzction
Communication

Organizational
Commitment

Figure 2: Outer model Smart PLS

The table 2 indicates that all values are less than 0.85 which indicate that the discrimi-
nant validity has been ascertained (Henseler et al., 2015). The technique of bootstrapping
with 5000 resamples Hair Jr et al. (2017) employed using Bias-Corrected and Accelerated
(BCa). In the present study, all VIFs found < 5 i.e. Job Satisfaction= 1.243 and Organiza-
tional Commitment= 2.578 which indicate there is no issue of multicollinearity as multi-
collinearity exist if VIF is greater than five (Hair et al., 2011). Common method bias arises

Table 2: Heterotrait-Monotrait Ratio (HTMT)
1 2 3

Change related communication
Job Satisfaction  0.706
Organizational Commitment  0.84 0.711

when the data gathered from single source for determining both independent and depen-
dent variables (Jakobsen & Jensen, 2015). In current study, common method variance not
observed as a significant threat, results indicate all the VIF values are 2.480 for CRC, 1.804
for JS and 1.753 for OC thus all values are less than 3.3 representing model free from com-
mon method bias.

Table 3 indicates that change related communication is positively related to job satisfac-
tion (B=0.599, t-value 11.201, p<0.05) (Hair et al., 2017) with CI [0.499, 0.677] not overlap-
ping zero (Preacher & Hayes, 2008). Hence, signifying the acceptance of H1. The associ-
ation between change related communication and job satisfaction has small effect in this
study, F2= 0.045(Wong, 2013).

Table 3 indicates that job satisfaction is positively related to organizational commitment
(B=0.613, t-value 11.409, p<0.05) (Hair Jr et al., 2017) with CI [0.518, 0.678] not overlapping
the zero (Preacher & Hayes, 2008) which demonstrates the acceptance of H2. This relation-
ship has small effect size in current study, F2= 0.06 (Wong, 2013).
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Table 3 demonstrating the mediation effect that job satisfaction seemed to positively
mediate the indirect path coefficient between change related communication and organiza-
tional commitment (B=0.367, t-value 6.396, p<0.05) (Hair et al., 2017) with CI [-0.268, 0.455]
not overlapping the zero (Preacher & Hayes, 2008). Therefore, accepting H3 in the present
study.

Table 3: Significant testing results of the structural model path coefficients

Hypothesis  RelationshipStandardStandard -valuep-value LCIUCK2 Effect Supported
size

Beta error

H1: CRC->JS 0599 0.054 11.201 0.4990.677  0.04%mall Yes
H2: JS->0C 0.613  0.054 11.409 0.518).678 0.06small Yes
H3: CRC->JS->0C 0367 0.057 6.396 0.268).455- - Yes

Organizational

Communication ;
Commitment

Change related Job Satisfaction

Figure 3: Inner Model - SMART PLS

The present study model defines 36% of total variance in Job Satisfaction and 38% in
organizational commitment; both values indicate as moderate level of R-square (Chin et
al., 1998). The procedure of blindfolding has been employed in present study that reuses
sample with omission distance 7 ((Hair et al., 2013). Also, that computes Q? value (Geisser,
1975; Stone, 1974). This study shows moderate level of predictive relevance of both en-
dogenous variables with the (Q2 > 0) of all endogenous variables i.e., for job satisfaction =
0.246 and for organizational commitment = 0.205 (Hair Jr et al., 2017; Henseler et al., 2009).

By investigating the hypothesized association using SEM, it was identified that change
related communication is positively concerned to job satisfaction. This verifies with preced-
ing findings, which shows a positive connection between change communications to job
satisfaction. As indicated by Syahmi et al. (2019) study that establishes positive association
between changes related to communication and job satisfaction in academic domain. As
change related communication is a mean for shared understanding, between the managers
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and workers and steering change program within the organization (Femi, 2014). Addition-
ally, Niculescu & Voicu (2018) concluded the similar positive connection between employee
satisfaction with their job to commitment to organization. Ali et al. (2018) in the bank-
ing and finance context highlighted favorable outcomes of change related communication
while managing the change and enhancing workers satisfaction with job. Equally, Sattar &
Ali (2014) sustained the similar positive relationship between communication and job satis-
faction in banking contexts in Bahawalpur, Pakistan. Further, Nwagbara et al. (2013) tested
the function of effective communication in improving job satisfaction in banking sector in
Nigeria. Correspondingly, distinguishing the complexity of M&A as a structural change
setting Angwin et al. (2016) observes the influences of communication practices enhancing
job satisfaction in African context as well as in US and European contexts that endorsed the
comparable relationship.

Consequently, this research expanded the knowledge by showing a positive relation-
ship between communication about change and employees’ entire satisfaction with his job
in the present study, where the end result of structural change on employees” understand-
ing regarding change and developing change awareness and its impact on their job satisfac-
tion can be clearly understood. Change communication has an ability to remove uncertain-
ties and fears and can foster positive attitudes (Allen et al., 2007). It is worth of knowledge
that is provided during organizational change that creates openness and thus increases job
satisfaction. This change relevant communication is especially important during structural
change when employees’ point of uncertainties are high (Angwin et al., 2016; Schweiger
& Denisi, 1991). In Pakistani context, where job insecurity is high, and it becomes worse
when organizations are going to be privatized or merged into other organizations (Bakari
et al., 2020). Attaining employee job satisfaction will be of great importance at such times
(Nelson et al., 1995). This study posits that change specific communication will play pivotal
role in this regard. Again this notion is supported by social exchange theory which argues
that employee learns to adapt to new behaviors through sharing ideas, and feelings (Allen
et al., 2007).

Apart from decreasing negative intentions, job satisfaction is thought to create positive
attitudes as well. Our hypothesis was concerned about impact of employee satisfaction
with the job on organizational commitment. Findings suggest that both variables found
positively related. This is also supported by results of empirical studies. Such as Mus-
ringudin et al. (2017) endorsed the similar positive connection between job satisfaction and
their commitment among university professors towards organization in academic setting
of Jakarta; whereas Yousef (2017) sustained the association in native government division
of the one of the state of UAE. This indicates increase in the job satisfaction which devel-
ops organizational commitment among employee. As it is believed with regards to social
exchange theory, when an employee accepts that he is being recognized and rewarded
accordingly, he feels gratified; ultimately it builds up commitment and thus responds sup-
portively to the organization with regard to fulfillment of all objectives.

In the context of Pakistan; Malik et al. (2010) endorsed the similar effects in academic
settings which related to educational sector. Thus, it can be comprehended that even in
educational domain the similar relationship exists, and the positive outcome helps to un-
derstand how employees’ efforts can be utilized and recognized by the employers. The
similar relationship tested in banking context as Bailey et al. (2016) confirmed supportive
effects on both variables among the Saudi Arabian bank employees; where as in Pakistani
context Bushra et al. (2011) sustained the comparable association in Lahore, Pakistan. In
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this way it is clear as job satisfaction is increasingly cantered around the person’s reaction to
the activity or to explicit parts of the activity, for example, pay, management and working
conditions if workers get fulfillment eventually their dependability trustworthiness and
enthusiasm towards organization progresses and in this manner commitment will rise.
Another finding discloses new tracks in relation to various dimensions of organizational
commitment. The responses indicate towards organizational change, the positive associa-
tion employees satisfaction on commitment towards their business enterprise specifically
in governmental universities of Pakistan (Ekhsan, 2019).

In the banking and finance settings, with respect to structural change, Kyei-Poku &
Miller (2013) augmented the related positive association in a Canadian Financial Institution
with regard to Merger also Meral et al. (2016) supported the association during structural
change i.e. merger after Fortis and TEB banks merger in Turkey. Further, Akiate (2018)
bolstered the similar relationship of job satisfaction on organizational commitment after a
bank’s merger and acquisition. As it is obvious, that the principle proof of merger achieve-
ment is a well-satisfied worker. With respect to merger within organization, the employee’s
satisfaction does not occur, as it is subject to authoritative factors, for example, structure,
size, salary and remuneration, working conditions, acknowledgment, and leadership and
further recommended to improve satisfaction of employees as job satisfaction will indi-
cate increment in commitment towards organization. With respect to social exchange the-
ory that purports that, an employee accepting an advantage is under a strong normative
commitment to return it somehow or another. In this way, the receipt by the workers of
something far beyond what they may ordinarily anticipate from their supervisors in terms
of satisfaction put them within a social commitment to reimburse it somehow or another
(McDonald & Makin, 2000).

This is based on social exchange model, which purports that an employee accepting
an advantage is under a strong normative commitment to return it somehow or another.
In this way the receipt by the workers of something far beyond what they may ordinarily
anticipate from their supervisors, put them within a social commitment to reimburse it
somehow or another (McDonald & Makin, 2000). The literature confirmed job satisfaction
as a mediator in variety of researches such as Sari & Seniati (2020) proved in academic
setting, Rafferty & Griffin (2009) investigated audit & had job satisfactions as mediator in
range of businesses and economic related activities, additionally in Pakistani Banking and
finance domain, Safdar & Liu (2020) also reported job satisfaction as a mediator. Thus, an
increase in job satisfaction develops organizational commitment among employee. Thus,
it can be that linked up with the present study.

Aligning to extensive literature the present study Syahmi et al. (2019) endures the rela-
tionship and indicates positive link between change related communication and job sat-
isfaction in public service academic domain where as in the banking domain Ali et al.
(2018) augmented the similar association. Along these lines it is clear as employee aware-
ness through effective communication about proposed change affect employee’s progress
to achieve the desired goals and help in enhancing job satisfaction through appreciation,
establishing good working relationships with colleagues, peers and superiors, attractive
incentive and rewards plans, career advancement opportunities and job security. Change
related communication supports workers feel more contented as they move to the future
state and embrace new working styles.

However, Vigorous communication safeguards precise data reaches to all individuals
and no one remains. In the similar context Yousef (2017) established the positive associ-
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ation between the variables that anticipated that workers with larger organizational com-
mitment has a greater opportunity of contributing to organizational achievement , similarly
the workers with greater levels of job satisfaction are more committed and dedicated. This
finding adds empirical evidence to previous research that job satisfaction mediating effect
in the connection with changes related communication and organizational commitment.
Another study endorses the established relationship as Torppa & Smith (2011) determined
role of effectiveness of a communication, while implementing change program, which
reveals that increased awareness and acceptance level of employees towards proposed
change and that proportion leads to more than fifty percent i.e. 66% thus improvement
in relevant and timely information to employees would increase job satisfaction. However
Aggerholm & Thomsen (2020) identified improvement in organizational commitment can
be reflected as positive impression or reaction towards change. As relation augmented by
Kyei-Poku & Miller (2013) related to structural change case in the Canadian banking and
finance settings endorsed the similar relationship.

Moreover, the successful story of Fortis and TEB bank’s merger in Turkey , narrated by
Meral et al. (2016) reveal, employee with higher level of satisfaction with regard to working
environment include remuneration, information flow, culture, job safety; it ultimately leads
to higher job satisfaction which is itself is an indicator of change acceptance. However, the
conclusions of this study with regard to relationship between both variables differ from
the findings like Kyei-Poku & Miller (2013); Lumley et al. (2011) and Kaplan et al. (2012)
sustained the similar conclusion where job satisfaction significantly was interrelated to af-
fective and normative commitment while there was no noteworthy connection between
employee’s satisfaction with the job and commitment. Thus, this study filled the gap by in-
dicating towards the influence of change related communication on commitment towards
organization by employees with the job satisfaction as a mediator. This finding provides
judicious groundwork for the concept that employee with sufficient information related
to proposed change will have significant positive effect on commitment towards organi-
zation, whereas, the employee’s satisfaction with the job as a mediator will strengthen the
relationship with regard to structural change like merger.

4.1 Theoretical Contributions

Based on present study conceptual model, research outcome reveal diversified theoretical
implications. For instance in accordance to planned organization based change theory that
is surrounded inside Kurt Lewin (Lewin, 1947) ,three phase model of change comprises
of unfreezing, moving, and refreezing phase in order to distinguish the process of change.
The Lewin’s change management model supports and assists this model to wrap the gap
in order to overcome the ambiguity, uneasiness and resistance to change. Therefore, this
model is equally beneficial for all the staff members within and outside the organization.
The model points out about the structural change and its consequences such as failures or
resistance. Thus, Lewin’s theoretical model suggested that properly structured messages
or change related communication successfully administers change process.

Furthermore, with regard to Vroom’s expectancy theory, the proposed change related
effective communication with the employees, staff will be ensured that the change is ben-
eficial concerning new challenges and this specifies significant theoretical implication to
the existing theory. The findings of this study endorse numerous essential factors of these
theories. Additionally, referring to social exchange theory, when an employee accepts that
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they are being recognized and rewarded accordingly, that in response encourages positive
work upshots, such as job satisfaction and organizational commitment.

4.2 Practical Contributions

Satisfaction of the workers with the job is a key attitude affecting his/her working per-
formance. Increase in employee job satisfaction leads them toward higher organizational
commitment. As employees who lack sufficient information about change respond nega-
tively that results in decrease in the performance that consequently reduces job satisfaction
and will lead to failure of change initiatives. The results further indicate that executing
effective and efficient communication practices can enrich satisfaction with their job and
commitment towards organization.

4.3 Practical Implication

This study proposes that this is the first time that association has been testified in the aca-
demic literature. The managerial implications for the M&A as a structural change in the
sector of banking and Finance in Pakistan are of great concerned. First, it has an underlying
practical implications for the top management and executives as a consequence of the find-
ings of present research that suggested ,executives are required to provide a comprehensive
knowledge with regard to importance of change related communication to effectively em-
ploy change initiatives. Though structural change alters the existing organizational envi-
ronment, customs and way of operations, as a result its impact on employee is not positive
and seems unproductive as employee reflects threat of downsizing due to restructuring. In
this regard, it is suggested for the top management and executives to formulate a setup so
employee would be able acquire timely and highly valued change related communication
in order to implement change program successfully. Hence, the top management, strat-
egy developers and practitioners need to formulate flexible and contributing working cul-
ture equipped with suitable communication network. Further change readiness initiatives
should be incorporate to boost the job satisfaction of the staff members of the organizations.

4.4 Limitations and Future Research Direction

Present study found certain limitations like it’s difficult to predict and measure accurate
viewpoint or state of mind of employees through responses attempted by them. Another
limitation was appropriate disclosure of transparent information from the management,
which could be a risk in interpreting the actual scenario. The present study might reflect
bias as the data was gathered from baking sector covering major cities of Sindh province.
Thus, additional research is needed to verify if the associations identified generalize to
other sorts of organizations operating in other industries construction, telecom, textile,
agriculture, sports, sugar, cement, fertilizers, manufacturing, mining, engineering sectors.
The study can be conducted in more extensive way with different population and having
larger number of samples. Furthermore, the work can be in more depth including a num-
ber of moderating and mediating variables through other personality factors for instance,
employee’s sociability, positivity, openness, conscientiousness, intelligence, trust etc.
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4.5 Conclusion

In an atmosphere of continuous change, companies should effectively deal prompt chal-
lenges. Since we have learn that while during to organizational change, the change related
communication plays exclusive role in enhancing job satisfaction among bankers play im-
perative role toward success. Change is compulsory in every way of life in a multifaceted,
ever-changing, and global business sphere. The main purposed of present study was to ex-
amine the association of change related communication and job satisfaction, which found
positively associated, the effect of job satisfaction was supported. Additionally, the findings
also proved the relationship of change related communication on organizational commit-
ment with job satisfaction as a mediator.
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1 Introduction

Tough economic conditions and the consequent budget limitations obligated managers to
probe the efficacy of advertising expenditures of their firms (Parment et al., 2011). The
gravity of this matter urged many researchers to examine this issue in past years (Acar &
Temiz, 2017; Artikis et al., 2009; Kim et al., 2019; Meyer & Ujah, 2017; Peterson & Jeong,
2010; Sridhar et al., 2014; Tanveer et al., 2020). Effect on firm performance as well as com-
munication effects have been evaluated in past to describe the outcomes of advertising ex-
penditures. However, firm performance remained the prime focus of researchers because
of its notability.

Numerous researchers have identified the reasons behind the use of earnings manage-
ment activities by managers. According to these studies, the extent of use is more when
firms: face high economic growth and financial constraints (Wang et al., 2015);it intend to
meet forecast of analysts (Beccalli et al., 2015). In such conditions , firms hold ample free
cash flows (Astami et al., 2017); have high degree of corporate diversification (Alhadab
& Nguyen, 2018); handle high intensity of research and development (Chouaibi et al.,
2019);and eventually face fierce industry competition (Lee & Chou, 2020). Additionally,
Yamaguchi (2020) specified pressure of firm performance as the cause of earnings manage-
ment. It was observed that managers set mean profitability of industry as their standard
and then manage earnings to meet this standard.Earnings are usually managed by means
of accrual based and real activities based methods. In accrual based method, managers
exploit discretionary accruals to alter earnings (Kama & Melumad, 2020). In real activities
method, managers alter sales, cut down discretionary expenditures and overproduce so as
to aggrandize earnings (Yamaguchi, 2020). The focus of present study is on the advertising
expenditure as it is a discretionary expense and is often used by managers to alter earnings.

Besides advertising expenditures, many researchers have probed the link among differ-
ent facets of corporate governance and firm performance. According to these studies, firm
performance escalates when: CEO has low power and control (Han et al., 2016; Martin
& Herrero, 2018); firms have high proportion of family directors in conjunction with low
control and service gaps (Huybrechts et al., 2016); emotions of CEO are negative (Akansu
et al., 2017);tirms have low board gender diversity (Adusei et al., 2017, Maravelaki et al.,
2019; Shehata et al., 2017); positions of CEO and chairmanship of board are held by separate
persons (Withers & Fitza, 2017); firms incur high audit cost (A. W. Khan & Subhan, 2019);
firms have low level of state ownership and high level of domestic institutional ownership
(Chen et al., 2018); firms have high degree of ownership concentration and foreign owner-
ship (Kuo et al., 2020; Wang et al., 2019); firms have high proportion of board independence
(M. T. Khan et al., 2019); CEO duality exists in the situation of high uncertainty regarding
the economic policy (Chang et al., 2019); firms have low level of ownership discrepancy
(Yeh, 2019); firms spend large amount on corporate social responsibility (Malik et al., 2019)
; firms pay more non-executive compensation (Ko et al., 2020).

Adpvertising is extensively used by food sector firms, in order to inform customers about
their products (Feng & Park, 2018). Food sector firms often spend a significant portion of
their revenues on advertising. The average advertising expenditure of food firms of Pak-
istan is 4 percent of revenues along with the average deviation of 5 percent during the
time period 2010 to 2019 (Table I). Moreover, a maximum of 28 percent of revenues have
been spent in this regard. Pressure on managers to report good firm performance as well
as the discretionary nature of advertising expenditures persuades to investigate whether
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advertising expenditures are structured by managers for manipulating firm performance.
Furthermore, findings of prior studies induce to test the link of board attributes and own-
ership type with firm performance specifically for the food sector of Pakistan.

Present study is noteworthy in various ways. Primarily, it is an addition to the liter-
ature of marketing-finance interface as it examined the relationship of earnings manage-
ment linked to advertising expenditures with firm performance. Furthermore, it discloses
the truth about the use of earnings management activities by managers. Finally, it offers
investors’ an insight about the effect of earnings management linked advertising expendi-
tures, board attributes and ownership type on performance of food sector firms of Pakistan.

2 Literature Review

2.1 Advertising expenditures and firm performance

The question about the impact of marketing expenditures encouraged researchers to in-
vestigate the consequences of these expenditures. Candemir & Zalluhoglu (2011) reported
that large marketing expenditures results in higher sales. Chouliaras et al. (2015) examined
the contribution of marketing expenses towards firm performance. They observed that
the contribution of marketing expenses towards firm performance is positive and strong.
Jaisinghani & Kanjilal (2019) reported that the impact of marketing investment on firm per-
formance differs with firm size. In case of large size firms, large investment results in low
performance. On the other hand, large investment results in high performance in case of
small size firms. Markovitch et al. (2020) noted the positive association between marketing
expenditures and firm performance.

Firms spend huge sums of amount on advertising to communicate about their products
and services (Parment et al., 2011). Therefore, various researchers examined the effect of
advertising spending on firm performance. Artikis et al. (2009) noted the positive effects
of advertising expenses on corporate profitability. They documented that large expendi-
tures on advertising creates demand of firms’ market offerings, which leads to higher sales
and profits. Similarly, Peterson & Jeong (2010) documented that firm performance can be
improved by means of large advertising expenditures. Brand value increases as a result
of these expenditures, which subsequently boosts firm performance. Sridhar et al. (2014)
examined the effect of advertising expenses on performance and the subsequent influence
of performance on future advertising expenses. They noted that firms decrease advertising
expenditures once they achieve high performance via large advertising expenditures.

Acar & Temiz (2017) investigated the effect of advertising outlays on various financial
measures of banks such as income from interest, income from operations and assets re-
turn.They observed the positive association of these financial indicators with advertising
expenses. Additionally, Kim et al. (2019) examined the impact of advertising outlays on
firm performance in the periods of recession. They noticed that large expenditures im-
prove firm performance in current as well as subsequent periods. Conversely, Tanveer et
al. (2020) documented the adverse impact of advertising outlays on firm performance. They
observed that the profitability of firms reduces because of large advertising expenditures.

Meyer & Ujah (2017) probed the link among discretionary advertising expenditures and
firm performance. They reported a negative relationship among earnings management
linked to advertising expenditures and firm performance. Moreover, researchers docu-
mented that the level of earnings management activities varies among firms. This extent
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is greater for firms with low performance and smaller for firms with high performance.On
the basis of this literature, following hypothesis is articulated:

H,: Earnings management linked advertising expenditures significantly influences firm
performance.

2.2 Board attributes, ownership type, and firm performance

Existing literature shows various studies in respect of the link concerning firm performance
and facets of corporate governance. Han et al. (2016) noticed that higher CEO power leads
to low firm performance in the time of economic crisis. Huybrechts et al. (2016) exam-
ined the connection among proportion of family directors and firm performance. They
observed that control gap and service gap positively affects this relationship. When both
gaps are low, firm performance improves as a result of high proportion of family directors.
Akansu et al. (2017) investigated the influence of CEO emotional state on firm performance.
They reported that negative emotions are good for firms as such emotions induce CEO to
perform hard tasks, which results in good firm performance. Martin & Herrero (2018) ex-
amined the effects of level of CEO control on firm performance and found that lower level
of control leads to better firm performance. Chen et al. (2018) scrutinized the effects of state
ownership and institutional holdings on firm performance. They reported negative link
among state ownership and firm performance. Moreover, authors also reported positive
connection among domestic institutional holding and firm performance. Yeh (2019) noted
the negative effects of ownership discrepancy on firm performance.

