
The Indonesian Capital Market Review The Indonesian Capital Market Review 

Volume 10 
Number 2 July Article 3 

7-30-2018 

Effects of Corporate Governance and Capital Structure on Firms’ Effects of Corporate Governance and Capital Structure on Firms’ 

Performance: Evidence from Major Sectors of Pakistan Performance: Evidence from Major Sectors of Pakistan 

Farhan Ahmed 
Department of Economics & Management Sciences, NED University of Engineering & Technology, 
Pakistan, farhan.mba2013@gmail.com 

Suman Talreja 
Department of Economics & Management Sciences, NED University of Engineering & Technology, 
Pakistan 

Muhammad Kashif 
Department of Economics & Management Sciences, NED University of Engineering & Technology, 
Pakistan 

Follow this and additional works at: https://scholarhub.ui.ac.id/icmr 

 Part of the Business Commons 

Recommended Citation Recommended Citation 
Ahmed, Farhan; Talreja, Suman; and Kashif, Muhammad (2018) "Effects of Corporate Governance and 
Capital Structure on Firms’ Performance: Evidence from Major Sectors of Pakistan," The Indonesian 
Capital Market Review: Vol. 10 : No. 2 , Article 3. 
DOI: 10.21002/icmr.v10i2.10873 
Available at: https://scholarhub.ui.ac.id/icmr/vol10/iss2/3 

This Article is brought to you for free and open access by the Faculty of Economics & Business at UI Scholars Hub. 
It has been accepted for inclusion in The Indonesian Capital Market Review by an authorized editor of UI Scholars 
Hub. 

https://scholarhub.ui.ac.id/icmr
https://scholarhub.ui.ac.id/icmr/vol10
https://scholarhub.ui.ac.id/icmr/vol10/iss2
https://scholarhub.ui.ac.id/icmr/vol10/iss2/3
https://scholarhub.ui.ac.id/icmr?utm_source=scholarhub.ui.ac.id%2Ficmr%2Fvol10%2Fiss2%2F3&utm_medium=PDF&utm_campaign=PDFCoverPages
http://network.bepress.com/hgg/discipline/622?utm_source=scholarhub.ui.ac.id%2Ficmr%2Fvol10%2Fiss2%2F3&utm_medium=PDF&utm_campaign=PDFCoverPages
https://scholarhub.ui.ac.id/icmr/vol10/iss2/3?utm_source=scholarhub.ui.ac.id%2Ficmr%2Fvol10%2Fiss2%2F3&utm_medium=PDF&utm_campaign=PDFCoverPages


90

Effects of Corporate Governance and Capital Structure on 
Firms’ Performance: Evidence from Major Sectors of Pakistan

Farhan Ahmed1*, Suman Talreja2, and Muhammad Kashif2

1Department of Economics & Management Sciences, NED University of Engineering & 
Technology, karachi - Pakistan

2Department of Management Sciences, SZABIST Karachi, Pakistan

(Received: March 2018/  Revised: June 2018 / Accepted: January 2019/ Available Online: March 2019)

This study aims to examine the effects of corporate governance and capital structure on firm’s 
performance. Panel pooled regression method were applied on annual data of two major sectors: 
automobile & fertilizers from 2006 to 2016. Findings show that board size have positive relationship 
& audit committee has negative relationship with profitability of automobile sector and vice versa 
for fertilizers sector. Capital structure is measured by current ratio, debt to equity, short term & long 
term debt whereas profitability is measured by ROA and ROE.  Positive relation of current ratio and 
profitability of both sectors is observed and the negative relationship of debt to equity of both the 
sectors has been observed whereas short and long-term debt has no significant relationship in fertil-
izers sector. The results should be of great importance to investors, creditors, financial analysts and 
academicians especially after global financial crisis and collapses of giant organizations worldwide.

Keywords: Corporate Governance; Capital Structure; Performance; Pakistan Stock Exchange; Non-
Financial Sector

JEL classification: G30, G31, L60

Introduction

Corporate governance and capital structure 
are considered important factors for increasing 
wealth of shareholders. Any firms’ sound cor-
porate governance is an indication that investor 
will be able to get their capital back with an op-
timal level of return on their investment and a 
good capital structure is one that minimizes the 
risk and chances of bankruptcy. Goyal (2013) 
stated that main objective of management of 
firm is to maximize shareholders and owners 
wealth, whereas shareholder wealth is defined 
in terms of current price of outstanding ordinary 

shares and a firm can achieve this objective by 
balanced financial decision making with respect 
to optimal capital structure which would help 
to minimize the cost of capital. However, capi-
tal structure includes debt including preferred 
stock and equity collectively. Rahman & Sadat 
(2013) explained corporate governance as the 
relationship among many stakeholders (includ-
ing internal and external stakeholders) and in 
context of business corporations internal stake-
holders can be executives, other employees an 
board of directors whereas external stakehold-
ers can be creditors, suppliers, customers, debt 
holder, trade creditors. Corporate governance 
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helps to attract investments and improves firms’ 
financial health and corporate governance prac-
tices protect the investor and strengthen good 
capital markets.

