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)is study aims to examine how the relationship between intellectual capital (IC) and bank profitability changed during COVID-
19. Based on the data of 34 Chinese banks and 39 Pakistani banks, this study uses ordinary least squares (OLS) to examine this
relationship during the COVID-19 era. Profitability is measured by return on assets (ROA) and return on equity (ROE), and IC is
measured by the value added intellectual coefficient (VAIC)model.)e findings show that, even during the COVID-19 pandemic,
IC has managed to sustain its positive influence on bank profitability in China and Pakistan. Among IC components, our study
reports that human capital is the only IC resource that continues to enhance ROA and ROE of Chinese and Pakistani banks during
the pandemic period. Our study suggests that policymakers should pay more attention to IC resources, which has the potential to
improve banks’ profitability even during crisis times.

1. Introduction

According to the World Health Organization (WHO), novel
coronavirus disease 2019 (COVID-19) first appeared in
December 2019 in Wuhan city, Hubei province of China. It
seemed to catch global attention due to its rapid spread in
January 2020. Despite the preventive steps taken by the
Wuhan government, this disease spread across different
cities other than Wuhan and later spread to various
countries along with commuters. )e WHO proclaimed the
virus a global pandemic on 11 March 2020 and advised to
take preventive actions. During this pandemic, almost all
countries have had travel ban, reduced or stopped flight
operations, and implemented nationwide lockdowns to
control the spread of this virus [1]. Until 12 January 2022,
COVID-19 infected nearly 308 million people and caused 5
million deaths. )e continuous news coverage on current
cases and deaths has created huge uncertainty for financial
and commodity markets [2].)e COVID-19 crisis is causing
not only turmoil in financial markets but also a downturn in
real economies [3, 4]. According to the International
Monetary Fund (IMF), the gross domestic product (GDP) of

all major economies like USA, China, and the European
Union, shrank during COVID-19 [5].

COVID-19 has disrupted the global economy since the
great recession. Although protective precautions like social
distancing and lockdowns have proven their essence to a
large extent, they have a cost in terms of decreased business
revenues and even the complete dissolution of different
bodies. Scholars argued that financial markets are all highly
exaggerated by major events [6, 7]. Pakistan is one of those
countries facing the worst situation due to the COVID-19
pandemic [8]. )e first COVID-19 case was reported on 26
February 2020 in Karachi, and now more than 1.2 million
cases were reported, with 28 thousand deaths. However, the
rate of recovery is much better compared to developed
countries like the USA, France, and Italy. Like other
countries, the Pakistani government started to enforce
lockdowns on 24 March 2020 to curtail the spread of
COVID-19, permitting only vital industries and businesses
to function.

In China, the COVID-19 pandemic started before the
Spring Festival [9, 10]. China has the biggest movement of
population in the world, and a number of unique steps have
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been taken to prevent the virus from spreading [11].
According to Xiao et al. [12], nearly 11 million people have
been put into lockdown. To keep away from an economic
meltdown, the Chinese government has formulated a
package of policies to help workers get back to work and
allocated 110.48 billion yuan to prevent and control
COVID-19 on 5March 2020. On 16March 2020, the Bank of
China renewed the loan policy to companies, reduced the
reserve ratio for banks, and announced a total of 550 billion
yuan to support the economy.