Malik et al. (2019) observed the positive link among spending on corporate social re-
sponsibility (CSR) and firm performance. According to these researchers, current and fu-
ture profitability of firm increases when large amount is spent on CSR. Wang et al. (2019)
observed the positive influence of ownership concentration and foreign ownership on firm
performance. Moreover, Kuo et al. (2020) noted the different effects of foreign and govern-
ment ownership on firm performance. They recognized positive effects in respect of foreign
ownership and negative effects in respect of government ownership. Ko et al. (2020) high-
lighted the direct link of firm performance with non-executive compensation. Moreover,
authors also reported the negative association of firm performance with the fixed portion
of compensation and the positive association of performance with the variable portion of
compensation.

Various researchers tested the link of board size with performance in past. However,
these studies reported contrary evidences regarding the link among these variables. Some
studies described insignificant relationship (Allam, 2018; Assenga et al., 2018; Borlea et al.,
2017). Instead, few other researchers observed a significant positive relationship (Brahma
et al., 2020; Gaur et al., 2015; Martin & Herrero, 2018; Merendino & Melville, 2019). Con-
trarily, some studies documented a significant negative relationship (Augusto et al., 2020;
M. T. Khan et al., 2019; Ko et al., 2020; Shehata et al., 2017). Considering these contradictory
evidences, following hypothesis is articulated:

Hj: Board size significantly influences firm performance.

A number of studies examined the link of board independence with performance in
recent years. However, these studies presented inconsistent findings in respect to this
link. Some studies observed an insignificant relationship (Allam, 2018; Assenga et al., 2018;
Mayur & Saravanan, 2017; Sohail et al., 2017). Few other studies found a significant positive
relationship (M. T. Khan et al., 2019; Merendino & Melville, 2019; Wu et al., 2020). Alter-
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natively, certain other studies described a significant negative relationship (Dang A et al.,
2018; Duppati et al., 2020; Gaur et al., 2015; Ko et al., 2020).Considering these inconsistent
evidences, following hypothesis is articulated:

Hj: Board independence significantly influences firm performance.

Several previous studies investigated the link of CEO duality with performance.
Though, these studies documented diverse findings in respect of this link. Few studies
found insignificant relationship (Allam, 2018; Merendino & Melville, 2019). Some other
studies reported a significant positive relationship (Duppati et al., 2020; Maravelaki et al.,
2019). Contrarily, few other studies documented a significant negative relationship (As-
senga et al., 2018; Brahma et al., 2020; Dang A et al., 2018; Gaur et al., 2015; Martin &
Herrero, 2018; Rizwan, 2019; Withers & Fitza, 2017). In view of these conflicting findings,
following hypothesis is articulated:

Hy: CEO duality significantly influences firm performance.

Some earlier studies tested the link of managerial ownership with performance.
Nonetheless, these studies reported mixed findings regarding the link. Some studies found
an insignificant relationship (Gaur et al., 2015; Sohail et al., 2017). On the other hand, Hoang
et al. (2017) reported that the nature of link concerning managerial ownership and firm
performance is not the same. It changes with change in the level of managerial ownership.
However, Joe et al. (2019) revealed a positive connection among managerial ownership and
firm performance. Considering these inconsistent findings, following hypothesis is articu-
lated:

Hs: Managerial ownership significantly influences firm performance.

Several prior studies tested the link of institutional ownership with performance. But,
these studies documented different results in respect of the link among these variables.
Some studies reported insignificant relationship (Allam, 2018; Shahwan, 2015; Sohail et
al., 2017). Whereas, few other studies described a significant positive relationship (Ko et
al., 2020; Rizwan et al., 2018; Wu et al.,, 2020; Yeh, 2019). Conversely, Tsouknidis (2019)
found a significant negative relationship between institutional ownership and firm perfor-
mance.Considering these contradictory evidences, following hypothesis is articulated:

Hg: Institutional ownership significantly influences firm performance.

Additionally, various studies reported the effect of leverage on firm performance (As-
senga et al., 2018; Merendino & Melville, 2019; Shahwan, 2015; Wu et al., 2020). Moreover,
some studies also reported the influence of firm size on performance (Assenga et al., 2018;
Augusto et al., 2020). Therefore, leverage and firm size are included in this study as control
variables.

3 Methods

3.1 Data collection

The sample consists of 14 firms that belong to the food sector of Pakistan and are listed in
Pakistan stock exchange. These firms are included in the sample by bearing in mind the
availability of data for the time period 2010-2019. Annual reports of firms were obtained
from their websites and relevant data was collected from these reports. As measurement
of one variable required lag data, therefore, final data set used for data analysis contains 9
years data over the time period 2011-2019.
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3.2 Methodology
3.2.1 Research model

The research model of this study is given below:

ROAi’t = Oéo-l—OqEMLAEZ"t +a2.BSZ‘$t —l-agBIi’t +Oz4CDi’t +Oé5MOZ"t -I-OZGIOi’t-I-OwLEV;’t
+ OZSSIZEi’t +5i,t (1)

In above equation, ROA represents return on asset and is the dependent variable of this
study. This measure is the indicator of firm’s financial performance. Explanatory vari-
ables of this study include earnings management linked advertising expenditures (EM-
LAE), board size (BS), board independence (BI), CEO duality (CD), managerial ownership
(MO) and institutional ownership (IO). Control variables of this study include leverage
(LEV) and firm size (SIZE). ROA is measured by dividing net income with total assets.
EMLAE is measured by using the following equation:

AdvExp;+/Total Assets; ;1 = K11/Total Assets; 1—1 + KaSales; 1 /Total Assets; 1
+ K3Debt; /Total Assets; s +¢e;+  (2)

Above equation was also used by Meyer & Ujah (2017). At first, predicted values of adver-
tising expenditures are obtained using the equation 2. Then, the difference between actual
and predicted advertising expenditures is calculated to obtain the values of EMLAE.

Board size is determined on the basis of total count of directors on firm’s board. Board
independence is measured by dividing the count of independent directors with the total
count of directors on the firm’s board. CEO Duality represents a dummy variable.Value of
one is assigned to this variable if the board’s chairman also keeps the position of CEO, and
zero if not.Managerial ownership stands for the portion of shares held by firm’s directors
and officers. Institutional ownership represents the portion of firm’s shares held by the
institutions. Leverage is ascertained by dividing total debt with total assets. Finally, firm
size is ascertained via the natural log of the total assets.

3.2.2 Estimation approach

Correlations between explanatory variables and variance inflation factors (VIF) are deter-
mined first to ascertain whether the issue of multicollinearity exists or not. Unit root test is
performed afterwards to check the stationarity of data.Before analyzing data using panel
data regression technique, two tests are performed for selection of the appropriate model.
These tests include redundant fixed effects test and Hausman test. The aim of redundant
fixed effects test is to choose one from common and fixed effects model. In the event of fixed
effects model selection, Hausman test is performed with the aim of selecting one from ran-
dom and fixed effects model. After obtaining results using panel data regression technique,
various values related with residuals are obtained and tests are performed to make sure
that regression assumptions regarding residuals are fulfilled. At first, mean value of resid-
uals is checked to confirm that it is equal to zero. Then, p-value of Jarque Bera statistic is
examined to confirm that residuals are normally distributed. Next, Durbin-Watson statistic
is checked to make sure that residuals are independent. Finally, cross section dependence
test is conducted to ensure that residuals have constant variance.
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4 Results

4.1 Descriptive statistics

Descriptive statistics of the advertising expenditures, predicted and predictor variables are
presented in table 1.

Table 1: Descriptive statistics of variables
ROA EMLAE BS BI Cbh MO IO LEV SIZE ADV. EXP.

Mean 0.09 0 829 015 006 026 0.06 051 1519 0.04
Median 0.08 -0.01 8 013 0 022 003 056 15.05 0.03
MAX. 0.46 0.37 12 04 1 079 04 13 21.51 028
MIN. -048 -0.13 6 0 0 0 0 001 1153 0

S.D. 0.13 0.07 156 028 024 028 007 026 154 0.05

4.2 Correlation analysis

The values of correlation between regressors and their VIFs are presented in table 2. Cor-

Table 2: Correlation and VIFs

Correlations VIF
EMLAE BS BI CD MO IO LEV SIZE

EMLAE 1 1.18
BS 0.09 1 1.33
BI -0.01 0.17 1 1.12
DUAL -0.14 -0.22 -0.11 1 1.21
MO -0.33 -0.07 -0.14 0.22 1 1.32
10 -0.17 -0.19 -0.08 -0.05 0.1 1 1.16
LEV 0 0.28 0.11 0.15 0.28 -0.1 1 1.31
SIZE 0.09 0.41 0.27 -0.21 0 -0.29 0.25 1 1.42

relations coefficients reported in table 2 indicate weak correlations between explanatory
variables. Furthermore, VIF values are less than 5. Therefore, these values point toward
the absence of problematic multicollinearity.

4.3 Data stationarity test

Result of data stationarity test is presented in table 3.

4.4 Regression results

Redundant fixed effects testis conducted initially to make selection between common and
fixed effects model. Table 4 contains the result of this test. Table 4 shows that the p-value
of test statistic is less than 0.05. Therefore, fixed effects model is preferred. Subsequently,
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Table 3: Results of data stationarity test

Variable ROA EMLAE BS BI CD MO IO LEV SIZE
Levin, Chut -6.56 -631 -238 -243 253 -160.79 -6.29 -3.56
Lin \

-6.82

p-value 0 0 0.009 0.008 0.006 0 0 0 0

Table 4: Result of redundant fixed effects test
Effects Test t-stat. p-value

Cross-section F 24.85 0

Hausman test is conducted to make selection among random and fixed effects model. Table
5 contains the result of this test.

Table 5: Hausman test result
Test Summary t-stat. p-value

Cross-section random  20.7 0.01

Table 5 shows that the p-value of test statistic is less than 0.05. Hence, fixed effects model
is selected for analyzing data. Result of fixed effects panel data regression is presented
in table 6. Results reported in table 6 shows a significant positive relationship between
earnings management linked advertising expenditures and firm performance. This result
serves as a base to accept H1. Positive relationship implies that good financial performance
is the outcome of large earnings management linked advertising expenditures. Moreover,
low financial performance is the consequence of small earnings management linked adver-
tising expenditures. This finding serves as evidence that managers manage earnings by
means of structuring advertising expenditures. Moreover, there is positive impact of earn-
ings management activities on firm performance. Succinctly, firm performance improves
with increase in earnings management activities. The observed result contradicts with the
previous finding of Meyer & Ujah (2017).

Further results indicate an insignificant link among board size and firm performance,
which serves as a base for rejecting H2. Moreover, an insignificant link is noticed among
board independence and firm performance. For that reason, H3 is also rejected.On the
other hand, a significant positive link is found among CEO duality and firm performance.
In view of this finding, H4 is accepted. This result designates that firms having CEO duality
exhibit high financial performance. Contrarily, firms that lack this characteristic exhibit
low financial performance.The attained result is in agreement with the prior findings of
Maravelaki et al. (2019) and Duppati et al. (2020).

Further results demonstrate a significant positive link among managerial ownership
and firm performance. HS5 is accepted on the grounds of this finding. This result pos-
tulates that managerial ownership is beneficial for firms. High proportion of managerial
ownership enhances the financial performance of firms, whereas, low proportion of man-
agerial ownership undermines the financial performance of firms.The observed result is
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Table 6: Results of fixed effects panel data regression
Dependent variable: ROA

Variable Coefficient S.E t-Stat.  p-value
Intercept 0.16 0.09 1.92 0.06
EMLAE 0.31 0.09 3.59 0

BS 0 0.01 0.46 0.65
BI 0 0.02 -0.29 0.77
CD 0.06 0.02 2.78 0.01
MO 0.09 0.04 2.1 0.04
10 0.16 0.06 2.72 0.01
LEV -0.06 0.05 -1.3 0.2
SIZE -0.01 0 -1.45 0.15
R2 0.86 F-stat. 31.42
Adjusted R2  0.84 p-value (F-stat.) 0
S.E. 0.06 D-W stat. 1.62

in agreement with the former finding of Joe et al. (2019). Similarly, a significant positive
link is found among institutional ownership and firm performance. H6 is accepted on
the grounds of this finding. This result shows that institutional ownership is lucrative
for firms.High fraction of institutional ownership ameliorates the financial performance
of firms, while, low fraction of institutional ownership curtails the financial performance
of firms.The observed evidence is coherent with the earlier findings of Yeh (2019), Ko et
al. (2020) and Wu et al. (2020). Results of various tests of residuals are reported in table
7. According to table 7, mean value of residuals is zero. Moreover, p-value of Jarque-

Table 7: Tests of residuals
Values related to residuals  Cross section dependence test ~ Statistic ~ Prob.

Mean 0 Bias-corrected scaled LM 1.17 0.24
JarqueBera  1.11 Pesaran CD -0.12 0.9
p-value 0.57

Bera statistic point towards the normal distribution of residuals. Furthermore, p-value of
test statistic of cross section dependence tests indicate the existence of homoscedasticity in
residuals. Moreover, Durbin-Watson statistic reported in table 6 is too far from 0 and near
to 2, which indicates the absence of serial correlation.

5 Discussion and Conclusion

5.1 Conclusion

The intention behind this study was to recognize the individual effects of earnings man-
agement linked advertising expenditures, board attributes and ownership type on finan-
cial performance of firms. Results show a significant positive connection among earnings
management linked advertising expenditures and financial performance. This finding in-
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dicates that the management of earnings through structuring advertising expenditures has
a propitious influence on financial performance of firms. Moreover, financial performance
escalates with increase in level of earnings management activities. In respect of board at-
tributes, a significant positive link is found among CEO duality and performance, which
indicate that financial performance gets better with CEO duality. Contrariwise, an insignif-
icant relationship is observed among board size and financial performance. Similarly, an
insignificant relationship is found among board independence and financial performance.

In respect of ownership type, a significant positive link is found among managerial
ownership and financial performance, which indicate that managerial ownership is favor-
able for firms. Precisely, firms comprising high proportion of managerial ownership per-
form better than the firms encompassing low proportion of managerial ownership. Like-
wise, a significant positive link is observed among institutional ownership and financial
performance. This finding indicates that firms encompassing high proportion of institu-
tional ownership perform better than the firms containing low proportion of institutional
ownership. In essence, it is obvious from the results that earnings management linked
advertising expenditure, CEO duality, managerial ownership and institutional ownership
have propitious influence on the financial performance of firms.

5.2 Discussion

The results of the study supported the notion that managers use real activities method to
manage earnings of their firms. Regression results revealed a positive connection among
earnings management linked advertising expenditures and firm performance. This sub-
stantiates that managers cunningly use their discretion regarding the advertising expen-
ditures in order to attain desired firm performance. Moreover, the extensive use of this
activity results in better firm performance. Additionally, the observed positive association
of CEO duality with firm performance indicates that the possession of designations of CEO
and board chairmanship by the same person results in better firm performance. Further-
more, the detected positive association of managerial ownership with firm performance
point towards the favorable effects of high level of managerial ownership. Similarly, the
observed positive association of institutional ownership with firm performance indicates
that high level of institutional ownership results in better firm performance.

5.3 Implications

Financial performance is one of the imperative factors considered by investors in selec-
tion of firms. This study documented the specific effects of earnings management linked
advertising expenditures, board attributes and ownership type on financial performance.
Therefore, the findings reported in this paper are useful for investors.

5.4 Limitations and future research direction

The first limitation of this study is that it focused on only one aspect of real activities
method of earnings management. Moreover, this study focused on food sector firms of
Pakistan. Thus, this topic can be studied for other sectors of Pakistan in future.
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Appendix-A

Table A: Description of variables

81

Variable

Description

Return on Asset (ROA)

Earnings management linked
advertising expenditures (EMLAE)
Board Size (BS)

Board Independence (BI)

CEO duality (DUAL)

Managerial ownership (MO)
Institutional ownership (I0)
Leverage (LEV)
Firm size (SIZE)

ROA is a measure of firm’s performance.

EMLAE represents discretionary

advertising expenditures of a firm.

BS represents total strength of directors in a firm.

Bl represents fraction of independent directors in a firm.
DUAL represents a situation in which board’s chairman
also keeps the position of CEO.

MO represents proportion of shares owned by managers.
IO represents proportion of shares owned by institutions.

LEV represents debt ratio of a firm.
SIZE represents size of a firm.
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1 Introduction

Public and private sector organizations contribute towards the economic health of any
country through different projects. It is quite evident that actions and behaviors of project
team members have a significant impact on the project and organizational success. It is
also observed that in developed countries, performance of employees is superior because
of the best practices compliant treatment in their compensation and other organizational
practices. On the contrary, in developing countries, generally there is less emphasis on
such practices, which usually results in lower employee satisfaction and higher employee
turnover. The public sector of Pakistan is also facing these issues. Public health sector
employees were generally dissatisfied with their jobs and resultantly exhibit poor perfor-
mance, lower job engagement, which ultimately causes declined performance and poor
reputation of health sector organizations in Pakistan (Khan et al., 2012).

As project management is inspiring yet stressful endeavour due to high emphasis on
meeting the schedules, so the management and leadership have to go an extra mile to en-
gage and keep the employees motivated towards the task. Based on empirical knowledge,
the model was developed, and this research was planned, and the core problem area was
job engagement. The primary concern and focus of this study were to identify some core
variables which can play a vital role in improving job engagement. In this study, Project
Management Leadership Knowledge Management were considered as independent vari-
ables, whereas Self-Efficacy has been used as a mediator. This research has focus on Job
Engagement of the employees, working in project-based government as well as private
sector organizations. The objective is to find out how it could be improved and which vari-
ables can play a leading role in improving the problem area. Furthermore, the emphasis of
the study is on the projects administered by the government departments/organizations
and project-based private sector organizations due to their impact on the economy.

1.1 Statement of the Problem

Empirical evidence shows that a low level of job engagement is a significant cause of many
deviant workplace behaviours. If employees will be truly engaged in their jobs it will not
only improve their performance but it will have a significant impact on overall organiza-
tional performance. In this regard, the current study is focusing on two organizational level
variables that are Project Management Leadership, Knowledge Management, and an em-
ployee level mediating variable that is Self-Efficacy as predictor of employee Job Engage-
ment. It means if proven to have significant impact on job engagement, all these variables
might prove to be successful interventions to improve employees’ job engagement.

1.2 Significance/Rationale of the Study

The study may contribute towards improving employee job engagement and increasing
the probability of project success, so ultimately, the organizational performance. As in
developing countries, many developmental projects are donor funded both in public as
well as developmental sector organizations; therefore the study might help win their trust
and confidence by meeting schedules and delivering the requisite milestones.
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1.3 Research Objectives
This research has the below mentioned key research objectives:

¢ To explore the effect of project management leadership on job engagement.

* To identify the influence of knowledge management on job engagement.

* To explore the role of self-efficacy in the relationship between project management
leadership and job engagement.

* To examine the role of self-efficacy between knowledge management and job engage-
ment.

2 Literature Review

2.1 Project Management Leadership

The literature is quite evident about the critical role of project management leadership in
the project’s success; for instance, Briner et al. (1996) believe that the vision of leadership
plays a pivotal role in bringing team members in a closer bond towards a commonly com-
municated set of objectives. Baccarini (1999) and Davis (1995) offered the Logical Frame-
work Method (LEM) as an instrument for structuring the project and its achievements. This
framework offers a precise linking mechanism among vision, objectives and project deliv-
erables. By connecting the results of a project with a quantifiable vision, the dedication and
commitment of the team members might improve significantly. Tuman (1986) and Cleland
(1986) believed that the leader’s clear vision, when properly articulated through an objec-
tive leadership is adequately linked with the employee level tasks, mostly lead towards
more engaged employees with high levels of self efficacy.

H;: Project management leadership has a significantly positive impact on job engagement.
H3: Project management leadership has a significantly positive impact on self-efficacy.

2.2 Knowledge Management

Ellaborated by Gunjal (2019) knowledge management is the procedure of gathering, man-
aging and sharing employee’s knowledge within the organisation. Knowledge is an inim-
itable and intangible asset and it can be used as a competitive advantage by organizations
that use it in a well-organized manner (Shahzad et al., 2020). The focus on and investment
in knowledge creation and knowledge management (KM) is a must for any organization to
make progress (Masa’deh et al., 2017). Maier (2005) characterizes KM as "the management
work focusing on general business execution and assessment of information management
procedures to help deal with and use the knowledge inside and outside the organization
keeping in mind the end goal to enhance managerial performance” (p. 433).

Knowledge is of two sorts: (1) implicit knowledge — knowledge that is supreme, under-
utilized, unspoken and dwelling in workers” mind; (2) explicit knowledge — knowledge
that is distributable, simple to deal with, documentable and storable (Jimes & Lucardie,
2003). Due to the diversity of the topic, there might not be a single and universal definition
of the term knowledge management.. Knowledge management is a major contributor in
making quality decisions about how and when to consider an alternative best suited to the
situation (Frey & Stutzer, 2000). Likewise, knowledge management brings in advancement
and improves profitability when leadership uses it systematically (Shannak et al., 2012).
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Knowledge management is a purposeful arrangement of practices and procedures in-
tended to streamline the utilization of knowledge. It is about enhancing the capacity and
capability in the territory of knowledge generation, dissemination and utilization. Further-
more the knowledge management is the way toward gathering, sorting, and disseminating
data by individual analysts/managers as well as teams of experts in any organization to fa-
cilitate the work engagement, workflow and other related decisions (Masa’deh et al., 2017).
It supports the following hypothesis:

Hj: Knowledge management has a significantly positive impact on job engagement.
Knowledge management is also characterized as an arrangement of practice to locate the
best mix of data and its interrelationship to facilitate complex tasks. It also takes into ac-
count the knowledge accumulated through the collective experience of the organizational
members, which is ultimately a continuous source of organizational development and its
performance improvement (Frey & Stutzer, 2000). Now let’s briefly discuss the significant
components of knowledge management.

Knowledge Acquisition

Turulja & Bajgori¢ (2020) research work show the indirect impact of knowledge acquisition
and knowledge application on companies business enactment through process and prod-
uct novelty. As defined by Kim et al. (2020) to elaborate the relations among innovation
and environment, this research work aims to inspect the influence of environment on inno-
vation through external knowledge acquisition. Pacharapha & Ractham (2012) described
knowledge acquisition as the methodology of collecting, arranging, understanding and dif-
ferent interlinking components of a subject to create a knowledge base. The capacity of the
knowledge acquirer and the availability of data (Gupta et al., 2000) and the purpose and
cost of data must be supplemented with a knowledge-sharing environment as the main
driving factors behind knowledge acquisition (Gupta et al., 2000).