Every company/firm is managed and con-
trolled by specific rules, regulations, practices 
and procedures through which they assess the 
interest of firm’s stakeholders that system of di-
recting and controlling is known as corporate 
governance. Stakeholders include sharehold-
ers, government, financiers, customers, suppli-
ers, management etc. Many firms have imple-
mented two-tier corporate system hierarchy in 
order to create a corporation in which interest 
of stockholders is involved. This two-tier cor-
porate system hierarchy is also known as dual 
board system which consists of two boards, the 
management board and supervisory board and 
each of them individually has different roles. 
Board of governance/directors or supervisory 
board is the first board/tier which includes indi-
viduals elected by the shareholders and second 
tier/board includes management board/ upper 
management which include individuals select-
ed and hired by the board of directors. Whereas 
capital structure is concerned, it’s all about how 
any firms manages and handles its growth and 
operations through different firm’s financial 
resources. The capital structure represents the 
number of funds invested in the business or we 
can say the capital owned and long/debt capital 
is part of the capital structure of any firm. Long 
terms loans, preferred stocks, common stocks 
or retain earnings are few types of financing in-
volved in the capital structure. Rao, Al Yahyee 
& Syed (2007) elaborated that “capital structure 
consists of debt and equity used to finance the 
firm” and defined that “an optimal capital struc-
ture is usually defined as one that will minimize 
a firms cost of capital while maximizing firm 
value”. Hence decision-related to the capital 
structure has a great impact on firms’ success 
and market value. 

Modigliani & Miller (1958) argued that 
“capital structure theories operate under perfect 
market” and under assumptions of a perfect 
marker such as “homogenous expectations, in-
vestors, no taxes, no transaction cost and effi-
cient market capital structure is irrelevant in de-

termining firms value”. Therefore this theorem 
is best known for “theory of irrelevance”. A 
large number of studies in past have been done 
by different researchers to measure the finan-
cial performance of the firm, through identify-
ing the effects of capital structure and corporate 
governance. Pathirawasam (2011) found that 
return on asset insignificantly correlates with 
ownership concentration. Additionally, return 
on equity and return on assets were considered 
as proxy for profitability and for capital struc-
ture debt to equity, long-term debt, short-term 
debt and size were adopted and found that to-
tal debt negatively affects firm return on assets 
and return on equity, whereas size in terms of 
sale have negative impact on return on equity 
only Tailab (2014). Another research conducted 
by Onaolapo & Kajola (2010) in the same area 
resulted that debt ratio has significant inverse 
relation with financial performance.

Corporate governance helps any organiza-
tion to avoid massive losses, bankruptcy and 
helps to improve the accountability of a compa-
ny. It is the way any corporation set policies and 
laws for its employees for every level of organ-
ization. In Pakistan SECP (Security Exchange 
Commission Pakistan) direct and control the 
corporate governance system of the stock listed 
companies. It is the responsibility of board of 
directors to ensure good and effective govern-
ance of firm and when it comes to the respon-
sibility of shareholders they are responsible for 
appointing directors and auditors in order to 
ensure effective practice in this way they have 
the assurance that company is properly follow-
ing appropriate corporate governance structure. 
The Board of directors is responsible to provide 
adequate leadership and supervision to ensure 
that set goals are achieved timely and properly 
whereas capital structures management concept 
is designed to achieve a guaranteed return on 
investment. One of the main decision made by 
financial analysts is about the capital structure 
which influences the market value of the share. 
Capital structure includes measures like lever-
age, debt to equity ratios, quick ratios and debt 
to assets ratio and the capital structure reflects 
the decision regarding selecting the combina-
tion of equity and debt rightly that will help the 
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firm to remain competitive and maximize the 
profit.

Every organization have a certain set of 
rules, practices, code of conduct and when it 
comes to corporate governances there is a need 
of understanding ethical behaviour with respect 
to corporate governance and it requires two lev-
els first one is corporate agency and the second 
one is social welfare. “Corporate agency is con-
cepts which describe that managers, directors 
and employees of the organization should be-
have in their best possible interest of owner and 
shareholders.” 

”Social welfare deal with the concept that 
companies dealing with their stakeholders 
should deal them fairly”. Stakeholder includes 
employees, communities, customers, share-
holders and employees. Globally, in corporate 
governance, it is essential for the management 
that their ethics and accountability must reflect 
through their actions. Action speaks louder than 
words and the business itself cannot be ethical 
only the people who are working in it can show 
their ethics. It is really important to have de-
signed capital structure system and business 
ethics in order to excel and earn a profit. It is the 
responsibility of the supervisory to ensure the 
ethics to supersede profitability. The simplest 
way is to manage thy business by protecting 
your workers and giving rights and freedom to 
work in their best interest and the management 
of any business should also compensate their 
workers/employees in one way or the other as 
the management deems fit. Moreover, it is in 
the hands of the managers/management to look 
after the accountability, financial activities and 
those they should exercise their ability in a way 
that shall not affect the shareholders, employ-
ees and the public at large. In other words, the 
management should operate in the ethical and 
virtuous way for the betterment of the business.  