Similarly, to offset the consequences of this economic
shock, the Pakistani government implemented various stim-
ulus policies. )e government of Pakistan announced the
economic package of PKR 1.2 trillion to provide relief to the
slowed-down economy and food preservation for the common
people. )e COVID-19 crisis affects banking performance in
many ways. First, the firms cease their operation due to the
lockdown, and they might not repay their loans. In addition,
employees who have lost their jobs are not able to pay off their
debts. Second, when the value of bonds and other financial
instruments drops, the banks are adversely affected, resulting in
more declines in bank value. )ird, banks are facing growing
demands for loans, as businesses need additional cash flows to
cover their expenses in the period of no or decreased revenues.
Fourth, there is a supply shortage of various services, which
reduces banks’ noninterest income. In Pakistan, all banks
operate under the umbrella of a central bank. To mitigate the
impact of COVID-19, the State Bank of Pakistan (SBP) took
differentmeasures, such as a major reduction in the policy rate.
)e policy rate before COVID-19 was greater than 13% and
now stands between 7% and 8%.)e SBP allowed the banking
sector to provide additional loans and reduce the capital
conservation buffer from 2.50% to 1.50%.)e SBP announced
cheap loans for hospitals and medical centres at the rate of 3%
for 5 years under Refinance Facility for Combating COVID-19
and refinance scheme for payment of wages and salaries to all
types of workers and employees.)e SBP urged banks to follow
the required practices to tackle the spread of COVID-19 and
ensure the availability of continuous financial service facilities
and also instructed banks to keep minimum staff for the
continuity of essential banking services. In order to minimize
the spread of COVID-19 by prohibiting citizen’s physical
contact in bank branches, the SPB has urged banks to waive all
fees for funds transfer via online banking platforms such as
interbank fund transfer.

)e preventing measures taken by the Chinese and
Pakistani governments also influence the performance of the
banking sector in different ways. First, the banking sector did
not operate at its full potential because of the strict lockdown
policy, and the continuous growth of this sector was de-
celerated, which concerned the value of intellectual re-
sources. Second, the reduction in the policy rate by
regulators also lowers the expected profitability of banks,
which ultimately reduces bank value. )ird, some policies,
such as the work-from-home policy, disabled the banks’
employees from creating efficiency, which influences bank
value and profitability. Finally, the loan restructuring and
inability of loan repayments by the firms because of the
bumpy operations affect the banks’ value, thus reducing

bank profitability. Despite these influences, many theorists
and researchers [13–16] argued that intangible resources,
particularly intellectual capital (IC), are the most significant
resources that prevent shocks from different crises. How-
ever, we are uncertain about whether IC was defensive in
protecting the profitability of Chinese and Pakistani banks
from the shocks of COVID-19 or not.)erefore, this study is
designed to offer insights into the impact of IC on bank
profitability in the two countries during the pandemic pe-
riod. )is study employs Pulic [17]’s value added intellectual
coefficient (VAIC) model to measure IC based on the
quarterly data from 2020Q1 to 2020Q3.

)e contributions of the current study are as follows.
First, it is the first study that analyzes and compares the
impact of IC on bank profitability during the COVID-19
pandemic in two Asian emerging economies, i.e., China and
Pakistan. Although previous studies have already examined
the relationship between IC and bank profitability, the
relevant study related to COVID-19 is not available yet.
Second, understanding the impact of COVID-19 is im-
portant for bank managers and policymakers to get insight
into the role of IC in guarding profitability during the crises
period.

)e remainder of this article is structured as follows: a
literature review is presented in Section 2. Section 3 presents
the research methodology, and Section 4 summarises the
findings of this study. Section 5 discusses the findings, and
Section 6 concludes the study.

2. Literature Review

2.1.Definition of IC. )emost common concept of IC is that
“any knowledge that can be converted into value” [18].)ere
is still no universal definition of IC [19, 20] because aca-
demics and practitioners have put forward a slew of IC
concepts over the decades. According to Dean and
Kretschmer [21], IC is linked to a firm’s ability to generate,
execute, and quantify intangible capital in order to increase
value; in fact, this enhances the firms’ efficiency. Recently, IC
is defined as intellectual material, knowledge, information,
intellectual property, and experience that can be put to use to
create value [22].

)e academics have divided IC into human capital (HC),
structural capital (SC), and relational capital (RC). HC is
embedded in people, including the knowledge, skills, ex-
pertise, and capabilities of employees in the firm [23]. HC is
generally considered the most relevant element of IC [24].
SC encompasses organizational structures, procedures,
processes, databases, culture, and the like [25]. It supports
HC, which can boost employees to create and share
knowledge [26]. RC refers to the relationships with cus-
tomers, other stakeholders, and society as a whole [27, 28]. It
can generate trust in the firm and influence the perceptions
of external stakeholders [29, 30].