Knowledge Storage

Knowledge management is a combination of tools that link the application of knowledge to
business systems. In this regard, knowledge management is additionally characterized as
a system that encourages business to conceive, select, store and hand over necessary data
which is accumulated through collective organizational experience.

Knowledge Transfer

Knowledge transfer is all about selecting the most appropriate set of knowledge to the most
related audience for their support in their work and to provide them with new insights The
critical components of the knowledge transfer pare the quality of knowledge, the transfer-
ring process and the complete and meaningful transfer of knowledge (Cummings, 2002).
Like information organization, information transfer expects to arrange, make, get, or share
information and affirm its availability for future recipients.

Knowledge Application

Knowledge application procedures are those processes arranged toward the real utilization
of knowledge (Gold et al., 2001). Davenport et al. (1998) contended that the proper use of
knowledge has helped organizations enhance their productivity and lessen costs. Over
the most recent two decades, organizations have seriously been looking for sources of true
competitive advantage, for example, differentiation, cost leadership and many more, yet
the knowledge management (KM) has proved to be a very unique and sustainable source of
competitive advantage (Oluikpe, 2012). Numerous knowledge management experts have
a consensus on the fact that in today’s knowledge economy, knowledge management is a
critical source of getting a competitive advantage (Teece, 1982). The business entities are
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more concerned about building knowledge resources for their competitiveness. Knowl-
edge management is not an alternative anymore but instead a significant need for individ-
uals as well as organizations to exist competitively (Singh & Kant, 2008).

H,: Knowledge management has a significantly positive impact on self-efficacy.

2.3 Self-Efficacy

Reychav et al. (2019) during defining the ‘technology identity” and ‘technology self-efficacy’
research work, it is hypothesized that perceived mobile technology identity openly affects
self report reliability, and professed self-efficacy moderates the relationship between the
two. Self-efficacy is described as the trust that people have about their abilities to exe-
cute required activities and control them adequately (Bandura, n.d.). It is suggested that
self-efficacy relates to the execution, since it impacts both the activities people perform
and how much effort they exert while performing them (Bandura, n.d.; Yeo & Neal, 2006).
Moreover, people who have a higher self-efficacy will sustain longer in their endeavours,
and they take their chances until the completion of the task. This critical point concerning
self-control is very critical for the task execution. Self-efficacy shows expected results when
individuals were given a specific goal and proper feedback from leadership (Cervone &
Wood, 1995; Gist & Mitchell, 1992).

According to the Social Cognitive Theory of Bandura (n.d.), self-efficacy is portrayed
as the trust in one’s abilities to deal with and execute the activities required to gain suc-
cess (Bandura, n.d.). This confidence in one’s capabilities might be an outcome of past
productive experiences, vicarious learning, acquired knowledge and physiological as well
as mental states (Bandura, n.d.), like how we got motivated, how we feel, what we think,
and what we do (Bandura, 2001; Martin, 2000). Theoretical and observational research
shows that self-efficacy is a critical factor in work engagement. There is empirical evidence
that low levels of self-efficacy results in stress, absenteeism, job satisfaction, turnover, low
commitment (Jex & Bliese, 1999), restlessness, hopelessness (Beas & Salanova, 2006) and
burnout (Salanova et al., 2001, 2002, 2000). This supports the following hypothesis:

Hj: Self-efficacy has a significantly positive impact on job engagement.

24 Job Engagement

Oluwatayo & Adetoro (2020), the concept of job engagement is generally foreseen by the
human resource practices and employee’s individual traits. Result show that perceptions
of job insecurity has negative impact. It was also observed that, employee’s job engagement
can reduce turnover intent. Job engagement of workforce completely mediate the relations
among turnover intent and perceptions of job insecurity, on the other end job insecurity
produced by COVID-19 has a larger impact. Job engagement (JE) is a moderately new idea
in academic research that is attracting much attention due to the comprehensiveness and
outcomes of the concept. The principal meaning of JE is a positive attitude, satisfaction,
passion, energy, high vigour, commitment, importance, excitement, motivation and pride,
related to their job as well as an organization. The worker put the discretionary effort in
their work, relate themselves with the job, and feels that time passes rapidly (Bakker &
Demerouti, 2008; Chughtai & Buckley, 2011).

Job engagement is also defined as the physical, intellectual, and enthusiastic vitality
and commitment that the workers put as resources into their work (Kahn, 1990; Rich et al.,
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Figure 1: Research Framework

2010). The main concern of the person with high job engagement is the higher performance
while fulfilling the tasks assigned by the organization and ultimately increasing organiza-
tional effectiveness (Eagly & Chaiken, 1993; Judge et al., 2001). Employee job engagement
has received much attention over the last years, and it has been recognized as the way
to an organization’s growth and prosperity. As per Schaufeli & Salanova (2007), engage-
ment is "fundamental” for today’s employees.employees fight against multiple task-related
challenges if they are correctly delegated and engaged in their jobs.

In any case, although the persisting search has shown that job engagement is identified
with worker task results, many managerial and individual antecedents that impact em-
ployees’ job engagement are still, to a great extent, obscure. Specifically, less hypothetical
clarification and experimental work have been done at the organizational level antecedents
of employee job engagement (Rich et al., 2010; Saks, 2006). The relationships mentioned
above among all the IVs and self-efficacy and further the relationship of self efficacy with
job engagement supports the mediating role of self efficacy.

2.5 Theoretical/Conceptual Framework

In this research study, job engagement focuses as a dependent variable, whereas project
management leadership and knowledge management are the IVs. Self-efficacy mediates
the association between project management leadership (IV) and job engagement (DV) and
the impact of the mediating role of Self-efficacy between knowledge management (IV) and
job engagement (DV). Independent variables: Project management leadership and Knowl-
edge management

Mediator: Self-efficacy

Dependent variable: Job engagement

2.6 Hypothesis Development

For justifying the research framework and literature review, research hypotheses are devel-
oped, which support the theoretical framework. The following hypothesis has been created
to justify the research study:

H;: Project management leadership has a significantly positive impact on job engagement.
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Hj: Knowledge management has a significantly positive impact on job engagement.

Hjs: Project management leadership has a significantly positive impact on self-efficacy.

H,: Knowledge management has a significantly positive impact on self-efficacy.

Hj: Self-efficacy has a significantly positive impact on job engagement.

Hg: Self-efficacy mediates the relationship between project management leadership and job
engagement.

Hy: Self-efficacy mediates the relationship between knowledge management and job en-
gagement.

3 Research Methodology

Research methodology facilitates the researcher by providing a descriptive mechanism of
the research study. It involves the following given information.

3.1 Sample Selection

The sample size was 320 employees, which involve top middle management of private
companies (dealing with projects) and top middle management government officers work-
ing in different government organizations (which are dealing with projects) located in
Rawalpindi/Islamabad. The calculation of sample size selection has opted from Hair Jr
et al. (2016) number of variables x 20, then double it (in Pakistan response rate is 49%, that
is why again double your results to finalize the sample size of your study 4x 20=80 after
doubling it will become 160 and after again doubling it will be 320.

3.2 Population Frame

Top and middle management government officers working in different government de-
partments (which are dealing with projects) and top middle management staff of private
companies/organizations (dealing with projects) would be the population frame of the re-
search study.

3.3 Type of Study

The type for the current research study was causal research design’ as our model depicts
the cause and effect scenario among the project management leadership, knowledge man-
agement (IVs), and job engagement (DV) with a mediating role of self-efficacy.

3.4 Sampling Technique

Purposive sampling technique was used along with random sampling, as the question-
naires were shared with HR departments and administration offices of the organizations to
get them filled from the project managers randomly.

3.5 Research Instruments

The five likert scales (Likert, 1967) was used. Four variables were measured using the re-
search instruments adopted from previous studies without any modifications for measur-
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ing the project management leadership instrument developed by Norrie & Walker (2004).
For measuring the knowledge management instrument was developed by Liebowitz &
Megbolugbe (2003). Self-efficacy instrument was developed by Dorfman & Howell (1988).
The job engagement instrument was developed by Rich et al. (2010).

3.6 Data Collection Procedures

Data were collected from the selected respondents through google docs and printed re-
search instruments in the form of the questionnaire, 5-points likert-scale was used to collect
answers.

3.7 Data Analysis Techniques and Tools

Data was received through google docs, and was analysed by using the structural equation
modelling technique through SmartPLS 3. SPSS was used to prepare data sheet and for
demographic analysis.

4 Findings and Data Analysis

4.1 Descriptive Statistics and Analysis

The researcher used SPSS software for data entry and demographic analysis, while struc-
tural equation modeling has been performed using SmartPLS 3. The measurement model
was executed in SmartPLS to check reliability, correlation, average variance, R square, mod-
eration, and mediation. The researcher collected data from 166 respondents, out of which
90 were male (54.2%) and 76 were female (45.8%). Table 1 below shows the demographic
analysis for gender and male respondents were high in number.

Table 1: Gender

Frequency Percent Valid Cumulative
Percent Percent
Valid Male 90 54.2 54.2 54.2
Female 76 45.8 45.8 100
Total 166 100 100

Table 2 shows responses regarding the age of the respondents. This demographic anal-
ysis shows that 31.9% of respondents were from the age group of 20-30 years, 50% were
from the age group 31-40 years, showed the highest number where people in this age co-
hort worked in project-based organizations. The number of people in last age group, which
was above 40 years, were 18.1%.

The researcher explains the education level of respondents in the table 3 mentioned
above. According to the below table, 31 respondents have a Bachelor’s degree (18.7%), 81
respondents have a Master’s degree (48.8%) and 54 respondents have a MPhil/Ph.D de-
gree.(32.5%). We can see from the above table that the highest respondents had a Master’s
degree.
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Table 2: Age
Frequency Percent Valid Cumulative
Percent Percent
Valid 20-30 53 31.9 31.9 31.9
Years
31-40 83 50 50 81.9
Years
Above 40 30 18.1 18.1 100
Years
Total 166 100 100
Table 3: Education
Frequency  Percent Valid Cumulative
Percent Percent
Valid Bachelors 31 18.7 18.7 18.7
Masters 81 48.8 48.8 67.5
M. 54 32.5 32.5 100
Phil./PhD
Total 166 100 100

Table 4 explains the the distribution of organizations as data was collected from both
private and public organizations. There were 60.2% respondents from private sector
(project based organizations) and 39.8% respondents from public sector (project based or-
ganizations). Private sector respondents were higher in number who participated in this

survey.

Table 4: Organization

Frequency  Percent Valid Cumulative
Percent Percent
Valid Private 100 60.2 60.2 60.2
Public 66 39.8 39.8 100
Total 166 100 100

4.2 Analysis of Measurement Model

Findings from the measurement model state that R-square of self-efficacy, which is 31.1%,
it means that 31.1% of variation in self efficacy is explained by project management
leadership and knowledge management. R-square of job engagement is 40.4% which
indicates that 40.4% of variation in job engagement is explained by self-efficacy,project

management leadership and knowledge management.
Beta co-efficient path
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Figure 2: Measurement Model (Project Management Leadership, Self Efficacy, and Job En-
gagement)

1. Project management leadership has reflected a positive association with self-efficacy.
2. Knowledge management has shown a positive relationship with self-efficacy.

3. Self-efficacy has a positive relationship with job engagement.

4. Project management leadership has a positive relationship with job engagement.

All factor loadings indicate that data is significant because their values are greater than 0.5
as mentioned in figure 2. PML 1 has the highest value, and it means that it has the most
contribution to explain project management leadership. KM 3 has the highest value, and it
means that it has the most contribution to explain knowledge management. SE 8 has the
highest value, and it means that it has the most contribution to explain self-efficacy. JE 4 has
the highest value, and it means that it has the most contribution to explain job engagement.

Table 5: Construct Reliability and Validity before Mediation
et Composite Reliability AVE

Project Management Leadership 0.73 0.829 0.55
Knowledge Management 0.767 0.85 0.587
Self-Efficacy 0.815 0.864 0.515

Job Engagement 0.938 0.946 0.574

Table 5 shows the construct reliability and validity before performing the mediation ef-
fect. We can see from table 5 column 2 explains about Cronbach’s alpha, column 3 explains
about composite reliability while the last column shows average variance extracted. Cron-
bach’s alpha is in an acceptable range, which should be more than 0.60, and we can see for
all variables Cronbach’s alpha is above 0.60, which means all instruments are reliable and
consistent. Job engagement has the highest Cronbach’s alpha value, which is 0.938. Project
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Figure 3: Measurement Model After Boot Strapping for Mediation

management leadership has the lowest Cronbach’s alpha value, which is 0.730. Our anal-
ysis shows that the composite reliability of project management leadership is 0.829. For
self-efficacy, it is 0.864,knowledge management is having 0.850 and for job engagement,
0.946, which means all are acceptable, which should be above 0.70. The last column shows
the average variance extracted, which shows that all values are greater than 0.5, which
means our measurement model is valid and reliable. So by looking at the table mentioned
above, we can say reliability and validity exit and confirm.

As mentioned below, it can be seen from the table that every variable is different from
the other variables by having diagonal values higher than vertical and horizontal values. It
can also be observed that these values are higher than the values of average variance, which
means that there is no issue of multicollinearity in the data collected from the respondents.

Table 6: Discriminant Validity before Mediation
AVE JE KM PML SE

Job Engagement 0.55  0.758
Knowledge Management 0.587 0.5 0.766
Project Management Leadership  0.515 0482 0441 0.794
Self-Efficacy 0.574 0.636 0458 0.487 0.775

The correlation table helps us to gauge the association among the variables. Correlation
value ranges between -1 to +1, which is also its acceptable range. A positive value indicates
a strong positive relationship between the variables, and negative values imply a negative
correlation among the understudy variables. As per findings, all variables are possessing
positive values within the acceptable range.
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Table 7: Correlation Table before Mediation
JE KM PML SE

Job Engagement 1

Knowledge Management 0.5 1

Project Management Leadership 0.482 0.441 1
Self-Efficacy 0.636 0458 0487 1

The R square (coefficient of determination) guides us to explain the variance in DV
produced by the IV. These values of R square were calculated before mediation by using
SmartPLS 3. It is evident from the results mentioned above that self-efficacy explains the
variance of 40.4% of job engagement.

Table 8: R Square

Before Mediation

R Square R Square Adjusted

Job Engagement 0.404 0.401
Self-Efficacy 0.311 0.302

Knowledge management — Job engagement value of T-stats is significant because it is
larger than 1.96, P-value is significant and having a 100% confidence level. Kowledge man-
agement — Job engagement value of T-stats is significant because it is larger than 1.96,P-
value is significant and having a 100% confidence level. Project management leadership
— Job engagement value of T-stats is significant because it is larger than 1.96,P-value is
significant and having a 100% confidence level. Project management leadership — Job en-
gagement value of T-stats is significant because it is larger than 1.96,P-value is significant
and 100% confidence level. Self-efficacy — Job engagement value of T-stats is significant
because it is larger than 1.96, P-value is significant and 100% confidence level. The below-
mentioned factual position implies that the mediation effect’s hypothesis is accepted with
significant data collected from project-based organizations. These findings go along with
the findings of Tuman (1986) and Cleland (1986) who believed that the leader’s clear vision,
once properly expressed and adequately linked with the employee level tasks, generally
lead towards more engaged employees with high levels of self-efficacy.

Table 9: Total Effects

O MSTDEV |O/STDEV | P Values Status

Knowledge Management -> Job Engagement 0.3570.3630.094  3.801 0 Supported
Knowledge Management -> Self Efficacy 0.2970.3 0.077  3.859 0 Supported
Project Management Leadership -> Job Engagement 0.324 0.3310.095  3.426 0.001  Supported
Project Management Leadership -> Self Efficacy 0.3560.366 0.082  4.364 0 Supported

Self-Efficacy -> Job Engagement 0.455 0.451 0.077 5913 0 Supported

Note: O=Original Sample; M=Sample Mean; STDEV=Standard Deviation; | O/STDEV | = T-Stat

JBE, Number 12 (2), pp. 82-98



94 JOURNAL OF BUSINESS & ECONOMICS VOL. 12 ISSUE 2

Table 10 shows the mediation analysis of direct and indirect effects after bootstrap-
ping mediation was calculated. VAF was calculated after direct and indirect effects, which
shows a value of 74.3%. This value is less than 80%, showing partial mediation on the data
collected from project-based public and private sector organizations. This also relates to
the findings of Schaufeli & Salanova (2007), easy engagement is "fundamental" for today’s
employees, given the various challenges they face and they fight against multiple task-
related challenges if they are correctly delegated and engaged in their jobs. As per research
finding when tests were run on data received (from public/private project-based organiza-
tion) regarding mediation, it was found that partial mediation existed when we evaluated
the impact of project management leadership, knowledge management on job engagement
with the mediating role of self-efficacy, which support the underlying hypothesis as well.

Table 10: Mediation Analysis

Path Coeffi- Value VAF Status
cients

Direct 4.87 14.136/19.006=.743

Indirect 14.136 74.3%, Which is < 80% Means Partial Mediation Supported

Total Effect 19.006

5 Conclusion and Discussion

The performance of government offices, dealing with projects and project-based organi-
zations working in the private sector, has been declined in the last decade. The concept
arises to measure the possible reasons for that decline. Among many other factors, job
engagement seems to be the most dominating problem area which needs to be addressed.
The researcher has tried to contribute value addition to the organizations and practition-
ers. As the variables under study depict that job engagement among the employees can be
improved by focusing on the aspects of project management leadership, knowledge man-
agement, and specially self-efficacy. The research model was formulated by reviewing the
literature on the variables under study and their logical and historical relationships. This
research’s main objective was to test the Pakistan project-based private and public sector
organizations’ theoretical model.

To get the most relevant respondents” appropriate responses, the researcher tried to ap-
proach renowned organizations and departments’, employees. Three hundred and twenty
questionnaires were floated in total, out of which 100 questionnaires were floated through
google doc and 220 in hard form through personal visits. One hundred and sixty-six re-
sponses were received /recorded, 20 through google docs, and 146 through questionnaire.
The analysis was conducted in three phases by using SPSS and structural equation mod-
elling through SmartPLS 3. All the hypotheses were found acceptable. Based on results,
researchers have concluded that improvement could be made in job engagement of em-
ployees working in public/private project-based organizations/departments by focusing
on project management leadership, knowledge management, and self-efficacy. This im-
provement is more required in public organizations as their employees lack of job engage-
ment due to their job securities and salaries/perks.
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Results show that research model has partial mediations, which means that self-efficacy
partially mediates the relationship between the independent variables and the dependent
variable. Self-efficacy is one knowledge area of psychological capital. After conducting this
research, it is added that it may be beneficial to consider the impact of other knowledge
areas of psychological capital, which are hope, optimismand resilience, as a future recom-
mendation. It is also expected that these knowledge areas will also improve the problem
area.
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1 Introduction

In the present era, brand is an essential factor for increasing the progress of the company. The buying
behavior of people can be changed with brand equity. A company’s brand name can help customers
purchase the products and services it offers. In recent times, people are more conscious of the different
brands that are available in the market. To understand their customers’ needs, companies can create
a strong brand image to target consumers. A well-known brand image in customers’ minds can
help companies compete in different market conditions, and customers easily choose their products
according to a related brand. Brand awareness is an essential factor in a customer’s purchase decision.
Brand image and brand awareness are crucial tools that can influence the purchase decision because
they help build and maintain customer loyalty to different brands. When customers are more aware
of a brand, a company can create a better market image and generate more customer loyalty; due to
brand awareness, a customer can easily purchase products associated with its brand. Higher brand
awareness can create a strong market image for its brand (Chi & Yeh, 2009; Mishra et al., 2020).

Companies can use two different factors to strengthen their brand: brand name and brand logo,
to create a reference point in consumers’ minds. Through these, customers can easily recognize a
product associated with a specific brand. Brand equity is an essential tool that helps customers focus
their attention on development, which can impact their buying decision (Saroha & Diwan, 2020).
Customers need a brand they already have more information about because many brands exist in
the market, and customers have information about them. The first time customers make a purchase
decision, brand equity is a significant factor. However, other factors, such as their family and friends’
opinion, can also affect customers’ purchasing decisions.

In Pakistan’s telecommunication sector, different companies can use different ways to force their
customers to purchase their brand. They can influence their customers through extensive advertising
campaigns and capture a large share of the market. To build a good reputation in the market among
potential and current customers, a company needs to offer products with more unique and better
features than its competitors. If telecommunication companies do not follow fair practices, they
will not build their customer base. Telecomm companies can create a hypothetical world in which
they offer packages so customers can compare them to their competitors’ packages, rather than to
satisfy customers through remarkable advertisements to target their intended market. To create a
positive image of the services being offered, a company must generate brand equity. When a company
makes a positive image, customers become more brand conscious, which will impact their intention
to purchase its products and services. The increasing competition in the mobile telecommunications
sector can also affect the brand equity of different telecommunication companies. For example, the
merger of two companies, Warid and Mobilink, can also create a problem in the market for their
competitors because they must adopt new strategies to increase their brand equity. In these situations,
companies can use different types of methods to maximize their brand equity.

This study attempted to answer the following research questions:

RQ1: Does the customer purchase intention affect brand loyalty in the telecommunication sector?
RQ2: Does customer purchase intention affect by brand awareness in the telecommunication sector?
RQ3: Does customer purchase intention affect by perceived quality in the telecommunication sector?
RQ4: Does customer purchase intention affect by the brand association in the telecommunication
sector?

This study has the following objectives:

1. To identify how brand equity affects the purchase intention of customers in the telecommuni-
cations sector.
2. To examine how brand loyalty affects a customer’s purchase intention.
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3. To evaluate how brand awareness affects a customer’s purchase intention.
4. measure how perceived quality affects a customer’s purchase intention.
5. To examine the effect of brand association on a customer’s purchase intention.

2 Literature Review

2.1 Brand Equity

Keller (1993) explains that brand equity represents a situation in which consumers know about dif-
ferent brands. Due to the brands’ familiarity, the customer reminds the brand when they have unique
and strong associations. Winters (1991) said that brand equity is with the associations and perception
of customers with a particular brand name that will add value to a product. Kotler (2003) noted that
Brand assets are the added value of products and services that may reflect the consumer’s perception
of the brand and reflect the price, market share and profitability. Aaker & Equity (1991) stated that
brand equity requires a set of brand-related assets and liabilities, their names and symbols. The value
that the product or service, offers to the company, would increase or decrease.