Capital structure and corporate governance 
play a vital role in financial decision making of 
any firm leading to firms’ performance and its 
value. Any firms’ sound corporate governance 
and capital structure system is an indication that 
investor will be able to get their capital back 
with an optimal level of return on their invest-
ment and that minimizes the risk and chances of 

bankruptcy. Therefore the aim of this research 
is to investigate the effect of corporate govern-
ance and capital structure on firms’ performance 
of two sectors listed in PSX index. Given below 
are the objectives of the study.
1) To identify the effects of corporate govern-

ance on the performance of firm among dif-
ferent sectors listed in PSX.

2) To identify the effects of capital structure on 
the performance of firm among different sec-
tors listed in PSX.

3) To determine board size effects & audit com-
mittee on ROA and ROE.

4) To measure short-term debt & Long-term 
debt effect on ROA and ROE.

5) To examine the effect of liquidity on firms’ 
performance.
This study reflects effects any firm can have 

with respect to corporate governance and capi-
tal structure on overall performance among the 
major important sectors selected from PSX 
depending upon their economic growth rate. 
Numbers of sectors selected are two and these 
sectors have been selected with the help of lat-
est statistics of the economic growth rate of 
FY2017. Through this research, firms will have 
a broader picture about how rules, practices, 
designed procedures and funds invested in any 
business that is corporate governance and capi-
tal structure affects financial performance and 
how a firm can mitigate the unfavourable risk 
that can lead to bankruptcy. This research has 
considered the firms of Pakistan only and re-
sults, findings, conclusions and recommenda-
tions are beneficial for the financial managers/
higher management, shareholders, investors, 
customers, policy makers, security analyst, 
creditors enabling them to make decisions eas-
ily.

In the remaining parts of the paper, literature 
review, theoretical framework, methodology, 
results, findings and conclusion have been dis-
cussed. In the second section, review of previ-
ous studies, conceptual framework, corporate 
governance mechanism and capital structure 
mechanisms are summarized.  Research meth-
odology explaining the definition of key terms, 
research design, data collection, sampling tech-
niques, research design, procedures, hypothesis 
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and model specification have been discussed in 
the third section. The key findings, results, and 
analysis and conclusion have been discussed in 
section and five respectively.

Literature Review

This Section highlights a variety of research 
has already been done with the intent of high-
lighting the relationship of capital structure, 
corporate governance and firms’ performance. 
Different authors have given different argu-
ments and criticize to analyze and measure the 
financial performance of firms with the context 
of capital structure and corporate governance. 
Gleason et al (2000) in his study revealed that 
there is a significant and negative relationship 
between firm’s capital structure and perfor-
mance of the firm measured by ROA and Profit 
Margin of European countries. In contrast to 
this Hadlock & James (2002) in his study found 
that there is a positive relationship between 
firms’ performance and capital structure they 
also noted that firm having a high level of prof-
itability uses a higher level of debt. 

Abor (2007) in his research found that board 
size has a negative relationship with leverage 
ratios. His research study was about examin-
ing the relationship between corporate gov-
ernance and capital structure of small and me-
dium enterprises (SME) of Ghanaian. He used 
multivariate regression analysis. Ebaid (2009) 
stated a weal relationship of the performance 
of firm with capital structure. This study was 
done on emerging market of Egypt, where the 
capital structure was measured in terms of short 
term, long-term and total debt to total assets 
and firm’s performance by return on equity. He 
showed that capital structure related insignifi-
cantly with firm’s performance. However, he 
also found an insignificant relationship between 
capital structure and gross profit margin.

Firer el al (2008) suggested that “capital 
structure decision can have important impli-
cations for the value of the firms and its cost 
of capital”. Poor capital structure decisions 
can result in higher cost of capital resulting in 
lowering down the net present value of invest-
ment projects of the firm. Becker, Cronqvist & 

Fahlenbrach (2011) conducted a research on 
US public companies in order to analyze the 
impact of larger shareholders on profitability. 
The aim of their research was to estimate the 
effects of large shareholders on profitability us-
ing geographical instruments and came up with 
the conclusion that there is significant positive 
association between profitability and a large 
number of shareholders where they measured 
profitability by Return On Assets and also indi-
cated that “large number of shareholders skills 
and opinion play major function in influencing 
profitability of companies”. 

Khan (2012) aimed to examine the relation-
ship of capital structure decision with a perfor-
mance from 36 engineering firms of Pakistani 
market listed on Karachi stock exchange for 
the period of 2003- 2009. According to his re-
search, negative and significant relationship 
was observed between financial leverage and 
firm performance where financial leverage as 
measured by short-term debt to total assets and 
total debt to total assets and firms performance 
measured by return on assets, gross profit mar-
gin.