Researchers have developed several methods to measure
IC. Although the VAIC model proposed by Pulic [17] has
some limitations, it is widely used because of its simplicity,
reliability, and standardization [31]. It also allows com-
parison across organizations or countries [31].
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2.2. IC and Bank Performance. )e impact of IC on bank
profitability is a transparent and straightforward concept. A
number of researchers have identified a significant direct
association between IC and its components and bank
profitability [32–39]. For example, Saengchan [32] found
that IC has a strong relationship with the ROA of )ai
commercial banks. Using the sample of banks in Bahrain
from 2005 to 2007, Ismail and Karem [33] argued that IC has
a positive impact on banks’ financial performance. Meles
et al. [34] used the data of US banks from 2005 to 2012 and
found that IC positively affects bank performance.
Mohammad et al. [35] analyzed the IC performance of Saudi
banks and found that HC has a higher efficiency than
physical capital and SC. Tran and Vo [36], taking)ai banks
over the period 1997–2016 as the sample, stated that bank
profitability is mainly influenced by physical capital and HC
in the current year has a negative relationship with profit-
ability. However, the comparison of IC efficiency in the
banking sector across countries is still scarce in the current
literature [37, 38]. )e findings of Xu et al. [37] revealed that
physical capital contributes the most to bank profitability in
China and Pakistan.

In the banking sector, the VAIC method has been widely
used to examine the impact of IC on corporate performance
measured by profitability, efficiency, market value, and
growth rate. For example, Chen Goh [40] applied the VAIC
model to evaluate the IC performance of Malaysian com-
mercial banks over a period of 2001–2003. He found that HC
makes a large contribution to value creation in domestic and
foreign banks of Malaysia, while domestic banks are more
efficient in terms of value creation than foreign banks.
Mondal and Ghosh [41] conducted a longitudinal study of
65 Indian banks for the period of 1999–2008. )ey pointed
out that IC positively influences ROA in eight years, while IC
positively influences ROE in three years out of ten years
period. Joshi et al. [42] found that Australian bank per-
formance is highly influenced by HC, while physical and
structural capitals play a minor role in value creation. )e
findings of Vo and Tran [43] showed that the performance of
listed banks in Vietnam is driven primarily by physical
capital.

2.3. IC and Bank Performance during Crisis. )e relationship
between IC and organizational performance is becoming
progressively prevalent, particularly in periods of intense
economic turmoil. Starting from the first quarter of 2020, the
recent financial crisis continues to disrupt the financial
system. It is reported that the US financial sector fell dra-
matically due to the COVID-19 pandemic [44]. Before the
COVID-19 pandemic, some studies have already been
carried out on the relationship between IC and bank per-
formance during crisis time. Based on the VAIC model,
Sumedrea [45] examined the relationship between IC and
economic performance during crisis time and found that HC
and SC influence firm performance. A study of 191 banks
during the period of 2000–2011 by Kehelwalatenna [15]
showed that the impact of IC on firm performance was
inconsistent during the 2008 financial crisis because of HC.

Sannino et al. [46], using the sample of Italian banks from
2012–2018, studied the relationship between IC and per-
formance during and after the nonperforming loans (NPLs)
crisis. )e results revealed that IC positively influences fi-
nancial performance irrespective of the NPLs crisis.

)e debate about IC and bank performance is still an
ongoing mission for further exploration [34, 36]. Previous
studies have yielded mixed results, and little has been done
with the consideration of the impact of crisis time, indicating
that further research is needed to better understand how
banks can manage IC resources to boost their profitability
during the COVID-19 period. )e adverse impact of
COVID-19 on banks is much more pronounced and long-
lasting than on companies [47, 48]. Various reforms have
impacted the banking industry and imposed new ways to
improve the quality of services. Accordingly, the current
study aims to expand awareness of the contribution of IC in
the Chinese and Pakistani banking sector in order to ef-
fectively use intangible assets to generate value and achieve
better financial performance during crises.