2.2 Customer Purchase Intention

Porter (1974) explains that they can elaborate that customers whose choices to purchase a focused
brand are not due to the brand attitude. Still, the customers also focused that brand name leads towards
another brand in the same consideration set. Engel et al. (1995) present the model recognized for
customers’ purchasing decisions. He can divide the five steps model of consumer purchase decision:
(1) problem recognition, (2) information search, (3) alternative evaluation, (4) purchase decision
and (5) post-purchase behavior. According to Keller (2001), when consumers make their purchase
decisions, their behavior is critical when considering and evaluating the products. The two things
will influence customers’ purchase intention: their attitudes and the unpredictable situation (Kotler,
2003). Customers’ attitudes include their personal preferences towards the product, and unexpected
situations show that they will change their purchasing behaviour in different situations.

2.3 Brand Loyalty

According to Hayes (2008), any brand’s profitable growth is driven by the customers. When the
commitment of the customers increases the profit of the company also increases. Rashidi (2013)
pointed out that brand equity is the customers’ loyalty has been considered from various aspects.
The aspects are loyalty with the brand, commitment to products, services and other different similar
items are included as such expects. According to Kotler & Keller (2006), the increase in the brands’
percentage of loyal customers becomes more profitable. Brand loyalty refers to a potential repurchase
commitment where customers pledge that they will not switch the brand in various circumstances and
buy the brand they are loyal to on an ongoing basis (Oliver, 1999).

2.4 Perceived Quality

Consumers are always searching for the value that is ideal for them. When the product’s quality is
high, the customers extend the business domain and company has a strong position in the market,
which can help improve the purchase of customers and loyalty (Myers, 2003). Aaker & Equity (1991)
indicated that the customer’s perceived quality shows the customer about their salient features that
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are different from others and become a potent and selective brand in the consumer’s mind. Perceived
quality and brand equity are positively related to each other (Severi & Ling, 2013). Kan (2002) said
that the quality objective is that consumers will use their knowledge and experience while making a
purchase decision of product, a consumer evaluates the overall product function, benefit, technology
and their reliability. The perceived quality is a critical element in customer decision-making. The
consumer compares their alternative products’ quality concerning each items price in the relevant
category (Yee et al., 2011).

2.5 Brand Awareness

Brand awareness means that the customer’s recall and recognition ability about the brand in different
situations (Aaker & Equity, 1991). According to Hoeffler & Keller (2002), brand awareness can be
seen through their depth and width. Depth means that the recall process of the customer and after
recall how to identify brand quickly and the width shows the situation when the customer purchase a
product, at once the brand name of that product comes to their mind. When both the brand depth and
brand-width comes into the customer’s mind, they will buy a specific product of the brand. So this is
the way through which the brand awareness of the customer is high. Brand awareness is an essential
factor for customers’ purchase decisions because customers can purchase those products they have
more knowledge and are familiar with (Keller, 1993; Macdonald & Sharp, 2000). People can show
the product’s goodwill among different individuals when they know about its features (Gustafson &
Chabot, 2007; Shah et al., 2019).

2.6 Brand Association

Keller (1993) stated that the brand association consists of three elements; attributes, benefit and brand
attitude that helps the customer have different responses. Krishnan (1996) considered brand associa-
tion to be a general term representing a link between two nodes, which suggests brand association in
customers’ minds. Aaker & Equity (1991) said that brand associations can provide consumers with
value through consumer optimism and attitudes by providing consumers with choice and branding.

2.7 Hypothesis Development

This study has verified the relationship between brand equity and customer purchase intention. The
hypothesis is developed to analyze the relationship between the variables.

H,: Brand loyalty has a positive and significant effect on purchase intention.

H,: Brand awareness has a positive and significant effect on purchase intention.

Hj: Perceived quality has a positive and significant effect on purchase intention.

H,: Brand association has a positive and significant effect on purchase intention.

2.8 Theoretical Framework

3 Methods

Research design is a process that combines fundamental research. It is referred to as, demonstrating
the various logical aspects of the strategies according to the analysis that was carried out. The sample
size consists of only 200 respondents. Adopted instruments were used in this study. Further, these

JBE http://111.68.96.103:40003/0js/index.php/jbe


http://111.68.96.103:40003/ojs/index.php/jbe

BRAND EQUITY AND CUSTOMER PURCHASE INTENTION 103

Brand loyalty

Brand awareness

Customer purchase

intention

Perceived quality

Brand association

Modified fom Hayes & Bob (2008) Gustafion & Chabot (2007), Severi & Ling (2013),
Krishnan (1996) and Bachler (2004).

Figure 1: Theoretical Framework

instruments were modified in the present study context. 5 point Likert scale was used. Tools that
have been used in the study are summarized below in table 1.

Table 1: Summary of Scales Used in the Study

Sr. No. Variable No. of Items

Brand Loyalty
Brand Awareness
Perceived Quality
Brand Association
Customer Intention

nA W~
[N O NG N O

The data was collected through convenience sampling. The data was analyzed in three steps in
this study. The first step of the study is collecting data and treating the missing values in the different
questions. The second step of the survey was checking the normality and reliability of the data. After
reviewing the reliability, the third step was the inferential analysis of the respondent’s data, which
was done by applying the correlation and regression analysis to check the variables main effects.

Before proceeding to the third step that is the final analysis, it is essential to analyze the goodness
of data by applying the reliability analysis. The data collected should demonstrate consistency in
respondents’ responses since the inconsistency of responses would compromise the collected data’s
reliability. Cronbach’s alpha coefficient value for all variables is estimated to be 0.70.

According to the reliability statistics, the three items of brand loyalty and the statistics brand
loyalty positively influence the purchase intention. It means that when people are going to purchase
anew mobile connection they can give more importance to brand loyalty. According to these results,
we say that it is essential for people while making their purchase intention. According to the reliability
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statistics, brand awareness has four items. The reliability statistics show strong relationship between
the independent variable brand awareness and the dependent variable customer purchase intention,
because the Cronbach alpha value is 0.662, which is greater than 0.60. When we see this relationship,
customers are going to purchase a new mobile connection, it can directly affect the brand awareness.
When a customer is more aware of the brand, they can easily make their purchase decision.

According to the reliability statistics, table 2 shows the value of Cronbach alpha of perceived
quality. This value shows the positive relation of service provider between the perceived quality and
their purchase intention. When a customer goes into the market for purchase intention, they know
the service provider’s rate because service quality is an influential factor for the peoples to make a
positive word of mouth in the market. According to the reliability statistics, the Cronbach alpha value
is 0.630, which shows that the relation between the brand association and the purchase intention is
good. When people purchase a new mobile connection, the brand association is positively affected
due to the strong relationship between the brand association and customer purchase intention.

Table 2: Reliability Statistics

Variable Alpha Reliability

Brand Loyalty 0.732
Brand Awareness 0.662
Perceived Quality 0.61
Brand Association 0.63

4 Results

The descriptive statistics of five demographic variables and four other variables which we studied in
this research are shown in the table below. The table shows the data of 200 respondents means that
n=200, the minimum value of each variable, the maximum value of each variable, the mean value
of each variable and their standard deviations. The mean value of purchase intention is 3.69; along
with a standard deviation value is 0.882, measured on 5 point Likert scale.
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Table 3: Descriptive Statistics

N MIN MAX MEAN STD. DEV.
Gender 200 1 2 1.335 0.47317
Age 200 1 5 1.805 1.19756
Income 200 1 5 2.215 1.32573
Network 200 1 4 2.38 0.87718
How long 200 1 4 2.865 1.0499
using mobile
connection
BL 200 1 5 4.0633 0.78398
BA 200 1 5 3.865 0.73063
PQ 200 1 5 3.8652 0.6633
BAS 200 1.25 5 3.765 0.78884
CS 200 1 5 3.6909 0.88287

*Source: Field data, BL: Brand Loyalty, BA: Brand Awareness, PQ: Perceived quality, BAS: Brand association, CS: Customer satisfaction.

The last part of the study is to analyze the correlation between the variables. The results of
the correlation between the variables are explained below and shown in table 4. In the correlation
analysis, a coefficient value between two constructs, i.e., brand loyalty and customer purchase in-
tention, was 0.344, which is significant at p-value0.01 is shown in table 4. So, there is a significant
positive association between brand loyalty and customer purchase intention. These results verified
our hypothesis H1.The correlation results illustrate a meaningful positive relationship between brand
awareness and customer intention. The correlation coefficient value is 0.256, which is significant at
a p-value is 0.01. The results of these two variables’ relation are shown in table 4. These results
support the study hypothesis: Brand awareness is positive and significant with customer intention.
In this proposed relationship, the coefficient value 0.284 was found, for which the p-value is equal to
0.01. It showed a significant positive association between perceived quality and customer intention.
The results of these variables relation are shown in table 4.
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Table 4: Correlation Analysis

Gender Age Income Network How Brand Brand Perceived Brand As- Customer
Group Long Loyalty Awareness Quality sociation Intention
Gender 1
Age Group 0.054 1
Income 0.133 239%% 1
Network -0.018 0.104 0.003 1
How long -.141%* 0.007 0.039 -0.042 1
Brand -0.021 0.011 -0.029 -0.081 0.047
Loyalty
Brand 0.015 -0.023 -0.014 0.008 0.027 .519%%*
Awareness
Perceived .162* 0.031 -0.032 -0.126 -0.042 .327%* A438%#*
Quality
Brand As- 0.091 -0.109 -0.033 0.073 -0.055 0.083 0.047 -0.057 1
sociation
Customer -0.038 -0.022 -0.043 0.075 -0.055 .344%* 256%* .284%%* A78%* 1
Intention

* n=200;** significant at the 0.01 level;* significant at the 0.05 level
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Pearson coefficient value of the correlation between brand association and customer purchase
intention was 0.478, which is substantial at a p-value0.01 shown in table 4. So, a significant positive
relationship was established between brand association and customer purchase intention.

The third and last step after the correlation analysis is the regression analysis and also sees the
ANOVA values. ANOVA indicates that the whole model of your study is significant. So the value
of R square is 0.371.1t suggests that the study’s model is good, or 37.1% influences the dependent
variable caused by the independent variable.

Table 5: ANOVA

Model R R Square Adjusted R Square Std. Error of the Estimate
1 .6094 0.371 0.358 0.70722

" a. Predictors: (Constant), Brand Association, Brand awareness, Perceived quality, Brand loyalty, b. Dependent Variable: customer intention

It indicates that brand loyalty, brand awareness and perceived quality are significant because the
p-value is less than 0.05. One variable, brand association, is not individually substantial because the
p-value is more significant than 0.05.Beta indicates that one unit change in the independent variable
due to the dependent variable.

e One unit change in brand loyalty shows that a 0.22 unit change in the dependent variable is
customer purchase intention.

e One unit change in brand awareness shows that a 0.019 unit change in the dependent variable
is customer purchase intention.

o One unit change in perceived quality shows that a 0.231 unit change in the dependent variable
is customer purchase intention.

e One unit change in brand association shows that a 0.472 unit change independent variable is
customer purchase intention.

Table 6: Coefficients

Model Unstandardized Coeff. Standardized Coeff. T Sig.
Beta Std. Error Beta

(Constant) -0.575 0.425 -1.353 0.178

Brand 0.247 0.076 0.22 3.266 0.001

Loyalty

Brand 0.023 0.085 0.019 0.267 0.79

Awareness

Perceived 0.308 0.085 0.231 3.61 0

Quality

Brand Asso- 0.528 0.064 0.472 8.237 0

ciation
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5 Discussion, Conclusion, and Implications

5.1 Discussion

The study’s first and primary objective is to measure brand equity and its impact on customer purchase
intention. Brand equity is also assessed by brand loyalty and awareness, perceived quality and various
dimensions of brand relevance. This study investigates the impact of these dimensions of brand equity
on customer purchases. The first hypothesis is accepted; that is brand loyalty has significant positive
effects on customer purchase intention. Oliver (1999) found that brand loyalty is the promise of future
repurchase. Consumers with brand loyalty do not change and continue to buy the famous brand even
in different circumstances. The second hypothesis is accepted that brand awareness has significant
positive effects on customer purchase intention. This means that customers who have information
about brands easily make purchase decisions.

The third hypothesis is accepted that perceived quality has significant positive effects on customer
purchase intention. In other words, quality is an essential factor in customer purchase decisions. Hoch
& Banerji (1993) found that perceived quality has a positive correlation with purchase decisions. The
fourth hypothesis is rejected that brand association has a positive and significant effect on customers’
purchase intention. It means that when the customer is more attached to some brand, they can pur-
chase that brand. Still, in this study, the brand association has no positive and significant effect on
customer purchase intention. One reason is that people are associated with a brand in the target mar-
ket but do not have the buying power to purchase it. These outcomes are further supported by SSaeed
& Aslam (2015) that brand association is not significant results in customer purchase intention.

5.2 Conclusion

In general, brand equity research demonstrates that brand loyalty, brand awareness, perceived qual-
ity and brand association have roles in brand equity. The study results show that increase in these
variables produce higher levels of brand equity. The analysis suggests that brand loyalty, brand aware-
ness and perceived quality have substantial impacts on brand equity, while the other variable, brand
association, has less influence on purchase intention. These results imply that if the telecommunica-
tion brands in Sargodha have to increase their brand equity, they should focus on building customer
awareness and perceived quality to achieve higher brand equity in the telecom sector. In this study,
the brand association has less effect on customer purchase intention because some customers as-
sociate themselves with a brand but have low purchasing power, so they cannot purchase it. The
research model shows that brand equity has a direct positive impact on customer purchase intention.
Thus, these results indicate that brands with higher brand equity generate higher customer purchase
intention.

Customers with higher purchase intention, in turn, are more concerned with continuing the use
of mobile connectivity brands. Customers who have low purchase intention and are associated with
brands are willing to purchase them but cannot due to their low income. These results demonstrate
the effects of brand equity. Within the comprehensive framework of brand equity, robust analysis
supports the research hypotheses. The mobile communication industry framework helps better to
understand brand equity from the customers’ perspective. Overall, the research objectives have been
achieved. Regarding the market share of mobile connection brands, Pakistan has the largest mo-
bile networks. Pakistan cellular-telecom density stands at 72% of the industry, divided between five
players. According to Pakistan Telecommunication Authority (PTA) Jazzholds 28% of the Market,
Telenor 27%, Zong20%, Ufone16%, and Warid 8%. As the market leader, Jazz should possess abili-
ties from the perspective of both customers and companies.
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5.3 Implications

Based on the studies reviewed, brand equity is a critical factor in the value of services to end-users,
including in the Sargodha context. In particular, mobile connectivity providers conduct rich branding
activities and invest in large-scale brand communication campaigns about their services. According
to the present study, it is cost-effective for companies to invest in brand awareness through promo-
tional campaigns about products and services’ features. Brand managers may have quantitative goals
and quality objectives to improve product performance in the marketplace or achieve individual com-
munication goals and marketing objectives.

5.4 Limitations and Future Research Direction

First, more time and resources are needed to recruit a larger sample, and the geographic scope should
be expanded to capture more accurate representative answers. Second, using both qualitative and
quantitative research methods allows a more comprehensive understanding of the topic. Third, the
study explores demographic factors such as gender, age, and education level.
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1 Introduction

Over the last few decades, the world monetary system has undergone tremendous changes.
Globalization has widened the debate in banking territories in developed and developing
economies around the globe. Globalization and technological change have called on fi-
nancial associations to become modern creative financial products to satisfy stakeholders’
needs. Nonetheless, these advancements are joined by some hazards in the financial seg-
ment. The controllers have been attempting to give a general model to deal with the bank
capital since Basel I was introduced in 1988. It was followed by Basel II that was presented
in 2004. The latest Basel III has been dynamic since 2010. The monetary crunch 2007-2008
demonstrated that the higher proportion of capital was not fit for saving banks. Basel II's
insufficiencies were an intention to grow new and more proper rules to fill this hole in the
financial framework. The Basel Committee on Banking and Supervision (BCBS) gave new
rules to banking oversight under the title "Basel-III" in 2010. The Basel Accord-III gives new
meanings of bank capital and bank liquidity. The basic purpose of Basel III is to enhance
the bank equity base and to strengthen banks’ liquidity position. Basel-III provides three
different proxies of bank capital in addition to the requirements of Basel-II.

The first measure is the capital adequacy rate, which should be 8% of banks’ risky as-
sets. The second measure is the tier-one ratio, which requires a 6% ratio of tier-one capital
against banks’ risky assets. The third proxy measure is the tier-one capital ratio of at least
4.5% of risky assets. Surprisingly, the increase in the capital level always remains the pri-
mary focus for regulators to reduce the probability of failure, as witnessed in earlier litera-
ture (Bitar et al., 2018; Jacques & Nigro, 1997). In light of the available literature, the impor-
tance and sustainability of a financial system needed to answer the following key questions
regarding the association of different capital ratios and banks’ portfolio risk in the post-
crisis period. First, how does a change in total capital ratio, total risk-based capital ratio and
capital buffer ratio affect a bank’s risk-taking in the post-crisis period in comparison with
the before-crisis and during-crisis period?Do the well-capitalized banks” capital ratios in-
fluence risk differently from adequately and under-capitalized insured commercial banks?
Do the high-liquid insured commercial banks’ capital ratios influence risk differently from
low-liquid insured commercial banks? Although a plenty of studies explore the relation-
ship between bank capital ratios and bank risk-taking (Abbas & Ali, 2020; Abbas, Butt, et
al., 2019; Abbas, Igbal, & Aziz, 2019; Abbas & Masood, 2020; Bitar et al., 2018) but evidence
lack especially for well-capitalized, adequately-capitalized, under-capitalized, high-liquid
and low liquid banks in the USA context.

Theoretically, there have been various hypotheses reported in the banking literature
about the relationship between risk-taking and adjustment of bank capital ratios. For ex-
ample, the mean-variance hypothesis suggests a positive relationship between capital and
risk (Kim & Santomero, 1988; Rochet, 1992), whereas the option pricing theory concluded
an inverse association between capital and risk (Keeley & Furlong, 1990). The moral hazard
hypothesis supports the negative association between risk and capital ratios (Lee & Hsieh,
2013; Zhang et al., 2008). According to the moral hazard theory, bank managers normally
exploit the depositor’s rights in that they primarily favor their own interest for managerial
compensation and secondly support the interest of shareholders for their wealth maximiza-
tion. The regulatory hypothesis theory favors the positive relationship between capital and
risk as evidenced in the literature (Altunbas et al., 2007; Ding & Sickles, 2018). Accord-
ing to the regulatory theory, banks are bound to increase their capital level with increased

JBE http://111.68.96.103:40003/ ojs/index.php /jbe


http://111.68.96.103:40003/ojs/index.php/jbe

ROBUSTNESS OF CAPITAL AND RISK RELATIONSHIP ESTIMATION 113

portfolio risk. The positive connection between risk and capital suggested by regulators to
reduce the problem of bankruptcy due to greater risk and lower capital.

The results of this study have an economic significance for regulators to consider fur-
ther regulation about the adjustment of bank capital ratios and risk in order to mitigate the
probability of failure. The results are not similar to the previous studies and require deep
attention to formulate appropriate guidelines. For example, Aggarwal & Jacques (1998)
found a negative coefficient of lagged risk in their results,whereas the sign is positive and
highly significant in the present study results, which is consistent with Jokipii & Milne
(2011). The findings indicate that there is a need to revise and develop a new model ac-
cording to present economic conditions and this study is a step to do such.

This study explores the connection between risk and capital in the USA. This study
used the sample of insured commercial banks from the USA with consolidated assets of
$300 million or above covering the period between 2002 and 2018. The model is estimated
based on the two-step system GMM approach,which incorporates the endogeneity of risk
and capital ratios.The study conducted by Aggarwal & Jacques (1998) used 2552 banks
having assets of $100 million or above as reported between 1990 and 1993. Shrieves & Dahl
(1992) used a sample of USA banks (1984 and 1986). Jacques & Nigro (1997) used a sample
of 2570 banks of the USA (1990 and 1991). Jahankhani et al. (1979) conducted a study
using the data of 95 banks from the USA over the period between 1972 and 1976. Pettway
(1976) used a sample of the USA banks and covered the period between 1971 and 1974.
Shim (2010) used the USA companies to study the relationship between risk and capital,
covering 1993 and 2004.

This study contributes to the literature by providing the latest insights into bank cap-
ital and the risk of the world’s most regulated economy. To the best of the researchers’
knowledge, this is the first study in the post-crisis period covering the Basel-II, Basel-III
and crisis period of 2007-2009. In addition, this is the first study in the post-crisis period,
which provides a deep analysis for risk and capital by dividing the banks according to their
capitalization and liquidity in the USA. The findings are critical for regulators to observe
the differences between pre, pro and after-crisis periods for the well, adequately, under,
significantly under-capitalized, high liquid, and low-liquid banks of the USA. Generally,
other studies are limited to use capital ratios measured as equity to total assets while study-
ing the relationship between risks as measured risk-weighted assets and total assets. This
study provides new insights into the influence of risk-based capital ratio and capital buffer
ratio for the post-crisis period compared with before-crisis and during-crisis periods.The
results guide future decision making to develop regulations for the stability of the finan-
cial system. The findings are significant because they cover the period of technological
transformation and global integration of the world. The study also highlights the effect of
recently developed regulations of holding a greater amount of capital on risk.

2 Literature Review

In the recent years, various studies examine the impact of bank capital on bank risk-taking
(Jiang et al., 2020; Khan et al., 2017; Laeven et al., 2016; Lee & Hsieh, 2013; Mahdi & Abbes,
2018; Moudud-Ul-Hugq, 2019; Raz, 2018; Rehman et al., 2019) but the conclusion remains
mixed. The theorem of Modigliani & Miller (1958) states that the market is fully efficient
and perfect in the sense that depositors are fully informed about the true risk of their finan-
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cial institutions. This situation depicts that equity holders cannot exploit the depositors.If
the depositors claim greater rates against the banks’ true riskiness; this means that equity
holders cannot use their vigilant position to increase their own interest on the cost of depos-
itors in the short-run. Under this condition, the value of the bank will remain independent
of the debt and equity mix. Sealey Jr (1983) claims that the MM theory is not useful in bank-
ing capital structure. They state that depositors are not fully informed about the riskiness
of bank assets. Therefore, they cannot monitor their banks. This situation provides an edge
to the bank managers to take greater risk, which is known as a moral hazard in banking.