Various studies have investigated the link 
between corporate governance and firms’ per-
formance Yermack (1996); Claessens et al 
(2000); Klapper and love (2002); Gompers et al 
(2003), with mixed results. Cremers and Ferrell 
(2009) examined “the effects of corporate gov-
ernance on the firm‘s operational performance” 
and their study showed “negative association 
between corporate governance and firm perfor-
mance”.

Dar, Naseem, Niazi & Rehman (2011) con-
ducted a study in which the measures for corpo-
rate governance were board size, annual general 
meetings, audit committee and CEO status and 
measures for financial performance were profit 
margin and return on equity of two firms. Data 
collected were of companies coming under oil 
and gas sector listed on Karachi stock exchange 
from 2004 to 2010. The methodology used 
was panel data and for observing the impact of 
variables multiple regression models were used 
whereas ordinary least square was used for es-
timation purpose. The result showed that posi-
tive and significant correlation exists between 
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board size along with annual general meeting 
and return on assets whereas CEO status & au-
dit committee has an inverse correlation with 
CEO status. Suggestion drawn from this study 
was that board size must be limited along with 
a right combination of executives should be in-
volved on board. 

Moreover, Gill & Mathur (2011) analyzed 
the results stating that there is a positive effect 
of the dual role of CEO on the value of the firm 
and also discussed that potential growth, firms’ 
size, firms performance of company reflects 
positively on the value of Canadian manufac-
turing companies. The main purpose of their 
study was to identify “the impact of board size 
and CEO duality on the value of Canadian man-
ufacturing firms”. They draw a sample size of 
ninety-one manufacturing firms listed on To-
ronto Stock Exchange of Canada for three years 
from 2008 to 2010 respectively. In order to ana-
lyze the results they used non-experimental and 
Correlation research methodology. Modigliani 
& Miller (1950) Capital structure theory was 
given by these two professors in the 1950s de-
veloped irrelevance theory of capital structure 
and stated that whatever the capital structure a 
company uses for its operations it does not mat-
ter in a perfect market.

Furthermore, they explained that earning 
power and risk of its underlying assets helps to 
determine the market value of the firm. Ebaid 
(2009) researched on companies of Egypt (list-
ed in Egyptian stock exchange) from the pe-
riod of 1997 to 2005 with a aim of examining 
the relationship of capital structure and firms 
performance with the help of return on assets, 
return on equity and gross profit margin as a 
measure of performance and draw a conclusion 
that there is significant negative influence of 
total debt and short-term debt on financial per-
formance (Return On Assets). He used the least 
square regression model in order to check the 
performance of firms. Moreover, he also found 
that long-term debt, short-term debt and total 
debt has no significant relation with gross profit 
margin and return on equity.

San and Heng (2011) conducted a research 
on the relationship between corporate perfor-
mance and capital structure of Malaysian con-

struction companies before and during crises. 
In this study, a forty-nine construction company 
from Malaysia were taken listed on the main 
board of Bursa Malaysia and data was collected 
from 2005 to 2008. Independent variable capital 
structure was measured in terms of Long-term 
debt to capital, debt to equity market value, 
long-term debt to common equity, debt to capi-
tal, debt to assets and dependent variable corpo-
rate performance by return on capital, return on 
equity, return on assets, earning per share, oper-
ating margin and net margin and to analyze the 
result regression model was employed. Prath-
eepkanth (2011) carried out a research to exam-
ine “the impact of capital structure on the finan-
cial performance of organizations of Sri Lanka 
who found a negative relationship between fi-
nancial performance and capital structure. 

Gill and Biger (2013) researched on “the 
impact of corporate governance and working 
capital management efficiency with the context 
of American manufacturing firms from 2009 to 
2011. Three-year data was collected from 180 
companies. To analyze the data correlation and 
regression were used. To measure corporate 
governance that CEO tenure, audit committee 
and board size were considered and for working 
capital management cash conversion cycle, Ac-
count receivable, account payable, cash hold-
ing and cash conversion efficiency were consid-
ered, whereas results indicated that corporate 
governance plays important role in working 
capital management.

Butt & Hasan (2009) researched on the im-
pact of ownership structure and corporate Gov-
ernance on the capital structure of Pakistani 
listed Companies and their findings suggested 
that board size and managerial shareholding 
have significantly negative correlated with debt 
to equity ratio and variables of corporate gov-
ernance and shareholding play important role 
in identifying the financial mix of the firm. Re-
hman & Sadat (2013) in their research identi-
fied a relatively positive relationship between 
corporate governance and performance. They 
measured corporate governance with three ma-
jor variables i.e. Family-controlled firms, CEO 
duality and board size and firm performance 
was majored by return on equity, earning per 
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share and return on assets. They selected ce-
ment sector as a sample for their study. 