3. Methodology

3.1. Data. )e sample for this study includes 34 Chinese
banks and 39 Pakistani banks. Banks with missing infor-
mation are excluded from our sample. To examine the
impact of IC on banks’ profitability during COVID-19, we
collect the data for the first three quarters of 2020. COVID-
19 started in Wuhan, China, in November or December of
2019 and spread to the rest of the world in 2020. )e final
sample includes 219 bank-year observations. )e data of
Chinese banks are sourced from the CSMAR database, and
the data of Pakistani banks are collected from the quarterly
financial statements published on the websites of respective
banks.

3.2. Variables

(1) Dependent Variables. )e profitability of Chinese
and Pakistani banks is measured by two important
indicators, which have been extensively used in
existing studies [36–38, 49–60]. )e first indicator is
the return on assets (ROA), calculated as the ratio of
net income to average total assets. ROA shows the
efficient utilization of all available assets that a bank
has [61]. )e second indicator is the return on equity
(ROE), calculated as the ratio of net income to av-
erage shareholders’ equity. ROE shows the effective
utilization of funds invested by a bank owner.

(2) Independent Variables. )is study uses Pulic [17]’s
VAICmodel to measure IC efficiency of listed banks,
consistent with Meles et al. [34], Tran and Vo [36],
Xu et al. [38], Mondal and Ghosh [41], Vo and Tran
[43], Ousama et al. [62], and Le and Nguyen [63].
)e VAIC model identifies banks with profitability
in maximizing their economic performance in the
process of value creation. In order to access the IC
results, the VAIC model uses items from audited
financial statements. Capital employed efficiency
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(CEE) measures how much value has been created
per dollar of capital employed. Human capital effi-
ciency (HCE) measures how much value has been
created by one invested unit of HC, and structural
capital efficiency (SCE) shows how much capital has
been created by SC. )e equation to calculate VAIC
is given as follows:

value added(VA) � operating profits + employee costs

+ depreciation + amortization,

(1)

CEE �
VA

book value of assets
, (2)

HCE �
VA

employee costs
, (3)

SCE �
VA − employee costs

VA
, (4)

VAIC � CEE + HCE + SCE. (5)

(3) Control Variable. )is study uses three main vari-
ables in the analysis to control for certain bank
characteristics: bank size (SIZE), measured by the
natural logarithm of total assets; debt ratio (LEV),
measured by the ratio of total liabilities to total assets;
ownership (OWN), measured using binary values of
0 and 1. It takes 1 if a bank is government-owned and
0 otherwise. )e list of variables used in this study is
mentioned in Table 1.

3.3. Models. We propose four models to examine the re-
lationship between IC and its components and bank prof-
itability during the pandemic period. Models (1) and (2) test
the association between the integrated IC and bank prof-
itability, while Models (3) and (4) test the relationship be-
tween IC components and bank profitability.

ROAi,t � β0 + β1VAICi,t + β2SIZEi,t + β3LEVi,t + β4OWNi,t + εi,t,

ROEi,t � β0 + β1VAICi,t + β2SIZEi,t + β3LEVi,t + β4OWNi,t + εi,t,

ROAi,t � β0 + β1CEEi,t + β2HCEi,t + β3SCEi,t + β4SIZEi,t + β5LEVi,t + β6OWNi,t + εi,t,

ROEi,t � β0 + β1CEEi,t + β2HCEi,t + β3SCEi,t + β4SIZEi,t + β5LEVi,t + β6OWNi,t + εi,t,

(6)

where i represents the individual bank; t represents the year;
β stands for the presumed parameter; and ε denotes the
standard error.