Jensen & Meckling (1976) argue that if depositors are unable to sign a perfect agreement
with bank managers, shareholders have an edge to invest in more risky assets. The moral
risk-hypothesis is additionally upheld by Green (1984) and Galai & Masulis (1976). Numer-
ous hypothetical and observational examinations have researched the relationship between
bank risk-taking and capital. For instance, by applying the mean-change theory (Kahane,
1977; Koehn & Santomero, 1980) presumed that hazard-based capital lifts the risk. How-
ever, Furlong & Keeley (1989) clarified that hazard-based capital does not expand bank
risk. Shrieves & Dahl (1992) affirmed the positive connection between changes in capital
and risk in their examination by utilizing USA banking information. Interestingly, Aggar-
wal & Jacques (1998) and Jacques & Nigro (1997) applied a comparative strategy and closed
a backward relationship between hazard and capital.

Lee & Hsieh (2013) inspected the impact of capital proportion on hazard taking of Asian
business banks covering 1994 to 2008. They record a reverse connection between risk and
capital proportion. They contend that the ethical risk hypothesis support the negative re-
lationship between risk and capital. Zhang et al. (2008) expressed the negative connection
between risk and bank value. Altunbas et al. (2007) clarified that the connection between
risk and capital is positive for commercial banks and negative for agreeable banks. Jokipii
& Milne (2011) uncovered a positive relationship between hazard and the bank value level
in the USA. Athanasoglou (2011) supported the positive relationship in the Southeastern
area. Essentially, Teply et al. (2007) and Kufo (2015) favor the positive connection theory.
Then again, Akinsoyinu et al. (2015) revealed a converse relationship between change in
capital level and bank risk. The negative relationship is observationally upheld by the
investigation of (Ghosh, 2014). Godlewski (2005) featured a negative connection between
risk and capital. Tan & Floros (2013) found a converse connection between capital and risk.

Comparable outcomes are provided by Maji & Hazarika (2016) in their investigations.
Awdeh et al. (2011) uncovered in their investigation that there is a positive connection be-
tween bank capital and risk. Alkadamani (2015) investigated the association between risk
and capital by taking the example from the Middle East and finished a positive relationship.
Ugwuanyi (2015) analyzed the connection between risk and capital in the post-emergency
setting and concluded positive association. Although a positive and negative relationship
between bank capital and risk was observed by many studies, other studies found no re-
lationship. Van Roy (2008) conducts a study in G-10 economies and found an insignificant
association. Similar results are reported by Heid et al. (2003) and Maraghni & Bouheni
(2015). Rime (2001) conducted a study in Swiss banking and found an insignificant rela-
tion between risk and capital. Montgomery (2005) opines in their study that banks change
their portfolio into fewer risk assets. It concluded that the capital ratio has no effect on the
Japanese banks’ assets portfolio. Abbas, Igbal, & Aziz (2019) examine the impact of bank
capital ratios on bank risk-taking and conclude that an increase in capital buffer decreases
US larger banks’ portfolio risk. Ding & Sickles (2018) recently explore that there is a pos-
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itive relationship between risk-taking and bank capital ratios. On the contrary Bitar et al.
(2018) concludes an inverse relationship between bank capital ratios and bank risk-taking
proxies.

3 Data and Methodology

3.1 Data

In the information structure of the current investigation, FDIC utilized the Federal Deposit
Insurance Corporation (FDIC) institutional index for separating itemized data about the
financial framework necessary to dissect the information over the long haul as indicated
by the reports of FFIEC call/TFR, which is refreshed on a quarterly premise. The yearly
data set accommodated financial institutions and spreads the extensive stretch of the flow
research concentrated somewhere in the range of 2002 and 2018. The reason to study the
large commercial of the USA is due to their significant business in banking industry of the
world. The USA is the world most documented and integrated financial system. How-
ever, we only included the banks that are insured from the FDIC to keep the analysis more
appropriate for our findings.

The test of the current examination study is adjusted to proportional board informa-
tion containing insured commercial banks of the USA, as depicted in the reports of FDIC.
Further, the advantages are additionally dependent on a united topic. There were numer-
ous banks, almost 1806 in the referenced list on 31 December 2018, which was recorded
by FDIC. However, for appropriate and reliable data analysis, the inclusion of the study
sample units was based on the criteria that the listed banks should have been active on the
reported date.There must not be any missing observations for any specific study variables
of at least two years in the studied period.The total assets of banks must be greater than
$300 million on the 31st December, 2018. After filtration of properly used criteria, there
were 902 banks selected for the study sample size. The detail of proxies are enlisted in the
table:

3.2 Econometric Model

The dynamic model is applied in this study.There are several reasons for applying GMM.
Significantly, GMM controls the endogeneity of the lagged reliant variable in a dynamic
setting. The endogeneity problem means that there is a connection between independent
variables and the error term. GMM controls the measurement error problem, reduces omit-
ted bias issue and controls the unobserved heterogeneity problem in panels. The means of
the dynamic panel regression models have p lags of the dependent variable and comprise
unobserved panel effects, which may be fixed or random. The correlation between un-
known panel effects and the lagged value of dependent variables makes the estimators
inconsistent.

Arellano & Bond (1991) provide a method called the generalized method of moments
as the solution to make the estimators consistent. They argue that the use of a one-step
and two-step approach in a large instrument matrix and robust standard errors for a one-
step GMM approach are to be found seriously biased. To overcome this serious biasedness,
Windmeijer (2005) presented a robust estimator for the two-step GMM approach, which is
more efficient and is a biased-free method to calculate estimators. Later, Blundell & Bond
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Table 1: Definitions and Measurement of Variables

Variable Name Measurement
Bank Risk (TR) Risk-Weighted Assets/Total Assets
Total Capital Ratio (TCAPR) Total Equity to Total Assets (Abbas

& Masood, 2020; Lee & Hsieh, 2013)
Risk-Based Capital Ratio (TRBCR)  Tier I Plus Tier II to Risk-Weighted
Assets (Guidara et al., 2013)

Capital Buffer (BTRBC) Actual Capital Ratio less than 8%
(Abbas et al., 2020; Guidara et al.,
2013)

Profitability (ROA) Net Income to Total Assets (Yousaf
etal., 2019)

Liquidity Ratio (LIQ) Liquid assets to total assets (Yousaf
etal., 2019, 2018)

Loan Ratio (LR) Loans to Total Assets (Abbas, Igbal,
& Aziz, 2019)

Bank Size Natural Log of Total Assets (Ali et
al., 2019; Lee & Hsieh, 2013)

Market Power (MP) Total Bank Deposit/Total Industry
Deposit

Bank Efficiency (BE) Cost/Revenue

Income Diversity (INDIV) Non-Interest Income/Total Assets

Trade Freedom Index Index is taken from the Heritage
foundation (Abbas & Ali, 2020)

Inflation Rate (CPI) Annual change in Consumer Price
Index (Lee & Hsieh, 2013)

During-Crisis Dummy (DC) 1 for 2007 to 2009 otherwise 0

Before-Crisis Dummy (BC) 1 for 2002 to 2006 otherwise 0

After-Crisis Dummy (AC) 1 for 2010 to 2018 otherwise 0

(1998) worked on it further, and their findings have been used by various studies in the field
of banking (Abbas, Butt, et al., 2019; Abbas, Igbal, & Aziz, 2019; Fiordelisi et al., 2011; Lee &
Hsieh, 2013; Tan, 2016). There are various simulations to run GMM like difference GMM,
system GMM, where the difference and system GMM is further classified into one-step
GMM and two-step GMM set. Each set has its own features and cons. Significantly, we use
the two-step system GMM in this study. The two-step system GMM is more efficient than
the one-step system GMM and two-step system GMM can capture the maximum values to
calculate the estimators.

3.21 System GMM Model Specifications

The basic model of the system GMM approach is the following form:

Y, = oY1+ BX;y + (1+ i) 1)

It is assumed that the above specification is a random walk equation and the dependent
variables are persistent. Accordingly, the results of difference GMM produce an inefficient
and biased parameter, particularly in finite samples.This means that the time span remains
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limited and cross-sections contain long numbers. The empirical literature explains that the
above bias and poor performance of difference GMM are due to poor instruments Blundell
& Bond (1998). To deal with the above problem, the system GMM is used. The system
GMM uses one equation in levels form with the first differences as instruments whereas the
second equation is used in the first differences form with levels as instruments. The system
GMM approach implicates a greater number of instruments, but Monte Carlo evidence
recommends that where the period is limited and the dependent variable is found to be
persistent, the use of system GMM reduce the bias of a small sample. There is another
feature of system GMM,; if there are autocorrelation and heteroscedasticity in the data, a
two-step system GMM should be applied by developing a weighting matrix using residuals
from the first step. It is also argued that in limited samples, the standard errors found to be
downward biased. In this situation, researchers recommend applying the robust standard
error approach developed by Windmeijer (2005), which corrects the sample bias.

3.2.2 Difference or System GMM to be Used

The basic model equation:

InY;:=o¢Yit-1+ BX;,t_l +(n+eie)

What is better to apply for consistent and unbiased parameters? The rule of thumb pro-
vided by Bond et al. (2001) suggests the OLS is to be applied first and the LSDV method
is used second to find out the estimators. The panel OLS estimator ¢ should be the upper-
bound estimate, whereas the fixed effects estimator is considered a lower-bound estimator.
The decision is taken on the basis of difference GMM estimates; if the estimates are close to
or below the estimators of the fixed effects method, the former estimators are considered to
be downward biased due to the weak instruments, and system GMM is to be preferred as
the best choice to apply instead of difference GMM.
The following model is used in this study under the condition elaborated above:

Yie=a+Yi 1+ 51Xt + P22t +¢ )

Here the Y is a dependent variable which is risk in this study i, represents banks and t
shows time period, t-1is lagged value of risk. 5 unknown parameters X is the independent
variable, which is capital in this case where it may be total capital ratio, total risk-based
capital ratio and capital buffer ratio based on the simulation under observation. Z shows
the list of control variables and ¢ is an error term.

The following model is also used by adding time dummies to find out the results of the
pre, during and post-crisis period where needed. The standard form of equations when
time dummies are added is as follows:

Yiie=a+Y -1+ 01Xt + B2Zi s + B PeriodDummies + ¢ 3)
In the above model period, dummies include pre, during and post-crisis periods. This

equation provides the results of the variations of concern variables by comparing different
time periods.
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4 Results and Discussion

4.1 Overall Sample Results for Large Insured Commercial Banks

Table 2 reports the results of the general sample. To save space, the engaging examination
and relationships grid is given in the reference section. The information contains in the
correlation matrix is suitable for analysis. Notwithstanding, when the hazard is measured
as risk-weighted assets, the effect of capital positively influences bank risk-taking. These
outcomes are reliable with the past investigations (Aggarwal & Jacques, 1998; Altunbas et
al., 2007; Jokipii & Milne, 2011; Shrieves & Dahl, 1992). The coefficient on the slacked risk
in the model extents about 0.394 and is positive, which demonstrates that one reason for
the expansion in the current risk is the already overarching hazard as found by Aggarwal
& Jacques (1998). In any case, the positive indication of the slacked hazard is repudiating
the discoveries of Aggarwal & Jacques (1998) and Shrieves & Dahl (1992). The discoveries
show that the relationship between capital buffer ratio and risk-taking is critical and nega-
tive. The negative relationship is upheld by the ethical risk theory (Jacques & Nigro, 1997;
Jokipii & Milne, 2011; Lee & Hsieh, 2013; Mongid et al., 2012; Zhang et al., 2008).

The effect of benefit is positive with hazard as closed by Aggarwal & Jacques (1998).
Strikingly, the risk-based capital proportion and bank hazard have a positive relationship.
This perception seems to support the theory that banks with a more noteworthy extent of
risk-based capital would have lesser odds of default. Therefore, by keeping up a higher
extent of risk-based capital against unsafe resources, commercial banks can keep the likeli-
hood of default lower. The discoveries are in-accordance with Shim (2010). The coefficient
of liquidity proportion is negative, which implies that an expansion in the liquidity of banks
lead decreases the risk in the short run, different things held comparative. The positive and
measurably critical coefficient of advance proportion implies that the exorbitant loaning of
banks increases risk.

JBE http://111.68.96.103:40003/ ojs/index.php /jbe


http://111.68.96.103:40003/ojs/index.php/jbe

ROBUSTNESS OF CAPITAL AND RISK RELATIONSHIP ESTIMATION 119

Table 2: Overall Sample Results (Capital and Risk)

Variables Bank-Risk Bank-Risk Bank-Risk
L. Bank-Risk 0.394*** 0.371*** -0.509
-0.058 -0.057 -0.44
Total capital ratio 0.925**
-0.418
Risk-based capital ratio 0.536*
-0.324
Capital buffer ratio -6.013**
-2.934
Profitability 0.869* 0.724 -13.57**
-0.495 -0.574 -6.715
Liquidity ratio -0.499*** -0.533*** -0.216
-0.061 -0.065 -0.206
Loan ratio 0.662*** 0.713*** 0.407***
-0.02 -0.0274 -0.134
Bank size -0.006 -0.002 -0.073**
-0.005 -0.006 -0.034
Market power -0.001 -0.015 0.029
-0.043 -0.046 -0.087
Bank efficiency 0.001 0.004 -0.006*
0 0 -0.003
Income diversity 0.006 -0.01 0.503**
-0.037 -0.05 -0.24
Trade freedom 4.536 0.001 0.010**
0 0 -0.004
Inflation rate -0.004*** -0.003*** 0.013*
0 0 -0.007
Observations 13,483 13,498 13,498
Banks 900 901 901
No. of Instruments 15 15 15
AR(2) 0.171 0.166 0.051
Hansen Test Statistics 0.078 0.064 0.837

" p<0.01, ** p<0.05, * p<0.1

4.2 During, Before, and Post-Crisis Period

Table 3 shows the results of pre, pro and after-crisis periods. The lagged coefficient of bank
risk is found to be positive and statistically significant to influence the current risk. The
positive sign indicates that the previous risk remains part of the current risk.The positive
sign of the lagged risk is contradicting with Aggarwal & Jacques (1998) and Shrieves &
Dahl (1992). The results show that bank capital ratios” influence is not similar in pre, pro
and after-crisis period. The relationship between the bank capital ratio and bank risk ratio
is statistically significant and positive. The results show that the intensity of banks’ risk-
taking due to the increase in the total capital ratio was greater before the crisis as compared
with during and before-crisis periods. The proportionate change risk against capital ratio
is lower during and in the after-crisis period, which indicates the effect of regulators’ rec-

JBE, Number 12 (2), pp. 111-132



120 JOURNAL OF BUSINESS & EcoONOMICS VOL. 12 ISSUE 2

ommendations. The positive relationship is supported by the regulatory theory (Aggarwal
& Jacques, 1998; Altunbas et al., 2007; Jokipii & Milne, 2011; Shrieves & Dahl, 1992). The
findings reveal that the relationship between the total risk-based capital ratio and bank risk
is negative and significant. The results are favoring the regulators’ suggestion for a higher
amount of capital to decrease risk.

The coefficients of the risk-based capital ratio show that the influence is more pro-
nounced in the post-crisis period as compared with the pre-crisis period. However, the
impact remains more significant during the crisis than the pre-crisis period. The findings
reveal that the connection between the capital buffer ratio and risk is negative and signifi-
cant. The negative relationship is supported by the moral hazard theory (Jacques & Nigro,
1997; Lee & Hsieh, 2013; Zhang et al., 2008). The role of profitability, liquidity, income di-
versification and loan ratio and trade freedom have an economic significance for readers.
The profitability and liquidity remain key determinants to decrease the risk of large insured
commercial banks during crisis, which supports the holding of higher liquidity. The results
show that the loan ratio is a cause to increase risk. It is observed that more diversified banks
take greater risk during-crisis period. The impact of trade freedom also encourages banks
manager to take a greater risk.
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Table 3: During-Crisis, Before-Crisis, and Post-Crisis Period Results

Variables Bank-Risk Bank-Risk Bank-Risk
L. Bank-Risk 0.275%** 0.188*** 0.218%**
-0.05 -0.047 -0.032
Total capital ratio 0.517***
-0.13
Total capital ratio*DC -0.240**
-0.102
Total capital ratio*AC -0.272**
-0.121
Risk-based capital ratio -0.437***
-0.099
Risk-based capital ra- -0.234%**
tio*DC
-0.07
Risk-based capital ra- -0.246%**
tio*AC
-0.082
Capital buffer ratio -0.383***
-0.14
Capital buffer ratio*DC -0.306***
-0.106
Capital buffer ratio*AC -0.276**
-0.124
Profitability -0.601 -1.950*** -0.969***
-0.574 -0.561 -0.309
Liquidity ratio -0.496*** -0.456*** -0.447***
-0.06 -0.061 -0.059
Loan ratio 0.675%** 0.644*%* 0.653***
-0.017 -0.018 -0.017
Bank size -0.014** -0.027*** -0.009*
-0.006 -0.006 -0.005
Market power 0.024 0.014 -0.025
-0.046 -0.049 -0.051
Bank efficiency 0.001 0.001* 0.001
0 0 0
Income diversity 0.125%* 0.246*** 0.127%**
-0.052 -0.048 -0.037
Trade Freedom 0.005%* 0.007*** 0.004***
-0.002 -0.002 -0.001
Inflation rate -0.001 0.001 -0.001
-0.001 -0.001 0
Observations 13,483 13,498 13,498
Banks 900 901 901
No. of Instruments 14 15 17
AR(2) 0.117 0.074 0.128
Hansen Test Statistics 0.056 0.091 0.003
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4.3 Well, Adequately and Under-Capitalized Banks Results

Table 4 shows the aftereffects of all-around promoted protected business banks. The
slacked intermediary of risk is found to affect the current risk. The positive indication
of slacked risk is negating the literature (Aggarwal & Jacques, 1998; Shrieves & Dahl, 1992).
The results show that total capital, risk-based capital and capital buffer ratio are found
inconsequential to even consider influencing the all-around promoted bank hazard taking
(Shrieves & Dahl, 1992). These outcomes demonstrate that very much promoted banks
are not bound to assemble their capital with an expansion in their risk because of lower
limitations and relax checking. The outcomes are more esteemed for controllers to evaluate
the conduct of well-capitalized banks to expand their capital and risk while watching the
genuine story of risk-taking and the capital ratio.

Table 4: Well Capitalized Banks Results

Variables Bank-Risk Bank-Risk Bank-Risk
L. Bank-Risk 0.653** 0.513** 0.501***
-0.284 -0.217 -0.19
Total capital ratio ~ 1.942
-1.474
Profitability 0.28 -0.408 -0.684
-1.986 -1.707 -1.594
Liquidity ratio -0.573** -0.650*** -0.642***
-0.272 -0.24 -0.241
Loan ratio 0.589*** 0.628*** 0.618***
-0.07 -0.06 -0.057
Bank Size -0.024 -0.026 -0.027
-0.018 -0.02 -0.02
Market power 0.18 -0.005 -0.094
-0.554 -0.529 -0.529
Bank efficiency 0.001 -0.001 -0.001
-0.002 -0.001 -0.001
Income diversity 0.112 0.0643 0.118
-0.166 -0.148 -0.161
Trade freedom 0.003** 0.003** 0.004**
-0.001 -0.001 -0.001
Inflation rate 1.675 0.001 0.002
-0.002 -0.002 -0.003
Risk-based capital 0.742
ratio
-0.827
Capital buffer ra- 0.891
tio
-0.881
Observations 2,110 2,125 2,125
Banks 141 142 142
No. of Instru- 12 12 12
ments
AR(2) 0.051 0.171 0.133
Hansen Test Statis-  0.827 0.262 0.293
tics
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4.4 Adequately Capitalized Banks Results

Table 5 exhibits the presence of adequately capitalized banks on the association between
risk and capital proportions. The outcomes propose that the general capital degree of ade-
quetely capitalized banks might not affect bank hazard taking that is viable with Shrieves
& Dahl (1992). The discoveries exhibit that the connection between the general risk-based
capital proportion, the capital buffer proportion and the risk is negative. The outcomes
recommend that the rise in the risk-based capital proportion and the capital cradle propor-
tion adds to a fall in the probability of adequately promoted secured business banks. The
negative affiliation between capital and risk proportions is affirmed by Jacques & Nigro
(1997), Lee & Hsieh (2013) and Zhang et al. (2008).

Table 5: Adequately Capitalized Banks Results

Variables Bank-Risk Bank-Risk Bank-Risk
L. Bank-Risk 0.387%** 0.201 0.176
-0.136 -0.131 -0.135
Total capital ratio 0.313
-0.937
Profitability 0.461 -4.075* -3.872*
-2.408 -2.086 -1.966
Liquidity ratio -0.582%** -0.457** -0.466**
-0.218 -0.196 -0.195
Loan ratio 0.667%** 0.611%** 0.616%**
-0.045 -0.048 -0.045
Bank size 0.011 -0.019 -0.015
-0.016 -0.016 -0.014
Market power -0.813** -0.861*** -0.869***
-0.344 -0.322 -0.308
Bank efficiency 0.002 0.001 0.002
-0.002 -0.001 -0.001
Income diversity 0.00814 0.311** 0.271**
-0.141 -0.132 -0.118
Trade freedom -0.004 0.002 0.001
-0.001 -0.001 -0.001
Inflation rate -0.003 -0.001 -0.001
-0.002 -0.002 -0.002
Risk-based capital ra- -0.949*
tio
-0.532
Capital buffer ratio -1.157%
-0.606
Observations 1,525 1,525 1,525
Banks 102 102 102
No. of Instruments 15 12 12
AR(2) 0.931 0.876 0.992
Hansen Test Statistics  0.398 0.19 0.222
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4.5 Under-Capitalized Banks Results

The consequences of table 6 highlight the perceptions of under-capitalized banks. The
discoveries indicate that the coefficient of slacked likelihood is positive and significant at a
trust level of 10%. The hopeful indication of slacked peril is conversely with Aggarwal &
Jacques (1998) and Shrieves & Dahl (1992). The outcomes show that there is no relationship
between the risk and capital proportions of under-capitalized banks. These discoveries are
unexpected, yet they are viable with the past examination. In a portion of the conditions,
Shrieves & Dahl (1992) have thought about immaterial capital coefficients to impact threat.