Moreover, Muhammad, Shah & Islam 
(2014) carried out the research on “impact of 
capital structure on firm performance from the 
perspective of Pakistan”. They selected com-
panies from Karachi stock exchange from the 
period of 2009-2013 and came up with the 
results that capital structure has a negative re-
lationship between capital structure and firms 
performance. They used person correlation and 
multiple regression analysis. Awan & Abbas 
(2016) concluded that “size and firms leverage 
has relatively lesser effect on major attributes of 
corporate Governance and explained that ma-
jor characteristics of corporate governance are 
determined by firms’ profitability and its size” 
the objective of their study was to determine the 
effects of selected variables such as firm profit-
ability, firm value, size and leverage on the per-
formance of 69 non-financial sampling compa-
nies listed at Pakistan stock exchange. 

Many of past researchers have been done 

on capital structure and firms performance and 
corporate governance and firms performance 
individually but few of the studies have been 
done on corporate Governance, capital structure 
and firms performance collectively. Moreover, 
in context of Pakistan up till now few types of 
research have been done on different sectors of 
Pakistan to best of our knowledge.

Many variables have been used in empirical 
literature in capital structure and corporate gov-
ernance which will affect firms’ performance. 
Abor (2005 & 2007) and Ebaid (2009) used 
short-term debt, long-term debt and total debt 
as a measure of capital structure. However, for 
firm performance measures like gross margin, 
net profit margin, return on assets and return on 
equity has been used by many of the previous 
literature. Yasser, Entebang & Mansor (2011) 
used CEO Duality, Board structure, Audit com-
mittee and board size as a measure of corporate 
governance. Results of the study revealed the 
positive and significant relationship between 
Return on Equity and Board Size, the Weak 
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Table 1. Board size
Author Finding

Brown & Caylor (2004) Ideal members 6 to 15 to enhance performance
Yermack (1996) (inverse relationship) Small board size higher stock market value
Mishra et al (2001) Decision is quickly made with small Board size
Eisenberg et al. (1998) & Mak and Yuanto (2002) The negative relationship between board size and firm Performance
Habib. (2016) Inverse correlation between board size and performance (in terms of ROA)

Table 3. Capital Structure
Authors Findings

Gill, Amarjit;  Bigger, Nahum; Mathur, Neil, 2010 Short-term debt and long-term debt has a positive correlation with profitability.
Abor (2005) The positive & negative relationship between capital structure and firms performance
Pratheepkanth (2011) The negative relationship between capital structure and firms performance.
Tailab (2014) Short-term debt has a significant & direct effect on Return On Equity.

Long-term debt (in term of total assets) has insignificant either negative or positive 
relationship with profitability.

Muhammad H, Shah B, Zia Ul Islam (2014) Strong negative Relationship Between Debt To Asset And Gross Profit Margin, Net 
Profit Margin, Return on Asset And Return on Equity.
Positive Relationship Between Debt To Equity And Gross Profit Margin And Net Profit 
Margin.
Negative Relationship Between Debt To Equity And Return on Assets & Return on 
Equity.

Table 2. Audit Committee
Authors Findings

Klein (2002) Negative correlation between earning management and audit committee independence.
Anderson et al. (2004) Entirely independence audit committees have lower debt financing costs.
Danoshana & Ravivathani (2013) Audit committee effects positively on firms’ performance.
Narwal & Jindal, (2015) The audit committee has an inverse relationship with profitability.
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significant relationship between CEO duality 
and Return on equity, significantly positive re-
lationship between return on equity, board com-
position and audit committee and no significant 
relationship between CEO Duality and profit 
margin.

Table 1, 2 and 3 represent the summary of 
the variables (capital structure and corporate 
governance) and their observed relationship by 
different researchers.

Research Methods

The data collected for this research study 
was from Pakistan Stock Exchange and Thom-
son Reuter. This research is quantitative in na-
ture and Panel least square method is adopted 
in order to study the behaviours of the firm and 
analyze the data. Panel data helps the research-
er to make statistical inference with more ac-
curacy and validity. The sample of companies 
consisted of two selected sectors have been 
taken and the data for this sample is of eleven 
years (from 2006 to 2016). As the research is 
quantitative its philosophy is quantitative and 
approach is deductive. 

Firstly data was collected from Thomson 
Reuter of all Pakistan stock exchange listed 
companies after that company for two selected 
sector were selected in excel and data for meas-
ures of capital structure was compiled in excel 
sheet. Afterwards, corporate Governance meas-
ure’s data was extracted from annual reports 
of companies for each year. After data clean-
ing and sorting final companies selected under 
fertilizers sector were 3 and automobile sector 
were 7. Automobiles and fertilizers sector are 
selected with the understanding that contribu-
tion of these sector has a great impact on the 
economy of Pakistan. Furthermore, data col-
lected for this research study is of eleven years 
respectively from 2006 to 2016. 

Variables

Independent Variables: 

Corporate Governance is selected as inde-
pendent Variable and evaluated by:

Board Size, and Audit committee.
Capital structure is another selected inde-
pendent variable and is evaluated by:
Liquidity in terms of (current Ratio and Debt 
to equity), Short-term debt and long-term debt.

Dependent Variable:
Performance of firm is selected as dependent 
variables and is evaluated by:
Return on equity and return on assets.