4. Results

4.1. Descriptive Statistics. )e comparison of the descriptive
statistics between China and Pakistan is presented in Table 2.
)emean ROA of Chinese and Pakistan banks are 0.008 and
0.003, respectively. Similarly, the mean ROE of Chinese and
Pakistani banks is 0.106 and 0.059, respectively. )is shows
that Chinese banks are more profitable than Pakistani banks
during the COVID-19 outbreak. In addition, there are great
differences in terms of profitability in these two countries.
)e mean VAIC of Chinese banks is 4.477 and the mean
VAIC of Pakistani banks is 3.039, suggesting that Chinese
banks are more capable of getting higher IC performance
than Pakistani banks during such crisis. Regarding IC
components, the mean HCE (3.700) and the mean SCE
(0.687) of Chinese banks are higher than the mean HCE
(2.353) and the mean SCE (0.433) of Pakistani banks, which
implies that Chinese banks are more efficient to deal with
human and structural capitals than Pakistani banks during
the COVID-19 outbreak. However, the efficiency of capital
employed in Pakistani banks is found to be higher than that
in Chinese banks because the mean CEE (0.090) of Chinese
banks is less than the mean CEE (0.229) of Pakistani banks.

In addition, the scale of Chinese banks is much larger
than that of Pakistani counterparts. Chinese listed banks

have higher financial risks with a higher level of debt. About
20 percent of these banks are owned by the government in
both countries.

4.2. Empirical Results. Empirical results of this study are
stated in Tables 3 and 4. Table 3 provides the relationship
between IC and profitability indicators (ROA and ROE). In
the full sample, we find that the coefficients of VAIC are
positive and significant (β� 0.003, t� 6.650; β� 0.014,
t� 5.503). One unit increase in the investment in IC brings
0.003 positive changes in ROA and 0.014 positive changes in
ROE.)is suggests that, during COVID-19, IC continued its
positive influence on the profitability of the Chinese and
Pakistani banking industry. It is worth noticing that the
influence of IC on ROE is greater than its impact on ROA
during the pandemic period.

In the Chinese banking sector, the positive coefficients of
VAIC suggest that one unit increase in IC leads to the in-
creased ROA by 0.001 and ROE by 0.009. IC of Chinese
banks sustained its positive influence on the profitability
even during the pandemic period. However, IC has a higher
impact on ROE than ROA. Xu et al. [38] also reported a
positive relationship between IC and bank performance
(measured through ROA and ROE) during the period of
2010–2018.

)e results of Pakistani banks show that one unit in-
crease in IC brings 0.006 positive changes in ROA and 0.028
positive changes in ROE. Hence, it is evidenced that the IC of
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Table 2: Descriptive statistics of banks in China and Pakistan.

Variable
China Pakistan

Difference t-statistics
N Mean Max Min SD N Mean Max Min SD

ROA 102 0.008 0.025 −0.013 0.005 117 0.003 0.168 −0.083 0.025 −2.014∗∗∗
ROE 102 0.106 0.167 −0.049 0.035 117 0.059 1.059 −0.134 0.115 −4.007∗∗∗
VAIC 102 4.477 18.794 2.252 2.431 117 3.039 11.558 −3.836 2.020 −4.780
CEE 102 0.091 0.181 0.012 0.039 117 0.229 3.094 −0.023 0.303 4.586∗∗∗
HCE 102 3.700 17.691 1.761 2.358 117 2.353 10.381 −0.821 1.587 −4.929
SCE 102 0.687 0.943 0.432 0.095 117 0.433 2.421 −4.060 0.775 −3.284∗∗∗
SIZE 102 27.897 31.142 21.861 2.046 117 18.377 21.936 12.090 2.616 −29.682∗∗∗
LEV 102 0.914 0.940 0.722 0.037 117 0.861 4.806 0.025 0.430 −1.244∗∗∗
OWN 102 0.206 1 0 0.406 117 0.215 1 0 0.406 −0.014
Note: ∗∗∗p< 0.01.

Table 3: Regression results of Models (1) and (2).