Table 6: Under-Capitalized Banks Results

Variables Bank-Risk Bank-Risk Bank-Risk
L. Bank-Risk 0.180% 0.226* 0.232**
-0.095 -0.131 -0.116
Total capital ratio -0.352
-0.425
Profitability -0.086 0.571 0.828
-1.268 -1.354 -1.037
Liquidity ratio -0.510*** -0.471*** -0.481***
-0.105 -0.118 -0.116
Loan ratio 0.709*** 0.650%** 0.659***
-0.036 -0.051 -0.041
Bank size 0.013 0.022** 0.022**
-0.021 -0.01 -0.01
Market power -0.144 -0.316 -0.293
-0.472 -0.445 -0.376
Bank efficiency -0.001 -0.026 -0.006
0 0 0
Income diversity -0.052 -0.02 -0.039
-0.104 -0.06 -0.048
Trade freedom -0.002 -0.004 -0.004
-0.001 0 0
Inflation rate -0.003** -0.003* -0.004**
-0.001 -0.002 -0.001
Risk-based capital -0.482
ratio
-0.563
Capital buffer ratio -0.425
-0.456
Observations 3,611 3,611 3,611
Banks 241 241 241
No. of Instruments 15 15 15
AR(2) 0.181 0.335 0.343
Hansen Test Statis-  0.549 0.497 0.477
tics

Table 7 shows the results of essentially under-capitalized banks. The lagged threat coef-
ficient is hopeful and significant at a 1% trust stage. This idealistic pointer of slacked threat
recommends that the earlier peril prompts the current risk. The idealistic indication of
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lagged hazard is conversely with Aggarwal & Jacques (1998) and Shrieves & Dahl (1992).
The results demonstrate that the bank’s capital proportion doesn’t influence the bank’s
mischief. Shockingly, the partnership between hazard-based capital and bank hazard is
both useful and important. These findings show that generously under-promoted banks
are likewise neglecting to raise their profit by utilizing their restricted assets. The useful
connection between capital and risk is underpinned (Aggarwal & Jacques, 1998; Shrieves
& Dahl, 1992). As a result, they take more risks to draw on their usable benefit in their
speculations. The outcomes propose that capital support and bank threat are negatively
related (Jacques & Nigro, 1997; Lee & Hsieh, 2013; Zhang et al., 2008). This guarantees that
under-promoted banks are required to create support to lessen their risk.

Table 7: Significantly Undercapitalized Banks Results

Variables Bank-Risk Bank-Risk Bank-Risk
L. Bank-Risk 0.294*** 0.644*** 0.301***
-0.053 -0.183 -0.068
Total capital ratio 0.309
-0.271
Profitability 2.117#** 8.743 -3.338%**
-0.516 -5.479 -0.534
Liquidity ratio -0.480*** -0.788*** -0.477***
-0.047 -0.205 -0.056
Loan ratio 0.697%** 1.035%** 0.647*%*
-0.018 -0.205 -0.019
Bank size -0.029*** 0.021 -0.035%**
-0.005 -0.027 -0.006
Market power 0.053** 0.008 0.070**
-0.025 -0.054 -0.03
Bank efficiency -0.002 0.002 0.001
0 -0.001 0
Income diversity 0.177%** -0.535 0.371***
-0.032 -0.353 -0.048
Trade freedom 0.002%** -0.006 0.003***
0 -0.004 0
Inflation rate -0.003 -0.013* 0.001
-0.001 -0.007 -0.001
Risk-based capital 5.558*
ratio
-3.149
Capital buffer ratio -0.857***
-0.127
Observations 6,161 6,161 6,161
Banks 411 411 411
No. of Instruments 15 12 12
AR(2) 0.995 0.126 0.35
Hansen Test Statis-  0.142 0.625 0.011
tics
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4.6 Highly-Liquid and Low-Liquid Banks Results

Table 8 shows the consequences of high-fluid banks. The slacked likelihood is viewed as
optimistic and significant at 1% trust level. The idealistic indication of slacked risk is in-
terestingly with Aggarwal & Jacques (1998) and Shrieves & Dahl (1992). The discoveries
demonstrate that the capital level isn’t exactly enormous. The discoveries demonstrate
that the connection between the risk based capital proportion and bank peril is negative
and significant at a 10% degree of trust. The detrimental relationship is viable (Jacques &
Nigro, 1997; Lee & Hsieh, 2013; Zhang et al., 2008). Opposite relationship infers an ascent
in hazard-based capital that contributes to a decrease in general risk. The discoveries un-
covered a converse relationship between bank weakness and capital support. The theory
suggests that a higher volume of capital contributes to a decrease at serious risk.

Table 8: High Liquid Banks Results

Variables Bank-Risk Bank-Risk Bank-Risk
L. Bank-Risk 0.188** 0.201*** 0.204***
-0.0887 -0.0712 -0.0695
Total capital ratio -0.681
-0.558
Risk-based capital ratio -0.574*
-0.322
Capital buffer ratio -0.575%
-0.308
Profitability -1.533 -2.218* -1.978*
-1.092 -1.144 -1.034
Liquidity ratio -0.610%** -0.597*** -0.597%**
-0.096 -0.094 -0.094
Loan ratio 0.672*%* 0.618*** 0.626***
-0.026 -0.032 -0.028
Bank size 0.003 -0.002 -0.001
-0.012 -0.012 -0.011
Market power -0.422 -0.329 -0.313
-0.282 -0.265 -0.257
Bank efficiency -0.001 -0.001 -0.001
0 0 0
Income diversity 0.0876 0.153** 0.127**
-0.0658 -0.0686 -0.062
Trade freedom 0.001 0.001 0.001
0 0 0
Inflation rate -0.003** -0.002** -0.003**
-0.001 -0.001 -0.001
Observations 6,718 6,733 6,733
Banks 449 450 450
No. of Instruments 12 12 12
AR(2) 0.261 0.298 0.302
Hansen Test Statistics 0.488 0.644 0.636
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4.7 Low Liquid Banks Results

The discoveries of low-liquid protected business banks as found in table 9. The outcomes
recommend that the coefficient of slacked likelihood is idealistic and important at a 1%
level of hugeness. The idealistic sign of slacked weakness repudiates the perceptions of
Aggarwal & Jacques (1998) and Shrieves & Dahl (1992). The discoveries show that there
is a solid and important relationship between the general capital level and the weakness
of low-fluid insurance business banks. The positive connection among risk and assets is
affirmed by the administrative hypothesis (Aggarwal & Jacques, 1998; Shrieves & Dahl,
1992). The discoveries are not similar to high-fluid safeguarded business banks, since low-
fluid banks send the general capital proportion to improve their effectiveness, while highly
liquid banks use hazard based capital levels to control their administrative requirements.

Table 9: Low Liquid Banks Results

Variables Bank-Risk Bank-Risk Bank-Risk
L. Bank-Risk 0.454*** 0.450%** 0.469***
-0.076 -0.079 -0.091
Total capital ratio 0.769**
-0.373
Risk-based capital ratio 0.487
-0.32
Capital buffer ratio 0.52
-0.355
Profitability 0.378 0.48 1.119
-0.429 -0.489 -0.705
Liquidity ratio -0.429%** -0.464*** -0.481***
-0.065 -0.087 -0.089
Loan ratio 0.695%** 0.742%** 0.730%**
-0.028 -0.028 -0.029
Bank size -0.0185** -0.0126 -0.009
-0.008 -0.007 -0.008
Market power 0.021 0.014 0.02
-0.045 -0.052 -0.052
Bank efficiency 0.001 0.001 0.001*
0 0 0
Income diversity 0.0201 0.0102 -0.0197
-0.025 -0.026 -0.041
Trade freedom 0.001** 0.001** 0.0016**
0 0 0
Inflation rate -0.002* -0.001 -0.001
-0.001 -0.001 -0.001
Observations 6,765 6,765 6,765
Banks 451 451 451
No. of Instruments 18 18 15
AR(2) 0.282 0.251 0.294
Hansen Test Statistics 0.108 0.137 0.112
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5 Conclusion

The outcomes are more noteworthy for controllers to watch the conduct of risk-taking and
adjustment of bank capital of banks in the post-crisis with comparison of pre and pro-crisis
periods. The bits of knowledge of well, adequately, under, significantly undercapitalized,
high, and low liquid enhances the controllers for the formulation of proper rules. The
outcomes show that the capital proportion and bank portfolio hazard proportion move
a similar way according to the hypothesis of administrative theory. Interestingly, in the
full sample, the connection between the risk-based capital proportion and bank portfo-
lio hazard is positive. This perception seems to support the speculation that safeguarded
commercial saves money with a more noteworthy extent of risk-based capital would have
lesser odds of default.

Consequently, by keeping up a higher extent of risk-based capital against risk assets,
banks can keep the likelihood of default lower. The impact of bank capital proportions
is not comparative in pre, pro and post-crisis period. The outcomes show that the power
of banks’ risk-taking because of the expansion in the total capital proportion was greater
in pre-crisis as contrasted to the pro and post-crisis periods. The proportionate change
in portfolio hazard against the adjustment in capital proportion is lower in pro post-crisis
period, which underpins the controllers” proposals. The coefficients of the risk-based cap-
ital proportion show that the impact is more articulated in the post-emergency period as
analyzed with the before-emergency period. Notwithstanding, the effect stays more note-
worthy during the crisis than pre-crisis period.

The adequately and well-capitalized banks undoubtedly assemble their all-out capital
proportion with the increment in their risk because of lower limitations and loosen up
observing. The outcomes are more esteemed for controllers to survey the conduct of very
much promoted banks to build their capital and risk while watching the genuine story of
risk-taking and the capital proportion of well-capitalized banks. The expansion in hazard-
based capital proportion and capital cushion proportion of adequately promoted banks
diminishes the risk. There is no association among hazard and the total capital proportion
of under and altogether under-promoted banks. These outcomes are surprising however,
predictable with past examinations. Because of fundamentally under-promoted banks, an
expansion in the capital against hazard-weighted assets diminishes hazard.

The exceptionally liquid banks” hazard-based capital proportion and capital buffer pro-
portion decrease hazard, while the total capital proportion has no impact on the risk of
liquid banks. The conduct of low-liquid banks is not like liquid banks. The low-liquid
banks increment their absolute capital proportion with the expansion of risk. The out-
comes have suggestions for controllers to figure risk alleviation approaches as indicated by
the necessity of banks.

5.1 Implications of the Study

The findings of the study have practical implications for concerned stakeholders. It is sug-
gested that banks managers must manage their banks’ capital buffer and risk-based cap-
ital level to keep their risk at a lower level for unexpected situations. It is also suggested
that regulators should not only focus on building bank capital for the stability of com-
mercial banks overall but also consider the types and categories of banks based on their
capitalization and liquidity. The heterogeneity in findings of well-capitalized, adequately-
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capitalized, under-capitalized, high liquid and low liquid banks has implications for pol-
icymakers in commercial banking to improve the stability of the financial system. The
heterogeneity in findings of pre, pro and post-crisis periods also have implications for pol-
icymakers and regulators for the better solutions of commercial banks in future.
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1 Introduction

Since last seven months, the world is witnessing a pandemic named COVID-19 which is identified as a
transmitted disease with deadly nature ( WHO , 2020). This infectious disease, which (started its roots
from city of Wuhan) was reported in Wuhan, instigated by a new virus named SARS-CoV-2reported
in China (Yang et al., 2020). Aerosol transmission, human to human contact, and transmission by
touch are the three basic primary ways to spread the virus (Malik et al., 2016; WHO, 2003). The
COVID-19 has adversely affected over 209 countries in all regions of the world which shows that how
fast it is spreading. Up till now (13thJuly, 2020) the total confirmed cases and deaths are reported as
12,769,098 and 566, 652 around the globe, respectively (WHO, 2020 b). To date, USA with 3,225,
950 confirmed cases followed by Brazil with 1,839,850and India with 878,254 are identified as the
most affected nations.

In Pakistan, a first infected person was reported in Karachi on 26th February, 2020and on the same
date another confirmed patient of COVID-19 was identified in capital territory of Islamabad. A few
days later with increasing number of confirmed cases, government-imposed lockdown to control the
spread of the disease. However, due to already weak economic conditions the COVID-19 further
much affected the economy as a result the government uplifted the lockdown very soon. Soon after
that the number of cases started rise exponentially and up to date Pakistan with confirmed cases 251,
625 stands as the 11th country in the world with the most number of cases ( WHO , 2020).

To evaluate the impact of uplifting of lockdown in Pakistan, it is essential to make a forecast
projection of the COVID-19 dataset. Time series data varies with time and in certain cases it varies
in an abrupt way. To investigate these variable pattern of time series, different studies have been
conducted to model and forecast the nature of the data. Most recently different models are proposed to
model and forecast the COVID-19 datasets: a SIRD model is proposed to forecast spread of COVID-
19 in France, Italy and China in a study conducted by Fanelli Piazza (2020), an ARIMA model is
applied by (Benvenuto et al., 2020) in their study to forecast COVID-19, a generalized logistic growth
model (GLM) is suggested to make forecast projection of COVID-19 in a study (Roosa et al., 2020)
for China, a simple exponential curve is fitted to predict COVID-19 outside China by (Koczkodaj et
al., 2020).

Similarly, a comparison between ARIMA and Sutte-ARIMA on the basis of short-term forecast
for COVID-19 dataset of Spain is made and it is witnessed that Sutte-ARIMA achieves best forecast
(A. S. Ahmar & del Val, 2020). Further, Wavelet-ARIMA and ARIMA models are compared on the
basis of prediction gain for COVID-19 dataset of Italy, France, USA, UK, Spain and it is detected
that Wavelet-ARIMA produces good forecast (Singh et al., 2020). Majority of the studies have used
ARIMA type models to forecast the COVID-19 dataset. In view of the existing literature, ARIMA
type models are used to model and predict the COVID-19 data set of Pakistan and to identify the
optimal forecast model having minimum prediction error in terms of Mean Absolute Percentage
Error (MAPE), Mean Absolute Error (MAE) and Root Mean Squares Error (RMSE).

2 Material and Methods

2.1 Data

In order to carry out this study; data for total recoveries, confirmed cases, and deaths of COVID-19 is
obtained from February 26, 2020 to July 13, 2020 from National Institute of Health (NIH)-Islamabad
daily based reports (NIH, 2020). NIH works under the Ministry of Institute of Health Services of
Pakistan and reports daily data of COVID-19 since February 26, 2020. The reported data comprises
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total confirmed cases, deaths, and recovered cases of each province of Pakistan. Our investigation is
based on aggregate number of recoveries, confirmed cases, and deaths.

2.2 Forecasting Models

To analyze the COVID-19 data, this research study considers Autoregressive Integrated Moving Av-
erage (ARIMA), Sutte-ARIMA, and Wavelet-ARIMA models.

2.2.1 ARIMA Model

This model is generally denoted by ARIMA (p,d,q) where ‘p’, ‘q’, and ‘d’ shows the lag order of
Autoregressive (AR), Moving Average (MA), and order of integration respectively. Mathematically,
for series X:

X, = 0,X, 1 +0,X, 5+ 0,X, ,+6 — & — - — Pygg g, ~ WN(©,6*) (1)
X =01 X1 —0,X, p— - —0,X,_, =& — 1,1 — - —PyEi,
X, —0,BX, - 0,B°X, — - —0,B"X, =€, — b€, — - — b, Ble,
0,(BY X, = ¢ (B)e, @)
0,(B)=(1—6,B—0,B>— - —0,(B)"),¢,(B) = (1 — ¢, B — - — $,(B)?)

With 1st difference the ARIMA is:

0,(1 - BY'X, = ¢,(B)e,.e, ~ WN(0,5%) 3)

2.2.2 Sutte ARIMA Model

This forecasting model uses a-Sutte indicator to forecast the series under consideration on the basis
of previous data of the series, (Ahmar et al., 2018). Last four observations (X(t - 1),X(t - 2),X(t -
3),Xt —4)) provides support to forecast the data, [14]. The following equations are used to perform
-Sutte indicator,

a(£5) + B +r(55)
Xt= 2 2 2 (4)

3
Where, a=X,_3, f=X,_», y=X,_3, 6=X,_4, Ax=a-6,Ay=F-a,Az=y-f.
Then Sutte ARIMA forecast is defined as the average of ARIMA and -Sutte indicator, hence adding
equation (2) and equation (4) after further simplifying both of the equations, so

(1=0,B—0,B% — - — 0,(B)Y)X,, ,(B) = (1 — b, B — - — b (BY)e,
X =0 X, 1 =0 X, 5= —0,X, =6, —1g,1 = — e,
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Xt = HIXt—l + 92Xt—2 + -+ ert—p + Et - ¢]£t—] — e — ¢q£t—q
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The last equation is called Sutte-ARIMA model.

2.2.3 Wavelet-ARIMA Model

Wavelet is basically a mathematical approach to transform the series under investigation into a dis-
similar domain in order to analyze and process the series (Dong et al., 2001).It is a localized function
having mean zero and capable to analyze transient and non-periodic signals (Davidson et al., 1997;
Parmar & Bhardwaj, 2013; Saddaoui & Rabbouch, 2014; Salzberger et al., 2020) and is considered
to be suitable for analyzing the nonstationary time series data. Wavelets are based on the “mother
wavelet” which are defined as,

1

Vial

Here parameters ‘a’ and ‘b’ are called scaling and translation parameters measuring the degree of
compression and time location of the wavelet respectively. Since the data under consideration is
discrete with defined length in nature so the following time series, with decomposition into detail
components and approximation, is used.

Vas) = —=w(=Lrabe Ria#0 ©)

=142/7k jo=l142/k
FO= D a0+ Y D w0 @)
k=—c0 j=1 k=—o0

The Wavelet decomposition and ARIMA model both deals with non-linear and linear tendencies of
the data features in order to model and forecast the data. For our procedure, we have used Haar filter
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to estimate Wavelet-ARIMA model in correspondence with study of Nguyen & Nabney (2010) and
Jin & Kim (2015). They pointed out that Haar filter performs well over other filters like Symlet filter,
Daubechies filter and Coiet filter. The reason is that Haar filter uses current and preceding values
within a given series while other filters use succeeding values. Through this characteristic, Haar
filter is considered to be a more appropriate to prediction as it does not need estimated values outside
the original series while the other filters use the values from the beginning of the data series.

3 Results

This study started empirical calculations for three datasets (i.e. confirmed, Deaths and Recovered
cases) with implication of classical time series ARIMA (p,d,q) model using a “forecast” package in
R software (Hyndman et al., 2020). Box-Jenkins methodology ((Benvenuto et al., 2020) is imple-
mented to identify the parameters of the ARIMA model with the help of ACF and PACF plots for
possible parameters identifications, Table 1. In order to check for stationarity of the series under in-
vestigation Augmented Dicky Fuller (ADF) test (Dickey & Fuller, 1981) is used. An ARIMA model
with minimum values of AIC and BIC (Akaike, 1978; Schwarz et al., 1978) is picked and identified as
the best fitted model. The fitted ARIMA models for three datasets are; ARIMA (1,2,3) for confirmed
cases, ARIMA (2,2,0) for death cases and ARIMA (3,2,1) for recovered cases series.
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Table 1. Training datasets with their corresponding PACF and ACF plots for Confirmed, Deaths and
Recovered cases of COVID-19 in Pakistan

COVID-19 Training Period ACF Plot PACF Plots
cases
Confirmed
= Differirmtied Sonfinmed Cias D] £y o] i

Death
Treining e SHereazid Suuhs Baras Cifkrencid Doaths Setes
Cases
g I
¥ . 24
] ? .
i) : B Hm
" il s £ =]
g e e . s -,
- e
Recovered
c TranngData Eferenced Recoveries Bedien Differenced fecoveries Series
ases

Finally, for comparison purpose of predictive performance, forecasts for next 7 days are obtained
for each and every series. Plots for the residuals error using ARIMA models are calculated and
presented in figure 1.
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Figure 1. Plots for the residuals of ARIMA model applied on Confirmed, Deaths and Recovered
cases

An interesting scenario is to see the oscillating and non-stationary residuals plots for all datasets
generated through ARIMA model. These oscillations are captured through application of wavelet
transformation, for decomposition of time series datasets in a linear combination manner. Thus we
used wavelet transformation along with ARIMA model for comparative analysis using “TSPred”
package in R software (Rebecca Eduardo, 2018). Forecasts for next 7 days are also obtained using
Wavelet ARIMA model. Moreover, we have also used Sutte-ARIMA model to make our study more
comprehensive. For this purpose we used “suttee Forecast R” and “Rcmndr Plugin. Suttee Forecast”
packages using R version (3.5.1) (A. S. Ahmar, 2017a,b). Forecasts for 7 days ahead are obtained
using Sutte-forecast algorithm for possible comparative analysis.

Table 2 shows the forecast of confirmed cases in Pakistan for the next 7 days using three different
models and error measures. Results shows that Sutte-ARIMA outperformed other ARIMA type
models, having evidence from all three accuracy measures (MAE, MAPE and RMSE) with lowest
forecast errors.
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Table 2: Comparison for the forecast error of next 7 days on confirmed cases of COVID-19 in Pak-

istan.
Date Actual ARIMA Sutte-ARIMA Wavelet-ARIMA
7/7/2020 234509 235515 235332.25 235047.2
7/8/2020 237489 239321 238462.9 238314.8
7/9/2020 240848 243066 241789.95 241582.2
7/10/2020 243599 246769 245323.15 244849.8
7/11/2020 246351 250441 248544 .4 248117.2
7/12/2020 248856 254090 251706.35 251384.8
7/13/2020 251625 257722 254631.15 2432542
MAE 3378.07 1787.59 2287.83
MAPE 0.0137 0.0073 0.0094
RMSE 3791.52 1980.57 3436.35

Moreover, Sutte-forecast also have best predictive performance shown in table 3 applied on the
deaths series with lowest error measures calculated. Table 4 shows best predictive performance of the
Sutte-forecast model with lowest MAE=1266.10, MAPE= 0.0086 and RMSE=1408.99 respectively,
as compared to other ARIMA and Wavelet-ARIMA models.