Hypothesis
H1: Board size has an inverse relationship with 

firm performance.
H2: Liquidity has significant relation with 

firms’ performance
H3: Short-term debt & Long Term Debt effects 

significantly on firms’ performance.
H4: Audit committee have a positive relation-

ship with the performance of the firm
 

Model Specification

Panel regression is used for checking the 
impact of independent variables on dependent 
with panel data. Below given are the model ex-
pressed in form of the equation for regression 
analysis. 

ROAit=β0+  
βiXit+ε (1)

ROEit=β0+  
βiXit+ε (2)

Whereas ROAit:  performance of firm i at time t; 
i=1, 2 ….n firms, ROE it:  performance of firm 
i at time t; i=1, 2 ….n firms, βo: the intercept 
of equation, β1: Coefficient of Xit variables, Xit: 
The different independent variables of firm i at 
time t, t: Time of firm, t=1, 2,…, 11 years and ε: 
The error term.

ROAit = β0+β1(BSit)+β2(ADCit)+β3(STRDit)
  +β4(LTRDit)+β5(CRit)+ β5(DEit)+e (3)

ROEit = β0+β1(BSit)+β2(ADCit)+β3(STRDit)
  +β4(LTRDit)+β5(CRit)+ β5(DEit)+e (4)
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Results and Discussions

In this chapter results and findings of select-
ed sectors have been done, that is automobile 
and fertilizers sector. Fertilizers sectors have 33 
number of observations and automobile sector 
have 77 number of observations. The result of 
this study includes descriptive statistics includ-
ing mean and standard deviation and ordinary 
least square method have been applied in order 
to see the results. In below-given table 1 de-
scriptive statistics of variables of the study is 
given.

In descriptive statistics, results indicated 
mean value of 4.25 and 8.311 of the Audit com-
mittee and Board size that are measures of cor-
porate governance. Long-term debt, Short-term 
debt, Debt to equity, Current Ratio were used as 
a measure for a capital structure with an aver-
age mean of 4444746. 4628358, 16.59894 and 
2.307897 respectively. Return on assets and Re-
turn on equity were used as a measure of profit-
ability. Return on assets reflected mean value of 
12.822 and standard deviation of 7.550 having 
a minimum range of -4.510000 to a maximum 

range of 34.88000, whereas return on equity re-
sulting mean value of 22.666 and standard de-
viation of 15.142.

Table 5 represents results of panel least 
square method, which represented the signifi-
cant relationship among few variables. The P 
value shows statistical significance of board 
size and Return on assets, which is less than 
0.05, showing t value of 2.393 and positive co-
efficient of 2.56. Which suggest that there is a 
positive relationship between board size and Re-
turn on assets.  Short-term debt and long-term 
debt also showed P value less than 0.05 which 
reveals that these two variables are also signifi-
cant in this model. It is found that Short-term 
debt has a negative relationship with Return on 
assets as its coefficient reflected the negative 
value of -6.62 whereas Long-term debt has a 
positive relationship with Return on assets as 
its coefficient is representing the positive value 
of 6.81. Moreover, Debt to equity’s and current 
ratio’s P-value represented non-significance 
under this sector.

Table 6 demonstrates the results of board 
size, audit committee, short-term debt, and 
long-term debt, debt to equity, current ratio 
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Table 4. Descriptive statistics of the variable of the study
Variables N Minimum Maximum Mean SD

ADC 77 3.000000 7.000000 4.259740 0.894465
BS 77 7.000000 10.00000 8.311688 0.877493

LTRD 77 138327.0 29907385 4444746. 5274793.
ROA 77 -4.510000 34.88000 12.82234 7.550850
ROE 77 -19.70000 61.01000 22.66688 15.14253

STRD 77 165434.0 29907385 4628358. 5183215.
DE 77 0.094856 127.1700 16.59894 27.14416
CR 77 0.953075 10.54410 2.307897 1.550391

Note: SD: standard deviation N: number of observations (Automobile sector)

Table 5. Regression results between corporate governance, capital structure and profitability
DV

ROA
R2     0.251894

Variable  B SE t-stat Prob.
C -8.418766 8.767957 -0.960174 0.3403

BS 2.564435 1.071392 2.393555 0.0194
ADC -0.422860 1.233652 -0.342771 0.7328
STRD -6.62E-06 2.82E-06 -2.349884 0.0216
LTRD 6.81E-06 2.75E-06 2.478191 0.0156

DE -0.003625 0.036502 -0.099298 0.9212
CR 0.929866 0.588786 1.579293 0.1188

Note: This table shows results of corporate Governance, the capital structure on firms’ performance using panel least square method.