Variable
Full sample China Pakistan

Model (1) Model (2) Model (1) Model (2) Model (1) Model (2)
Constant −0.025∗∗∗ (−5.015) −0.078∗∗∗ (−2.936) −0.074∗∗∗ (−12.150) −0.604∗∗∗ (−11.123) 0.003 (0.248) −0.127∗ (−1.884)
VAIC 0.003∗∗∗ (6.650) 0.014∗∗∗ (5.503) 0.001∗∗∗ (14.249) 0.007∗∗∗ (7.598) 0.006∗∗∗ (6.037) 0.028∗∗∗ (5.632)
SIZE 0.000 (−1.158) 0.004∗∗∗ (3.268) 0.000 (−0.896) −0.001 (−0.513) −0.002∗∗∗ (−3.151) 0.004 (1.120)
LEV 0.029∗∗∗ (8.771) 0.033∗ (1.882) 0.086∗∗∗ (11.027) 0.763∗∗∗ (10.915) 0.029∗∗∗ (6.739) 0.017 (0.782)
OWN −0.004 (−1.429) −0.007 (−0.486) 0.000 (0.585) −0.006 (−1.014) −0.002 (−0.401) 0.035 (1.439)
N 219 219 102 102 117 117
Adj. R2 0.364 0.225 0.759 0.644 0.425 0.251
F 32.244∗∗∗ 16.788∗∗∗ 80.369∗∗∗ 46.644∗∗∗ 22.473∗∗∗ 10.730∗∗∗

Note: ∗p< 0.10, ∗∗p< 0.05, and ∗∗∗p< 0.01. t-values are in parentheses.

Table 4: Regression results of Models (3) and (4).

Variable
Full sample China Pakistan

Model (3) Model (4) Model (3) Model (4) Model (3) Model (4)
Constant −0.027∗∗∗ (−5.114) −0.158∗∗∗ (−10.836) −0.074∗∗∗ (−14.247) −0.590∗∗∗ (−10.387) −0.004 (−0.348) −0.067∗∗ (−2.247)
CEE 0.003 (0.598) 0.300∗∗∗ (24.184) 0.004 (0.824) 0.063 (1.065) 0.004 (0.780) 0.320∗∗∗ (23.225)
HCE 0.004∗∗∗ (6.959) 0.004∗∗∗ (2.960) 0.002∗∗∗ (16.371) 0.009∗∗∗ (5.684) 0.009∗∗∗ (7.244) 0.011∗∗∗ (3.847)
SCE −0.001 (−0.618) 0.036∗∗∗ (6.938) −0.023∗∗∗ (−6.807) −0.049 (−1.314) −0.002 (−0.949) 0.038∗∗∗ (6.649)
SIZE 0.000 (−0.919) 0.007∗∗∗ (11.437) 0.000∗∗ (2.116) 0.000 (0.217) −0.002∗∗∗ (−3.126) 0.000 (0.140)
LEV 0.030∗∗∗ (9.102) 0.000 (−0.019) 0.089∗∗∗ (13.208) 0.749∗∗∗ (10.096) 0.032∗∗∗ (7.644) −0.003 (−0.297)
OWN −0.004 (−1.647) 0.014∗∗ (2.051) 0.000 (0.195) −0.006 (−1.064) 0.000 (−0.098) 0.043∗∗∗ (4.011)
N 219 219 102 102 117 117
Adj. R2 0.375 0.791 0.841 0.647 0.481 0.857
F 22.755∗∗∗ 138.748∗∗∗ 90.287∗∗∗ 31.866∗∗∗ 18.953∗∗∗ 116.748∗∗∗

Note: ∗p< 0.10, ∗∗p< 0.05, and ∗∗∗p< 0.01. t-values are in parentheses.

Table 1: Variable definition.

Variable Notation Measurement
Return on assets ROA Net income/average total assets
Return on equity ROE Net income/average shareholders’ equity
Value added intellectual coefficient VAIC See (1)
Capital employed efficiency CEE See equation (2)
Human capital efficiency HCE See equation (3)
Structural capital efficiency SCE See equation (4)
Bank size SIZE Natural logarithm of total assets of listed banks
Debt ratio LEV Total liabilities/total assets
Ownership OWN Dummy variable that takes 1 for government-owned banks, 0 otherwise
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Pakistani banks is a positive driver of profitability indicators
even when the world is facing a hilarious situation because of
the COVID-19 pandemic. )ese results are consistent with
Yao et al. [37] and Haris et al. [52], who found a positive
influence between IC and ROA and ROE during the period
of 2007–2018. Overall, the results reveal that, during this
pandemic, IC has a higher impact on bank profitability in
Pakistan than in China.