Table 3: Comparison for the forecast error of next 7 days on Deaths cases of COVID-19 in Pakistan

Date Actual ARIMA Sutte-ARIMA Wavelet-ARIMA
7/7/2020 4839 4837.87 4835.39 4844.25
7/8/2020 4922 4905.98 4909.46 4915.75
7/9/2020 4983 4972.8 4982.67 4987.25
7/10/2020 5058 5042.77 5050 5058.75
7/11/2020 5123 5110.69 5121.12 5130.25
7/12/2020 5197 5179.3 5184.88 5201.75
7/13/2020 5270 5247.96 5258.4 5012.25
MAE 13.52 7.16 40.89
MAPE 0.0026 0.0014 0.0078
RMSE 14.85 8.62 97.54
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Table 4: Comparison for the forecast error of next 7 days on Recovered cases of COVID-19 in Pak-
istan

Date Actual ARIMA Sutte-ARIMA Wavelet-ARIMA
7/7/2020 134957 135704 136789.4 135655.8
7/8/2020 140965 140906 139599.05 138933.2
7/9/2020 145311 145942 145340 142210.8
7/10/2020 149092 150704 150323.9 145488.2
7/11/2020 153134 155431 154658.05 148765.8
7/12/2020 156700 160205 158725.6 152043.2
7/13/2020 161917 164997 162770.8 143120.2
MAE 1704.23 1266.1 5322.34
MAPE 0.0111 0.0086 0.0342
RMSE 2090.87 1408.99 7757.96

4 Discussion and Conclusion

4.1 Discussion

Our findings further strengthen the existing literature (A. S. Ahmar & del Val, 2020; Benvenuto et
al., 2020; Singh et al., 2020) in favor of using ARIMA type models to forecast a pandemic series.
However, among ARIMA types of models, this study founded that Sutte-ARIMA model is the best
performing model having minimum loss function values as compared to other two ARIMA type
models considered. This indicates that -Sutte indicator (A. Ahmar et al., 2018), as an estimator, gives
precise weights to the values to be forecasted and makes Sutte-ARIMA model better than ARIMA and
Wavelet-ARIMA models. While, Wavelet-ARIMA model with complicated mathematical structure,
as this model depends on different filters, and maximum values of loss functions stands as the worst
performer forecasting model. However, simple ARIMA model is the mediocre performer forecasting
one with respect to achieved loss function values.

4.2 Conclusion

In this study, we have compared the predictive performance for three types of ARIMA models:
Wavelet-ARIMA,ARIMA, and Sutte-ARIMA using earlier data for COVID-19 dataset of Pakistan.
We used training data of 132 observations while prediction performance of each model is checked
over 7 days ahead data points. The comparative analysis revealed that Sutte-ARIMA model per-
formed best as compared to ARIMA and Wavelet-ARIMA modeling techniques with minimum loss
functions recorded for all the three datasets of COVID-19. For confirmed cases dataset Sutte-ARIMA
performed 53% better than ARIMA model while, 77% more accurate than Wavelet-ARIMA model.
Moreover, for the number of Deaths series Sutte-ARIMA gave similar results as reported earlier
for the confirmed cases with 53.8% and 17.9% better than ARIMA and Wavelet-ARIMA model
respectively. However, for recovered cases Sutte-ARIMA gave 77.3% and 15.7% better predictive
performance over ARIMA and Wavelet-ARIMA model. Therefore, our findings suggest improved
performance of Sutte-ARIMA model compared to ARIMA and Wavelet-ARIMA model and can be
used for predicting COVID-19 datasets over the world. The expectation of deaths due to COVID-19
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through this approach will assist government officials to take more precautionary measures afore any
devastating condition.

4.3 Future Research Direction

This study shows the forecasting performance of ARIMA type models with respect to Wave-I of pan-
demic (COVID-19). In future research the comparison of same ARIMA type forecasting models with
respect to Wave-II are required to more comprehensively evaluate their performances in comparison
with Wave-I.
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1 Introduction

Today jobs are more complex, challenging, dynamic and interdependent due to the rise of services
and knowledge-based economies Grant et al. (2009); Oldham & Fried (2016). The current pandemic
situation due to COVID-19 also dramatically altered the work structures and work methods, making
the work more challenging. A unique constellation of working circumstances predominant in each job
requires a frequent alteration in the job design (Le Blanc, Demerouti, & Bakker, 2017). It is difficult,
even impractical, for managers and organizations to design supportive jobs that best fit all employees’
needs (Grant & Parker, 2009; Zhang & Parker, 2019). These situations demand employers to design
resourceful and challenging jobs with the flexibility that allow employees to alter tasks and roles
proactively whenever needed (Grant, Parker Collins, 2009). Job crafting is an employees’ proactive
response towards job design that allows employees to alter their task, relational and cognitive job
boundaries (Wrzesniewski & Dutton, 2001). Employees may craft their jobs by altering their job
demands and job resources (Tims & Bakker, 2010). The job demands and resources perspective on
job crafting dominate the literature (Rudolph et al., 2017; Zhang & Parker, 2019).

Job crafting is an emerging, exciting and attractive job design research area (Grant et al.,
2009; Ohly et al., 2010; Oldham & Fried, 2016). Managers and scholars permit employees and
organization-driven job design approaches together better address work challenges. Literature also
supports that job crafting complements the manager-driven job redesign approaches (Demerouti,
2014; Le Blanc, Demerouti, & Bakker, 2017). Job crafting is an individual-level activity that moti-
vates employees to increase well-being, performance, work meaningfulness and work identity (Tims
et al., 2012; Wrzesniewski & Dutton, 2001). Meta-analysis and review studies show that job crafting
literature is still limited (Lichtenthaler & Fischbach, 2019; Rudolph et al., 2017; Wang et al., 2016).
There is a call for further research to explore its antecedents, consequences and boundary conditions
(Kim, Im, & Qu, 2018; Kim, Im, Qu, & NamKoong, 2018; Kooij et al., 2017; Lee & Lee, 2018;
Niessen et al., 2016). Therefore, this study aims to explore new antecedents, outcomes and boundary
conditions to bridge this gap.

Researchers only examine how individual attributes stimulate job crafting behaviors, but it is yet
to explore how employers promote job crafting organization-wide by providing resources to craft.
Wrzesniewski & Dutton (2001) also suggest that organizations should provide employees with op-
portunities to craft. Autonomy and workload are essential ingredients for job design and the core
components of proactive behavior and JD-R models (Bindl et al., 2019; Schaufeli & Taris, 2014).
Autonomy provides employees with the necessary information and opportunities to alter their de-
signed jobs (Tims et al., 2013). Workload is challenging job demand (N. P. Podsakoff et al., 2007).
It is similar to job resources (Bakker & Demerouti, 2018). High autonomy and high workload con-
stitute active jobs, support employees to deal with job demands, increase learning and development,
and succeed in constituting healthy work (Karasek, 1990). JD-R theory (Baik et al., 2018) also
asserts that all types of resources (i.e., tangible and psychological) are motivational, essential and
particularly valuable when needed. This study propose that these two job characteristics constitute
resourceful and challenging jobs and are label as employer investments. Therefore, this study assume
that employers’ investments is critical to promote craft jobs in this pandemic situation.

Research on job crafting consequences mainly focuses on establishing linkages with work en-
gagement and several performance measures (Lee & Lee, 2018; Rudolph et al., 2017). Recent stud-
ies explore other consequences such as career success, employability and perceived employability
(Akkermans & Tims, 2017; Baik et al., 2018; Plomp et al., 2019). Although job crafting contributes
to sustainable employability theoretically (Demerouti, 2014; Le Blanc, Demerouti, & Bakker, 2017),
it needs empirical verifications. Organizations are looking for ways to design jobs to build and main-
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tain a sustainable workforce to gain a strategic advantage (Docherty et al., 2008; Smith, 2010). This
study proposes that employee can boost their sustainable employability through job crafting. Sustain-
able employability is complex, under-research and less developed (Forrier et al., 2015; Van der Klink
etal., 2016). Only a single conceptual definition by Van der Heijden (2012) receives much criticism,
suggesting further improvements and revision [see (Fleuren et al., 2016)]. Sustainable employability
is about the likelihood of continue working (De Cuyper et al., 2014; Vanhercke et al., 2014). Western
European scholars conceptualize it through employees’ ability to continue working, and in the United
States, it conceptualizes through employees’ motivation to continue working (Pak et al., 2019). How-
ever, both “motivation and ability to continue working” are among the core components for working
long (Van der Heijden, 2012). This study conceptualizes sustainable employability as employees’
ability and motivation to continue working.

There is also limited research examining the impact of boundary conditions while examining job
crafting relationships with their antecedents or consequences (Rudolph et al., 2017). Recent studies
suggest that boundary conditions, such as co-worker support, facilitate the job crafting process (Shin
et al., 2020). Work uncertainty is a critical boundary condition for job design but rarely studied
(Leach et al., 2013). It is vital in the COVID-19 situation and emerging work environment because
employees experience huge variabilities in performing tasks due to variabilities in resources, tech-
nologies, or inputs/outputs. This study proposes that work uncertainty boosts the job crafting process.
Work uncertainty strengthens the indirect relationships between employers’ investments and sustain-
able employability via the mediation of job crafting.This research mainly builds on the JD-R theory
(Bakker & Demerouti, 2017, 2018). Based on JD-R theory, this study proposes that the provision
of resourceful and challenging jobs,which motivates employees to engage in job crafting that directs
employees to maintain their sustainable employability. Organizations may use these findings to de-
sign jobs while developing human resources management (HRM) policies and practices to promote
job crafting and enable employees to maintain their sustainable employability.

2 Literature Review

2.1 Job Demands-Resources Theory

The JD-R model (Bakker & Demerouti, 2007; Demerouti et al., 2001) has matured into the JD-R
theory. The current version of the JD-R theory states how working conditions influence employees
and how employees can influence their working conditions (Bakker & Demerouti, 2018). The JD-R
theory’s central assumption is that besides the different working conditions, job characteristics are
broadly categorized into job demands and job resources. Job demands initiate the health impairment
process, undermine performance, and lead to exhaustion and burnout (Bakker & Demerouti, 2007).
Job demands are further classified into hindering and challenging job demands (Van den Broeck et
al., 2010). Challenging job demands, such as workload and job complexities, are like job resources
and help employees perform well (Bakker & Demerouti, 2018). Job resources are motivational, does
not cost energy, increase work meaning and work engagement, job-related learning, and improve
performance (Bakker & Demerouti, 2018). Job resources are also beneficial in satisfying the em-
ployee’s basic psychological needs (Deci et al., 2001) and buffer the negative impact of job demands
on strain (Bakker & Demerouti, 2017). These job resources specifically influence motivation and
work engagement in the presence of high job demands. JD-R theory further asserts that employees
can influence their job design through job crafting by initiating a motivational process, activate a
gain cycle of job/personal resources, work engagement and positive work behaviors. Based on these
assumptions, this study argues that designing resourceful and challenging jobs can boost job crafting

JBE http://111.68.96.103:40003/0js/index.php/jbe


http://111.68.96.103:40003/ojs/index.php/jbe

JOB CRAFTING & SUSTAINABLE EMPLOYABILITY IN PANDEMIC SITUATION 147

behavior which initiates a motivational process, activate a spiral of resources that leads to sustainable
employability. These relationships further strengthen in the presence of high job demands such as
work uncertainty.

2.2 Job Crafting

The term job crafting first coins by Wrzesniewski & Dutton (2001), defining it as “the physical and
cognitive changes individuals make in the task or relational boundaries of their work” (Wrzesniewski
& Dutton, 2001). Scholars assert that this concept constrains job crafting to only three formes, i.e., job
relationship, tasks, and work meaning (Rogala & Cieslak, 2019). Later, job crafting reconceptualized
by Tims & Bakker (2010) and frames into the JD-R framework (Bakker & Demerouti, 2007). Job
crafting is a specific form of proactive behavior (Tims & Bakker, 2010). Job crafting is defined as
“the changes that employees may make to balance their job demands and job resources with their
abilities and needs” (Tims et al., 2012). Employees make such alterations in their job characteristics
to benefit from work engagement, reduced burnout, motivation and person-job fit, making the work
more enjoyable and enriched (Tims & Bakker, 2010; Tims et al., 2012). Job crafting by Tims &
Bakker (2010) led the foundation of quantitative research (Rudolph et al., 2017).

Besides the development of literature, these two conceptualizations differ in important ways
(Zhang & Parker, 2019). Altering job boundaries provides a way to increase work identity and
work meaningfulness (Wrzesniewski & Dutton, 2001).Whereas altering job characteristics (Tims
& Bakker, 2010) focuses on person-job fit, positive well-being and performance (Zhang & Parker,
2019). It is difficult to integrate both perspectives; however, research on each perspective continues
to proceed separately. Recent meta-analysis and review studies mainly discuss the JD-R perspective
of job crafting (Lichtenthaler & Fischbach, 2019; Rudolph et al., 2017; Wang et al., 2016). It shows
that the JD-R perspective of job crafting dominate the literature due to several benefits for employees
and organizations.

Further, this bottom-up job redesign approach brings strategic advantages for organizations
(Wang et al., 2016) and supports organizational and employee sustainability (Le Blanc, Demerouti,
& Bakker, 2017). Job crafting is not a one-time activity rather a continuous process (Petrou et al.,
2018) (because employees may “re-create or craft jobs all the time” (Wrzesniewski & Dutton, 2001).
Thus, employees can continuously develop their personal and professional skills, work engagement
and cope with work challenges by optimizing their job demands and job resources. Job crafting is
operationalized through four different dimensions (Tims et al., 2012): (1) increasing structural job
resources (e.g., development opportunities, autonomy) (2) increasing social job resources (e.g., super-
visory coaching and feedback, social support) (3) increasing challenging job demands (e.g., mastery,
responsibility) (4) decreasing hindering job demands (e.g., negative emotions due to interactions with
others).

2.3 Sustainable Employability

Sustainable employability is a complex and fuzzy concept (van Harten et al., 2016) due to varied
definitions. Only Van der Klink et al. (2016) attempts to define it conceptually. Nevertheless, a
provoke criticism by Fleuren et al. (2016) suggests a further refinement of the concept. Following
Fleuren et al. (2016) argument, this study reconceptualizes and operationalizes this construct. Sus-
tainable refers to being continuously employable during one’s professional life (Thijssen et al., 2008).
Employability refers to the individual’s ability to retain the current job and have the ability to find a
new one whenever needed (Rothwell & Arnold, 2007). The outcome-based approach on sustainable
employability focuses on the factors contributing to the likelihood to continue working (De Cuyper
et al., 2014; Le Blanc, Van der Heijden, & Van Vuuren, 2017; Vanhercke et al., 2014). In Western
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Europe, it conceptualizes employees’ ability to continue working whereas in the United States, it
is about employees’ motivation to continue working (Pak et al., 2019). However, both “motivation
and ability to continue working” are among the core components for working long (Van der Heijden,
2012). Because only skills or competencies are not sufficient to remain employable during one’s
professional life, motivation is of utmost importance. Sustainable employability is defined as the
extent to which an employee is able and motivated to continue working productively now and, in the
future.

Ability to continue working operationalizes through workability, vitality/work engagement, and
employability (Pak et al., 2019). However, vitality, work engagement, and workability conceptu-
ally overlap and are well-being variables that need to be consequences of sustainable employability
(Berntson & Marklund, 2007; De Cuyper et al., 2012). Employability itself sufficiently addresses
the ability to continue working. Employability includes the long-term perspective (Thijssen et al.,
2008; Van Vuuren et al., 2011). Researchers propose that individuals who possess high perceived
employability are more capable and efficiently handle the changing labor market demands (Vanhercke
et al., 2014). Therefore, perceived employability provides a better way to operationalized the ability
to continue working (Van der Heijden, 2012). Perceived employability is defined as “the individual’s
perception of his or her possibilities of obtaining and maintaining employment” (Vanhercke et al.,
2014). Motivation is a broader notion, mainly conceptualized by examining employees’ motivation
at work and intentions to work until or after retirement age ((Kanfer et al., 2013). The last standpoint
is most relevant to sustainable employability and motivation to continue working. Because with ag-
ing, motivation is the potential driver to keep and remains an employee at work (Kooij et al., 2017).
Motivation is also a core component of most job design theories.

2.4 Job Crafting and Sustainable Employability

Job crafting is a socially innovative way’ to achieve employee sustainability (Le Blanc, Demer-
outi, & Bakker, 2017). Job crafting contributes to sustainable employability in different ways (De-
merouti, 2014; Le Blanc, Van der Heijden, & Van Vuuren, 2017). It supplements the top-down job
redesign process to enhance a worker’s performance and well-being. It provides employees with
opportunities to redesign their jobs that best tailored their individual needs, thus improve task perfor-
mance. It also privileges all types of employees (older, working parents and employees with health
issues) to adjust their jobs according to their individual needs to retain and improve performance.
Job crafting enables employees to maintain their proactivity and adaptability (Baik et al., 2018). Ac-
cording to JD-R theory, employees can influence their own job design through job crafting, which
activates a gain cycle of job resources, work motivation, positive work behaviors and work engage-
ment (Bakker & Demerouti, 2018).

Motivation and accumulation of job and personal resources are core components of the job craft-
ing process. That directly contributes to employee’s ability and motivation to continue working.
When employees perceive opportunities in their career growth, they proactively craft vital job re-
sources (Fried et al., 2007). By crafting a job, employees instigate a learning work environment
that helps meet the current job requirements and professional development opportunities. Increasing
social, structural and challenging job demands stimulates job-related knowledge, competencies and
supervisor’s feedback to help job crafters grow professionally. Indeed, scholars show such proactive
job redesign initiatives are related to career and work-related outcomes (Akkermans & Tims, 2017;
Plomp et al., 2019). The proactive initiatives for professional development and personal growth show
employee willingness and adaptability towards changing job requirements to grasp future job oppor-
tunities. Because job-related skills, willingness to change, professional developments are among the
significant predictors of perceived employability (Wittekind et al., 2010).
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Such proactive efforts positively contribute to employment opportunities (van Harten et al., 2016).
Some recent studies support these findings. For example, Akkermans & Tims (2017) show that ex-
pansion of job resources/demands triggers personal growth, increases individual ability, and posi-
tively related to perceived employability. In another study, Plomp et al. (2019) explore that increas-
ing structural, social and challenging job demands are positively related to permanent employees’
perceived external employability. In contrast, temporary workers maintain their perceived external
employability by increasing structural job resources. Tims et al. (2012) findings also support our
argument that job resources are positively related to employability. Thus proactive efforts to learn
new skills and knowledge, up-to-date professional competencies by crafting jobs increase the likeli-
hood of sustainable employability. Job crafting itself is a way to attain desirable work outcomes that
partly overlap with employability (Tims et al., 2012). When employees aim to craft their jobs for
personal growth, professional development and improve person-job fit, it will increase employee’s
ability and increase motivation to continue working. These findings are supported by Vanbelle et al.
(2017) who showed that job crafting is positively related to employees’ ability and motivation to
continue working till the retirement age. Summarizing the above discussion, we may expect that job
crafting positively relate to overall sustainable employability.

H,: Job crafting positively influence sustainable employability measured in the form of ability (H,,)
and motivation (H;;) to continue working.

2.5 Employer Investments and Job Crafting

Job characteristics are the primary determinant of proactive behaviors (Ohly & Schmitt, 2017).
More specifically, job resources positively and job demands positively or negatively link with proac-
tive behaviors (Frese et al., 2007). Resourceful and challenging jobs create an active work envi-
ronment leading to increase motivation, learning and development, and support for growth-oriented
behaviors ((Vanbelle et al., 2017) and positively influences employee attitude and behavior (Nahrgang
et al., 2011). According to JD-R theory, job resources increase work engagement, help employees
achieve work goals, buffer the negative effects of job demands, and fulfill basic psychological needs.
The JD-R theory further asserts that these resources’ motivational potential provides support for
employees’ engagement in job crafting (Bakker & Demerouti, 2018).

Job autonomy refers to employees’ control over tasks’ execution (Bakker et al., 2004). Autonomy
is a precondition to job crafting (Wrzesniewski & Dutton, 2001). The employer’s discretion and
freedom give confidence for effective decision-making about what to craft and when to craft. High
autonomy/control on the execution of jobs will lead employees to engage in proactive behaviors (job
crafting) because employees feel self-efficacious, have control over the work situations (Grant &
Ashford, 2008; Parker et al., 2006). Such control in work situations provides necessary information
and opportunities to adjust their job demands and resources as per individual needs, preferences and
abilities (Tims et al., 2013). Workload, being a challenging job demands (LePine et al., 2005), helps
employees to perform well and act like job resources (Bakker & Demerouti, 2018). It ensures goal
attainment (Van den Broeck et al., 2010). Such challenging job demands may lead to the stimulation
of favorable outcomes in the form of proactive behaviors (Ohly & Fritz, 2010; Ohly et al., 2010).
When employees experience higher workloads, they are motivated to reduce those demands that
cause hindrances and search for more resources to cope with such demands (Bakker & Demerouti,
2007). A meta-analysis study by Rudolph et al. (2017) and a study by Vanbelle et al. (2017) supports
our argument that autonomy and workload positively contribute to promoting job crafting.

Further, high job resources and high job demands translate into active jobs (Karasek Jr, 1979).
Employees experiencing active jobs engage in active problem solving, deal with job demands, mas-
tery experiences and enhance individual learning and development capacity (Karasek, 1990). (Petrou
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et al., 2012) examine that employees who experience active jobs (high autonomy, high work pres-
sures) are engaged in seeking resources, seeking challenges, and reducing job demands. Therefore,
we expect that employer investments in resourceful and challenging job demands are positively re-
lated to job crafting.

H,: Employer investments in the form of autonomy and workload is positively linked to job crafting.

2.6 Mediation of Job Crafting between Employer Investments and Sustain-
able Employability

We further suggest that job crafting mediates the relationship between the employer’s investments
and sustainable employability. Job design that privileges employees with motivation, learning and
developmental opportunities and discretion/control over jobs can actively adjust their job demands
and job resources according to individual preferences and needs. Resourceful and challenging jobs’
motivational potential successfully engages employees in job crafting behaviors. The JD-R theory
asserts that job crafting activates a gain cycle of job and personal resources, motivation and engage-
ment at work (Bakker & Demerouti, 2018). Accumulation of job and personal resources contributes
to professional development and growth and acquisition of skills and knowledge that meet the job
market’s current and future requirements. By optimizing job resources and job demands, employees
can continuously learn job-related knowledge, cope with emerging work challenges and demands,
and secure current employment and increase chance to secure a better employment.

A resourceful person makes further investments of these resources to accumulate new and more
resources (Hobfoll, 1989). Job crafting adds to sustainable change-oriented behaviors (i.e., adaptive
and proactive) (Baik et al., 2018) and perceived employability (Akkermans & Tims, 2017). Employ-
ees may utilize these adaptive strategies to balance their work environment and age-related changes
regarding their goals and personal needs (Baltes & Dickson, 2001). Job crafting is an individual
proactive optimization of job characteristics, work engagement, performance and effectual function-
ing at work (Tims et al., 2012). All these factors create an active work environment that increases
employees’ motivation to work long (Hengel et al., 2012) and the ability to continue working (Pak
et al., 2019). Therefore, assuming that resourceful and challenging jobs boost job crafting, which
in turn initiates a motivational process, facilitates the accumulation of resources that translate into
employee’s sustainable employability.