ROAit = -8.418 + 2.5644(BSit) - 0.422(ADCit) - 6.62(STRDit) + 6.81(LTRDit) + 0.92(CRit) + 0.003(DEit) + e (5)
                               t=2.393         t=-0.3427         t=-2.349            t=2.478         t=-0.0992       t=1.579 
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and return on equity. The p-value of board size 
shows positively significant result representing 
p-value of 0.017 and positive coefficient value 
of 2.573, stating that there is a positive relation-
ship of board size with Return on equity that is 
an increase in board size will lead to increase 
in return on equity of the firm under this sector. 
Audit committee ADC is another measure con-
sider in this research for corporate governance, 
its p-value is relatively higher than 0.05 indicat-
ing no signs of the model. Short-term debt and 
Long-term debt P value shows model is signifi-
cant. Moreover, Debt to equity and Current ra-

tio also stated no significant relationship. The R 
square of this model showed 19 percent of the 
variation independent model Return on equity.

Above table represents descriptive statistics 
of fertilizers sectors of all variables of the study. 
The descriptive statistics results indicated mean 
value of 8.57 and 3.969 for Board size and Au-
dit committee with a standard deviation of 0.96 
and 0.84. Long-term debt, Short-term debt, 
Debt to equity, Current ratio measures of capi-
tal structure with an average mean of 8238536 
10919700, 94.513 and 1.68 respectively. Re-
turn on asset and return on equity measures of 
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Table 6. Regression results between corporate governance, capital structure and profitability
DV

ROE
R2     0.190699

Variable  B SE t-stat Prob.
C -8.477317 8.686894 -0.975874 0.3324

BS 2.573792 1.059773 2.428627 0.0177
ADC -0.436846 1.217010 -0.358950 0.7207
STRD -6.77E-06 2.38E-06 -2.837945 0.0059
LTRD 6.96E-06 2.31E-06 3.006604 0.0037

DE 0.032404 0.076137 0.425605 0.6717
CR 0.935838 0.581609 1.609051 0.1120

Note: This table shows results of Corporate Governance, the capital structure on firms’ performance using panel least square method.
ROAit = -8.418 + 2.5644(BSit) - 0.422(ADCit) - 6.62(STRDit) + 6.81(LTRDit) + 0.92(CRit) + 0.003(DEit) + e (6)
                 t= 2.393        t= -0.3427        t=-2.349            t= 2.478        t= -0.0992       t=1.579

Table 7. Descriptive statistics of the variable of the study
Variables N Minimum Maximum Mean SD

LTRD 33 -747139.0 30688478 8238536. 11343547
ADC 33  3.000000 5.000000 3.969697 0.847233
BS 33 7.000000 11.00000 8.575758 0.969223
CR 33 0.475538 4.612066 1.682083 1.004879
DE 33 0.000000 212.9000 94.51394 68.97770

ROA 33 -29.38000 47.81000 13.53939 14.25179
ROE 33 -55.40000 71.97000 21.86212 25.53302

STRD 33 273464.0 65839270 10919700 17419515

Note: SD: standard deviation N: number of observations (Fertilizer sector)

Table 8. Regression results between corporate governance, capital structure and profitability
DV

ROA
R2 0.186291

Variable  B SE t-stat Prob.
C 54.14182 35.15118 1.540256 0.1356

BS -3.698637 3.223161 -1.147519 0.2616
ADC -0.974630 3.916995 -0.248821 0.8055
STRD 3.77E-08 1.77E-07 0.213031 0.8330
LTRD -2.95E-07 3.57E-07 -0.828352 0.4150

DE -0.036156 0.053004 -0.682134 0.5012
CR 0.252419 3.015538 0.083706 0.9339

Note. This table shows results of corporate Governance, the capital structure on firms’ performance using panel least square method
ROAit = 54.141 - 3.698(BSit) - 0.974(ADCit) + 3.77(STRDit) - 2.95(LTRDit)-0.036(DEit) + 0.252(CRit) + e (7)
                 t= -1.145        t= -0.248        t=-0.213            t= -0.282        t= -0.682       t=0.083
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profitability showed the average mean value of 
13.53 and 21.86212 and standard deviation of 
14.25 and 25.52.

Table 8 includes the results of panel least 
square method under fertilizers sector. None of 
the variables under this sector has a p-value of 
less than 0.05 which means that none of the var-
iables is significant. However, Board size and 
audit committee two measures for corporate 
governance showed the negative coefficient 
of -3.69 and -0.97, stating that there is a nega-
tive relationship between profitability in terms 
of Return on asset and Corporate Governance, 
which means that increase in independent vari-
able will tend to decrease independent variable. 
The coefficient of debt to equity also showed a 
negative relationship with Return on assets re-
flecting the figure of -0.252. 18% of variation 
is caused independent variable by R square of 
the model.