Table 4 provides the relationship between IC compo-
nents and profitability indicators (ROA and ROE) during
the pandemic period.)e results of the full sample show that
CEE has an insignificant positive association with ROA and
a significant positive association with ROE. HCE has a
positive and significant impact on both ROA and ROE. SCE
has a positive impact only on ROE at the 1% level. Overall,
HC is still the main contributor to profitability compared to
physical and structural capitals when facing this devastating
crisis.

In the Chinese context, HCE remains significantly and
positively associated with ROA (β� 0.004, t� 0.824) and
ROE (β� 0.063, t� 1.065). However, the impact of SCE on
ROA is found to be negative (β� −0.023, t� −6.807).
Physical capital has no impact on bank profitability.
)erefore, the findings suggest that HC is the only IC re-
source that continues raising the profitability of Chinese
banks during the pandemic.

)e results in Pakistan show that only HCE positively
impacts ROA (β� 0.009, t� 7.244) and ROE (β� 0.011,
t� 3.847), which is consistent with Rehman et al. [64].
However, CEE and HCE have a positive influence only on
the ROE indicator. )ese results also suggest that, like
Chinese banking industry, HCE is also a major driver of
Pakistani banks’ profitability during the COVID-19 period.
Zhu and Shah [65] and Xu et al. [66] confirmed that the
operational efficiency of Chinese commercial banks is higher
than that of Pakistani counterparts.

4.3. Robustness Check. Although the empirical findings are
robust to two profitability indicators (ROA and ROE), we
also use the modified VAIC (MVAIC) model with the in-
clusion of relational capital to measure IC for further ro-
bustness of this study. Robustness check results are
presented in Table 5. )e MVAIC is the sum of CEE, HCE,
SCE, and relational capital efficiency (RCE). RCE is calcu-
lated as the ratio of selling expenses and VA. In the full
sample, we find that MVAIC has a significant positive
correlation with ROA and ROE. Further, in China and
Pakistan, there exists a positive relationship between
MVAIC and bank profitability. )is suggests that our
conclusion is robust.

5. Discussion

)e current study analyzes the IC performance in two
emerging economies (China and Pakistan) whose banking
systems are still in the early stages of growth during the
COVID-19 period. )e findings suggest that IC keeps its

positive impact on banks’ profitability during the pandemic
period in both countries. )is could be explained by the fact
that both countries have successfully controlled the impact of
the COVID-19 pandemic. Unlike other economies around
the globe, these two countries did not put their countries into
full lockdown. China has controlled the spread of COVID-19
within two months of its outbreak, while Pakistan has also
managed to control its quick spread by implementing smart
lockdown in different periods. Because of the smart lock-
down, banking and other industries remained operational
throughout the COVID-19 pandemic, which enabled them to
generate wealth from their IC resources.

In the Chinese context, CEE has a positive but insig-
nificant impact on profitability, and SCE exerts a negative
impact on only ROA. However, HCE positively affects
Chinese banks’ profitability. One possible explanation is that
during the COVID-19 crisis, Chinese banks paid muchmore
attention to the role of HC compared to physical and
structural capitals. However, in the case of Pakistan, CEE
and SCE significantly improve only the ROE indicator, while
HCE contributes to raising performance in terms of ROA
and ROE. Overall, our findings suggest that HC is the only
IC resource that has a vital role in generating profits in two
countries even during such a crisis, which is in line with
previous studies [15, 46]. )is could be caused by the in-
vestment in knowledge, skills, imagination, capabilities,
experiences, and intellectual agility of all bank employees.
Previously, Meles et al. [34] and Ozkan et al. [67] also found
that HC is the only IC resource, which has a positive impact
on bank profitability.)e weaker impact of CEE and SCE on
bank profitability in these two countries could be because of
less attention on culture, system, procedures, database, and
networks during the crisis caused by COVID-19. )e results
demonstrate that banks need high concentration on IC to
improve profitability, minimize economic stress, and gain
financial performance. In particular, HC has a very strong
value creation ability for banks in both countries; thus, it is
important for banks to invest in human recourses that are
competent, knowledgeable, and professional.