We further suggest that job crafting mediates the relationship between the employer’s investments
and sustainable employability. Job design that privileges employees with motivation, learning and
developmental opportunities and discretion/control over jobs can actively adjust their job demands
and job resources according to individual preferences and needs. According to JD-R theory, resource-
ful and challenging jobs’ motivational potential and challenging jobs successfully engage employees
in job crafting behaviors. The JD-R theory further asserts that job crafting activates a gain cycle
of job and personal resources, motivation and engagement at work (Bakker & Demerouti, 2018).
Accumulation of job and personal resources contributes to professional development and growth and
acquisition of skills and knowledge that meet the job market’s current and future requirements. By
optimizing job resources and job demands, employees can continuously learn job-related knowledge
and cope with emerging work challenges and demands, which enable them to secure current employ-
ment and increase chance to secure a better employment.

Hj: Job crafting mediates the relationship between employer investments and sustainable employa-
bility.
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2.7 Moderation of Work Uncertainty

In general, and more specifically, in the current pandemic, situation employees perform their
routine tasks in entirely different ways as they use to. Almost every employee needs to redesign
their jobs frequently to perform their daily activities. A resourceful and challenging job boost their
self-initiated proactive and volunteer behavior towards job design. Nevertheless, they are also facing
uncertainty or variabilities while performing their routine activities. This variability may arise due
to a shortage of resources, access to technology, rising customer demands, or variation occurs during
inputs/outputs of results (Cummings & Blumberg, 1987). These variabilities and “lack of predictabil-
ity of work tasks and work processes” in job design context referred to as work uncertainty. High
work uncertainty increases employees’ control on task execution, and decision-making enables them
to learn about the changes and challenges in task requirement that leads to improved job performance.
In contrast, when uncertainty is low, increased control has little effect because it lowers down learning
chances. Therefore, it challenges the long-held assumption concerning empowerment or increased
control is a “near-universal recipe for organizational success... is incorrect” (Wall et al., 2002).

Employees perceived such job demands, specifically in the COVID-19 situation, as a challenge.
Teachers are using digital platforms to conduct their regular lectures. Doctors are treating patients
virtually, or in general, employees are performing their jobs and attending meetings while sitting on
beds never happen in our organizational life. Such job demands that provide learning opportunities,
control on the execution of tasks act as challenging job demands. This study proposes that when em-
ployees experience a high work uncertainty, the relationship between employer investments and job
crafting further strengthens and then translates into sustainable employability. Employees perceive
a higher level of job autonomy and workload granted by employers, and experiencing higher levels
of work uncertainty results in most predictive of job crafting and its associated outcomes (Leach et
al., 2013). Therefore, this study assumes that work uncertainty moderates the indirect employers’
investments in sustainable employability through the mediation of job crafting.

H,: Work uncertainty moderates the indirect effects of employer investments in the form of autonomy
(H,4,) and workload (H,4,) on sustainable employability through the mediation of job crafting such
that its effects are stronger when work uncertainty is higher as compared to lower.

2.8 Conceptual Framework

Figure 1 provides the model to depict relationships between the studied variables along with the
proposed hypothesis.

Work Uncestuinty
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Employer Investmexnis
Autonomy ) Sustainable
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Figure 1: A Moderated Mediation Conceptual Model
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3 Methodology

A positivist philosophy and deductive approach were adopted. This study is quantitative and
explanatory; therefore, the survey research strategy is most suitable. It allows researchers to measure
the studied variables quantitatively. Therefore, a self-administered questionnaire was used to collect
data from knowledge workers to validate the proposed theoretical framework. This study is cross-
sectional, and data was collected in two-time lag (two weeks). Literature suggests that profession-
als/knowledge workers (Armstrong & Taylor, 2020) performing dynamic, complex and non-routine
jobs are more commonly engaged in job crafting (Peeters et al., 2013). Therefore, two public and
private, each from tertiary care teaching hospitals and universities in Lahore, Punjab of Pakistan,
were randomly selected. Most of the renowned and ancient universities and tertiary care hospitals
are located in this city.

The temporal separation, data from two different sources, using validated scales, reverse cod-
ing for some items, and measuring predictors and criterion variables in different time lags are the
remedies to overcome procedural biases and statistical solutions (P. M. Podsakoff et al., 2012). Two
separate surveys were conducted with an interval of two weeks. The reason being, still there is no
thumb rule for setting a time interval between surveys in general (Taris & Kompier, 2014), and even
no evidence in job crafting literature (Dubbelt et al., 2019). During this interval, employees have at
least some opportunities to craft (Tims et al., 2015). The survey questionnaire at Time 1 includes
independent variables and a moderating variable while at Time 2 mediating, and the outcome vari-
ables measured. A soft and hard copy of the self-administered questionnaire was used to collect data.
Therefore, a delivery and collection method was employed for data collection.

During the first wave, 700 questionnaires were distributed, and only 590 responses were received
back. After two weeks, we again sent the second survey to 590 respondents and received only com-
plete 533 responses. The email address and a unique identification code consisting of respondent birth
date, birth month, and frequently used mobile numbers (last four digits) were sufficient to match the
responses. Neglecting the incomplete and mismatched responses, finally, 483 responses were se-
lected for data collection. The overall response rate was 69%, which is relatively higher than other
studies in management sciences using a time lag of two or more weeks. The final sample includes 275
(54%) male and 237 (46%) females respondents. Participant ration from the education and health-
care sector were approximate 60% and 40%, respectively. Female employment in selected sectors is
comparatively high as compared to the other sectors of Pakistan.

3.1 Variables and Measures

Job Crafting is measured by using the JCS.Scale developed by Tims et al. (2012) and is widely
used in quantitative research (Rudolph et al., 2017). JCS comprised of 21 items further divided
into four dimensions and thus constitute a second-order latent variable. Increasing structural job
resources consist of five items with a sample item “I try to develop myself professionally.” Increasing
social job resources include five items with the sample item “I ask others for feedback on my job
performance.” Increasing challenging job demands comprised of five items and sample items include
“When an interesting project comes along, I offer myself proactively as project co-worker.” Finally,
decreasing hindering demands contains six items, and a sample item is: “I make sure that my work is
mentally less intense.” Items were rated by the respondents using a “5-point Likert type scale ranging
from “strongly disagree to strongly agree“was used to measure responses against these variables.
The job crafting scale’s reliability was relatively higher than the Cronbach Alpha of 0.70 (Nunnally,
1978). The overall reliability of this construct is 0.79. Following the CFA results (confirmatory
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factor analysis), three items were deleted due to poor factor loadings. Finally, eighteen selected
items ensured conceptual validity with appropriate factor loadings.

Autonomy was evaluated with a three-itemscale suggested in the job content instrument (Bakker
et al., 2003). The sample item includes, “I can decide myself how I execute my work,” and the re-
spondent will rate these items using a 5-point scale, 1=never, and S=always. Values of the Cronbach
Alpha was 0.92, which shows high reliability for this scale. Workload was assessed using a four items
scale using a 5-point scale Likert scale,1=neverand 5=always. The scale refers to demanding aspects
of a job. For example, an item in the scale, “I have too much work to do?”The value of Cronbach
Alpha for this variable was 0.84 shows high reliability.

Sustainable Employability comprised of motivation to continue working (Hengel et al., 2012) and
the ability to continue working (Akkermans et al., 2013). “Motivation to continue working”’consists
of two items; “I am willing to continue work until the maximum retirement age” and “I am able to
continue working until the maximum retirement age.”In contrast,the ability to continue working was
measured using perceived employability. Based on De Cuyper & De Witte (2008) scale,perceived
employability consisting of eight items representing four represents the internal. In contrast, the
other four items were meant to measure external employability. Example items are “I would find
another job rather quickly if I searched for it,” and “In my current job I am capable of doing a better
function.” Motivation to continue working is measured using two items, an example being “I am
willing to continue work until the maximum retirement age.” Thus, we expect a second-order factor
structure as three different dimensions were used to measure sustainable employability. The overall
reliability of this construct was 0.89.

Information on demographic variables such as gender, marital status, age, formal education, total
experience, organizational tenure and sector were also collected. We further propose three control
variables, namely, gender, age, tenure. These three variables may influence crafting and sustain-
able employability variables. The selected control variables were used similarlyas it was used in the
previous studies (Akkermans & Tims, 2017; Akkermans et al., 2019; Slemp et al., 2015; Van der
Klink et al., 2016). The reason being is that these variables may significantly affect job crafting and
sustainable employability.

3.2 Analysis Strategy

To identify measurement errors (if any), reliability, convergent validity, discriminant validity for
all the studied variables were calculated. Gaskin & Lim (2018) for AMOS was used after performing
the CFA, which provides several measures in one click such as average variance extracted (AVE),
maximum shared variance (MSV), critical ration (CR), correlation matrix, square root of AVE, and
Values for Cronbach Alpha. Preliminary data analysis, such as data screening, descriptive and in-
ferential statistics, were performed through IBM SPSS 24. Further, to determine the relationship
between the studied variables, there is a need to perform the first CFA and then SEM technique (An-
derson & Gerbing, 1988). The goodness of fit of studied models, measures along their cutoff values
are given in table 1.
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Table 1: Model Fit Indices

Measure Threshold Interpretation
CMIN/DF Between 1 and 3 Excellent

CFHI >0.90 Acceptable
GFI >0.90 Acceptable
TLI >0.90 Acceptable
RMSEA <0.08 Acceptable

*Source:(Hu & Bentler, 1999)

4 Results and Analysis

4.1 Descriptive Analysis

The study results reported in table 2 show all the measured well meet the criteria and thus pro-
vide support for the reliability and validity of scales used. The convergent validity (CR) of all the
constructs is more than the threshold value 0.50, and maximum shared variance (MSV) is less than
the average variable explained (AVE) that verifies the discriminant validity of the studied construct.
Table 2 provides detailed results on these variables. Furthermore, the composite reliability of all the
constructs is more than 0.70 (Nunnally, 1978), and the overall reliability of the data was 0.92.

Table 2: Scale Reliability and Validity

Items Alpha AVE MSV CR
Autonomy 3 0.79 0.69  0.05 0.82
Workload 4 0.71 0.51 0.05 0.72
Job Crafting 19 0.87 0.6 026  0.86
Sustainable Employability 10 0.82 0.62 0.24 0.73
Work Uncertainty 9 0.85 0.59 0.04 0.81

The mean, standard deviation, skewness, kurtosis, correlations and reliabilities of the studied
variable reported in table 3. Result in the table shows; respondents were reasonably optimistic about
the autonomy (3.47), workload (3.50), job crafting (3.83) and sustainable employability (3.68). Data
also highlight the significant variance among variables (SDs between 0.42 and 0.97). No normal-
ity issues arise as skewness and kurtosis values were in the prescribed range. Moreover, no issues
regarding multicollinearity were reported in bivariate correlation. Autonomy and workload have
no association because the workload and job resources are distinct job characteristics (Bakker &
Demerouti, 2007, 2017). A positive and significant association is observed among other variables.
Autonomy positively associated with job crafting (r=0.188, p<0.01), and sustainable employability
(r=0.224, p<0.01), workload and job crafting (r=0.132, p<0.01), workload and sustainable employ-
ability (r=0.09, p<0.01), and job crafting and sustainable employability (r=0.456, p<0.01). The
correlation coefficients were also in the suggested direction.
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Table 3: Descriptive and Inferential Statistics

Mean SD Skewness Kurtosis 1 2 3 4 5
1. ATM 3.47 0.97 -0.55 -0.27 0.83
2. WKL 3.5 0.77 -0.26 -0.06 0.049 0.714
3. JCRAFT 3.83 042 -0.63 2.03 188**%  132%%  (.765
4. SEMP 3.68 048 -0.76 1.58 224%%  (090* A456%* 0.787
5. WKU 4.18 0.15 1.29 -0.15 0.159*  0.027 0.192**  0.183* 0.788

ek p< 0.01, *p<0.05 SD = standard deviation, ATM=Autonomy, WKL=Workload, JCRAFT=Job Crafting, SEMP=Sustainable
Employability, WKU=Work Uncertainty

4.2 Measurement Model

Three different models were developed and compared to check the model fit measures and di-
mensionality of our hypothesized models for this study. First, for the one-factor model, all items
were loaded on a single latent variable. Then we construct a two-factor, where items of respective
variables were loaded on each studied variable such as workload, autonomy, job increasing social job
resources and perceived employability. Due to poor loading, three items from job crafting and one
item from autonomy were deleted. Finally, we extended the two-factor model by including job craft-
ing and sustainable employability. Job crafting is a second-order latent variable comprise of a factor
structure with four dimensions and sustainable employability with three dimensions. We expect the
third model that represents the main studied variables best fits the observed data. Table 4 shows the
CFA results for the three different models, and the hypothesized measurement model provided the
best good-fit indices (Bentler & Chou, 1987). Further, we also run a chi-square (%) difference test
that provides statistical support in selecting the hypothesized model with the best model-fit indices
compare to the other models.

Table 4: CFA and Results of Model Comparison

27 Df Ay? df CFI TLI RMSEA

Measurement Model 1 4500.27 779 0.341 0.306 0.097
Measurement Model 2 1497.571 724 3002. 699 (55)* 0.863 0.845 0.046
Measurement Model 3 1205.739 703 291.832 (21)* 0.909 0.899 0.037

%p<0.001

4.3 Hypothesis Testing

SEM approach was used to conduct the path analysis. Results obtained from this technique is
given in table 5. The regression coefficient for ATM and JCRAFT was (f=0.183, p<0.001), provid-
ing us with evidence that these two relationships are positive and statistically significant. It shows
that if autonomy (ATM) increases by one-unit, job crafting (JCRAFT) increases at the rate of 0.183
units, showing high autonomy causes an increase in job crafting. Relationships between workload
(WKL) and job crafting (JCRAFT) were observed (f=0.127, p<0.05) was positive and statistically
significant. Statistically, we observed that an increase in workload also causes to increase in job
crafting behavior. These two results show that employer investments significantly and positively
contribute to promoting job crafting.
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Table 5: Summary of Direct and Indirect Effects

Relationships Estimates 95% CI Results

ATM — JCRAFT 0.231%** (0.095,0.269) H2 Supported
WKL — JCRAFT 0.177%%* (0.049,0.205)

JCRAFT - ATCW 0.480%** (0.335,0.613) Hla Supported
JCRAFT - MTCW 0.710%** (0.533,0.910) H1b Supported
JCRAFT — SEMP 0.688*** (0.332,0.521)

ATM — SEMP 0.170* (0.021, 0.142)

WKL — SEMP 0.27 (ns) (-.054, 0.072)

ATM x WKU — JCRAFT 0.340%%* (0.255,0.399)

WKL x WKU — JCRAFT 0.341%** (0.262, 0.420)

ATM — JCRAFT - SEMP 0.153%* (0.023, 0.097) H3 Supported
WKL — JCRAFT — SEMP 0.118%* (0.024, 0.109)

ATM x WKU — JCRAFT — SEMP 0.129%** (0.011,0.021) H4a Supported
WKL x WKU — JCRAFT - SEMP 0.145%%** (0.012,0.023) H4b Supported

" #kEp < 0.001, #* p < 0.01, *p <0.05, ATM = Autonomy, WKL = Workload, JCRAFT = Job Crafting, MTCW = Motivation to continue
working, ATCW = Ability to continue working, WKU= Work Uncertainty, SEMP = Sustainable employability, ns = not significant.

A positive relationship between JCRAFT and ability to continue working (ATCW) and moti-
vation to continue working (MTCW) was observed (f =0.48, p<0.001) and (f =0.71, p<0.001),
respectively. This shows that if job crafting increases by one unit, ATCW and MTCW increase at
48 and 71 units, respectively. This statistical evidence supports justifying our second hypothesis
that altering job demands and job resources significantly and positively contributes to sustainable
employability in the form of ability and motivation to continue working.

Autonomy was positively and significantly related to sustainable employability (SEMP) (§ =0.17,
p<0.05). Table 5 also indicated that ATM-JCRAFT-SEMP, showing a partial mediation, thus sup-
porting hypothesis H3. Furthermore, workload (WKL) does not provide a significant positive re-
lationship with sustainable employability, but job crafting positively and significantly moderate the
relationships between WKL and SEMP, which shows a full mediation and thus supporting hypoth-
esis H4. Finally, we proposed that workuncertainty moderate the indirect effects of resourceful and
challenging jobs (autonomy and workload) on sustainable employability through the mediation of job
crafting. To proceed for moderated mediation analysis, we test the interaction of work uncertainty
and autonomy, work uncertainty and workload and found these two interactions are statistically sig-
nificant related to job crafting with (f =0.340, p<0.01) and (f =0.341, p<0.001) and were positive.

ATA x WELT

Figure 2: Measurement Model
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This shows that the indirect effects of autonomy and workload on sustainable employability
through the mediation mechanism of job crafting strengthen in the presence of high levels of work
uncertainty, which was 0.129 (95% CI (0.011,0.021)) and 0.145 (95% CI (0.012,0.023)) respectively.
The contingency of work uncertainty strengthens this indirect effect as with a 1-unit increase in auton-
omy and workload. Sustainable employability increased by 0.129 and 0.145 through the moderated
mediation of job crafting and work uncertainty. From these observations, we can say that in the
presence of high work uncertainty, the effect of resourceful and challenging jobs on job crafting was
also high, which ultimately translated into sustainable employability. The moderated mediation ef-
fects were also plotted to gain more insights into these relationships. Clearly, it shows that employer
investment observed through autonomy and workload with job crafting become stronger when work
uncertainty was high than it was low.

E 15 Moderatc Moderstc
e [ -4 —— Low WKU
5, —Low WKY 5 . P—— Low WU
= ~m-High WKU = Y- 0060k 2916 = High WKy
— linear (lowWKU| 25 — Unear {Low WU
—— Linear (High WKL Linear (High WKU
2 2
1 15
11 1
Low ATM High ATM Low WKL High WKL
WKU strengthens the positive relationships between ATM and JCRAFT WRU strengthens the positive relationships between WKL and JCRAFT

Figure 3: Moderation of Work Uncertainty

4.4 Discussion and Conclusion

The main objective was to examine how resourceful and challenging jobs, promote job crafting
and how the individual employee contributes to their sustainable employability. Further, we also
intend to investigate the role of boundary conditions in facilitating/mitigating job crafting. First of
all, resourceful and challenging jobs create an active work environment providing job discretion and
opportunities for learning and development is motivational and thus stimulate job crafting behaviors.
Active participants at jobs are more involved in increasing their job resources and less in reducing
their job demands (Petrou et al., 2012). Employees in active jobs try to challenge job demands to
accumulate resources further. Autonomy and workload are the primary determinant of proactive
behaviors (Bindl & Parker, 2010; Ohly & Schmitt, 2017). Job crafting is also a specific form of
proactive behaviors (Tims & Bakker, 2010). Meta-analytic study confirms that autonomy and work-
load are positively related to job crafting (Rudolph et al., 2017). Results also confirm a positive and
significant relationship between resourceful and challenging jobs and job crafting. Thus, providing
us strong evidence that employer investments significantly contribute to facilitate all employees to
involve in job crafting irrespective of the employee’s personality traits or their individual differences.

Secondly, we propose that sustainable employability is the motivational outcome of job crafting.
Results of this study show that job crafting is positively related to sustainable employability. Job
crafting is a continuous process, and by crafting jobs, employees can continuously build their desired
job/personal resources. The JD-R theory also asserts that job crafting activates a gain cycle of re-
sources, increased motivation, and work engagement (Bakker & Demerouti, 2018). Akkermans &
Tims (2017) provide support for positive relationships between job crafting perceived employability.
Another study from Vanbelle et al. (2017) confirms a positive relationship between job crafting and
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motivation to continue working. Together, this study’s results support our hypothesis that job crafting
positively relates to sustainable employability.

Thirdly, based on JD-R theory, we examine whether job crafting acts as a process variable be-
tween employer investments and sustainable employability. Results show that job crafting partially
mediates the relationships between workload and sustainable employability. However, full media-
tion occurs between autonomy and sustainable employability. Finally, results support the moderating
role of work uncertainty. Thus, providing evidence that when work uncertainty is high compared to
low employees will be more involved in job crafting, which boosts sustainable employability. There-
fore, designing resourceful and challenging jobs provides a way to promote sustainable employability.
High work uncertainty further boosts the job crafting process. These results also offer us insights that
job crafting contributes to sustainable employability while maintaining their health and well-being
(increased work engagement and reduced burnout). The findings of this study also validate Van der
Klink et al. (2016) argument that sustainable employability refers to employees’ ability and willing-
ness to continue working throughout their professional lives while maintaining their well-being and
health.

4.5 Practical Implications

This study tests and expands the JD-R theory by showing that resourceful and challenging job de-
mands initiated a motivational mechanism where job crafting being a process variable and sustainable
employability being an outcome of this process. This motivation causes to induce a gain-cycle of job
resources through job crafting, which leads to improved employee’s well-being and performance out-
comes. Designing resourceful and challenging jobs by the employers provides a pool of job resources
that provides resilience, feelings of discretion, control on jobs, and consequently, activate motivation
to engage in job crafting. This study also confirms that when employees perceive job demands as
a challenge, they voluntarily participate in such demands and expand their social and structural job
resources (Tims et al., 2012). By summarizing, we highlighted that employer investments through
job design provide sufficient resources to accomplish tasks (i.e., work motivation) translating into
proactive behaviors (i.e., job crafting), which boost employee’s ability and motivation to continue
working. Managers and professionals can benefit from this proactive behavior toward job design by
designing resourceful and challenging jobs. Therefore, employers’ investments through these job
resources in job crafting lead to sustainable employability while keeping employees motivated and
healthy.

4.6 Conclusions, Limitations and Future Directions

Despite these contributions to the existing body of knowledge, a few limitations need to address
that nurture this research. First, this study’s longitudinal replications provide more useful insights
and provide more clarity on patterns not displayed within a shorter time interval. Secondly, data from
other service sectors and manufacturing sectors help to generalize the results. Data from similar sec-
tors from other developing countries in Asia with the same cultural norms and behavioral patterns
may lead to generalizability. Thirdly, examining each dimension of work uncertainty provides fur-
ther clarity about the moderating impact. Future studies may also investigate the impact of work
uncertainty on job crafting-sustainable employability relationships. Other boundary conditions such
as calendar age, life-span age, functional age, and organizational age (Le Blanc, Van der Heijden, &
Van Vuuren, 2017) may be applied to examine the proposed relationships. This study only consid-
ers the resourceful and challenging jobs as antecedents; however, other contextual variables such as
managerial support, quality of workplace relationships that may trigger job crafting behaviors also
needs to be examined in future studies.
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