Additionally, Al-Kharusu and Murthy [68] found that
several banks experienced financial instability during pe-
riods of economic turbulence caused by COVID-19. )e
findings of Elnahass et al. [69] showed that the COVID-19
outbreak brought detrimental impacts on financial perfor-
mance and financial stability in the global banking system.
Grasselli [70] pointed out that the intervention of central
banks can deal with the COVID-19 financial and economic
crisis by lowering interest rates and lending to financial
institutions. Korzeb and Niedziółka [71] concluded that
large banks with more resources are resistant to this crisis
resulting from the COVID-19 pandemic. Mateev et al. [72]
confirmed that banks should build a sufficient capital
conservation buffer during the COVID-19 pandemic. Banna
and Alam [73] suggested that the application of digital fi-
nance is significant for maintaining banking sector stability
even in the face of any crisis. A survey in central, eastern, and
northern Europe also showed that banks implemented
digital transformation during the COVID-19 pandemic [74].
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6. Conclusions

In today’s knowledge-based economy, IC is widely recog-
nized as a source of competitiveness and future value cre-
ation. However, the ongoing health crisis has affected the
mechanism of value creation from IC resources and the
sustained profitability of institutions around the globe. )is
study examines the relationship between IC and its com-
ponents and bank profitability (measured through ROA and
ROE) during COVID-19 in the context of Chinese and
Pakistani banks. )e empirical results demonstrate that IC
sustains its positive impact on bank profitability in China
and Pakistan during the COVID-19 era. Among IC com-
ponents, the impact of HC on ROA and ROE of both
Chinese and Pakistani banks is significant and positive, and
SC positively affects the ROE of Pakistani banks and neg-
atively affects the ROA of Chinese banks. HCE seems to be
the most important factor that continues to influence higher
profitability in the case of the Chinese and Pakistani banking
sectors, even during the pandemic. In addition, physical
capital is found to sustain its positive influence on the ROE
of Pakistani banks during a pandemic. However, it has also
sustained its positive but insignificant influence on the
profitability of Chinese banks.

)eoretically, the contribution of our study is of high
importance. )is crisis is the most concerning matter to
control for all economies around the globe because it has
detracted the economic wheel of all economies. Hence, al-
most every resource of every institution suffered globally
because of the current COVID-19 crisis, thus influencing the
institutional performance. )erefore, our study first ex-
amines the impact of IC resources on the profitability of
Chinese and Pakistani banks during the COVID-19 period.
Based on the quarterly data of 34 Chinese and 39 Pakistani
banks during the pandemic period, this study uses the VAIC
method as the measure of IC performance and uses ROA
and ROE as the proxy for profitability. Further, the study
also uses bank size, bank leverage, and bank ownership as the
control variables to offer robust and corrected inferences.
Based on the findings, the study has provided some im-
portant practical implications for bankmanagers, regulators,

and policymakers. It suggests that IC is the most important
among all resources, which seems to always play its positive
role in sustaining the shocks from unforeseen crises and thus
ensures the profitability of banking institutions. )erefore,
we suggest that investing more in IC resources has a high
probability of enhancing the profitability of banks even
during the ongoing pandemic. Our findings provide
guidelines to develop strategies for investment in the IC
resources, especially HC. Investment in human skills and
competencies can enhance service quality, diversify opera-
tions, and improve the overall financial efficiency because
the strong skills and competencies of employees prevent
financial institutions from the adverse impact of economic
shocks. Finally, the empirical results suggest that the utili-
zation of physical and structural capitals still demands great
attention to make them able to play their preventing role for
sustaining the improved profitability.

)e current research also has some limitations that may
pave the way for future studies. First, the empirical results focus
on the banking sector in two countries, and future research
could extend the analysis to include other financial sectors or
banks functioning in other countries. Secondly, it would be
helpful to extend the more recent and historical data because
the inclusion of recent data will help assess the IC performance
dynamics during and after the COVID-19 crisis. It could also
be useful for future studies to link the role of governance with
IC and profitability during the pandemic period.
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