Table 9 demonstrates the results of board 
size, audit committee, short-term debt, and 
long-term debt, debt to equity, current ratio 
and return on equity. The p-value of board size 
shows that model is not significant represent-
ing p-value of 0.2090 and negative coefficient 
value of -7.59, stating that there is a negative 
relationship of board size with Return on eq-
uity that is an increase in board size may lead 
to decrease in return on equity of the firm un-
der this sector. Audit committee ADC is another 
measure consider in this research for corporate 
governance, its p-value is relatively higher than 
0.05 indicating no signs of the model. Short-
term debt has positive coefficient 1.7 which 
states the positive relationship between short-

term debt and Return on equity of the firm and 
Long-term debt resulted in negative coefficient 
stating negative relationship with return on eq-
uity. Whereas Current ratio showed the positive 
coefficient of 0.023 and Debt to equity showed 
the negative coefficient of -0.042, therefore, it 
can be said that positive relationship of current 
ratio and the negative relationship of debt to eq-
uity has been found. The R square of this model 
showed 15 percent of the variation independ-
ent model Return on equity. Further result and 
findings discussion is given below in the next 
chapter. Results and findings are further sup-
ported by other studies and then recommenda-
tion and future area for research are also given 
in the next section.

Board Size showed significant positive rela-
tion with Return on Assets and Return on Equity 
of automobile sector but insignificant and nega-
tive relation with Return on assets and Return 
on Equity of fertilizers sector and this result is 
inconsistency of the results of researches con-
ducted by Eisenberg et al. (1998) & Mak and 
Yuanto (2002) who also revealed negative re-
lationship of board size with profitability. Debt 
to equity was found as insignificant for both 
the sectors showing negative relationship with 
Return on assets of both the sectors which are 
supported by the results of study conducted by 
Muhammad H, et al., (2014) & Return on assets 
V, et al (2007) who stated negative association 
between profitability (Return on Assets & Re-
turn on Equity) and debt to equity but positive 
relation with Return on Equity of automobile 
sector was revealed. Moreover, audit commit-
tee also showed an insignificant negative rela-
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Table 9. Regression results between corporate governance, capital structure and profitability
DV

ROE
R2 0.150613

Variable  B SE t-stat Prob.
C 91.19884 64.31625 1.417975 0.1681

STRD 1.71E-07 3.23E-07 0.530132 0.6005
LTRD -5.79E-07 6.52E-07 -0.888107 0.3826

CR 0.023257 5.517543 0.004215 0.9967
DE -0.042192 0.096981 -0.435053 0.6671
BS -7.597343 5.897431 -1.288246 0.209

ADC 0.671592 7.166942 0.093707 0.9261

ROEit = 91.198 - 7.59(BSit) + 0.67(ADCit) + 1.71(STRDit) - 5.79(LTRDit) - 0.042(DEit) + 0.023(CRit) + e (8)
            t= -7.59       t= 0.671          t=0.530         t= -0.888      t= -0.435     t=0.0042    
Note. This table shows results of Corporate Governance, the capital structure on firms’ performance using panel least square method.
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tionship with Return on assets and Return on 
equity. Narwal & Jindal, (2015) also found that 
there is an inverse relationship between the au-
dit committee and profitability. Audit commit-
tee showed a positive relation with Return on 
equity of fertilizer sector which is supported by 
the study done by Danoshana & Ravivathani 
(2013). Audit committee showed a positive re-
lation with Return on equity of fertilizer sector 
which is supported by the study done by Da-
noshana & Ravivathani (2013). Abor (2005) 
defined both positive and negative relationship 
between capital structure measures and profit-
ability.

Conclusion

This study is done to evaluate the relation-
ship between profitability and corporate gov-
ernance & capital structure, where a number 
of measures is taken into the context for each 
variable. The audit committee and board size 
are taken as a measure of corporate governance 
measures, short-term debt, long-term debt, cur-
rent ratio and debt to equity are taken as a meas-
ure for capital structure and return on assets and 
return on equity as measures for profitability. 
The results of this study focus on two sectors 
of Pakistan including 110 numbers of observa-
tions. The results of this study investigated that 
Short Term Debt and Long-Term Debt has not a 
significant negative relationship with Return on 
Assets and Return on Equity of fertilizers sector 
but the significant positive relationship with Re-
turn on assets and Return on equity was found 
under automobile sector. Board Size showed a 
significant positive relation with Return on As-
sets and Return on Equity of automobile sector 
but the insignificant and negative relation with 
Return on assets and Return on Equity of ferti-
lizers sector.  Debt to equity was found as in-
significant for both the sectors showing a nega-
tive relationship with Return on assets of both 
the sectors. Moreover, audit committee also 
showed an insignificant negative relationship 
with Return on assets and Return on equity. Au-
dit committee showed a positive relation with 
Return on equity of fertilizer sector. The current 

ratio of both sectors showed a positive relation 
with profitability which explains that increase 
in the current ratio may lead to increase in prof-
itability of the firm but other measures of capi-
tal structure mostly represented the negative 
relationship with positively. 

Future research can be done by adding more 
variables of corporate governance or capital 
structure. Other countries data can be analyzed 
to check the impact of corporate governance 
and capital structure on firm’s performance. 
Comparison between Pakistan and other coun-
tries data can be done for identifying the im-
pact of corporate governance, capital structure 
and firms performance. This study covers vari-
ous limitations such as due to limited time data 
of only a few variables s collected. Moreover, 
only two sectors have been analyzed, adding 
more sectors data may impact the results and 
findings. The economic condition of the coun-
try may not be the same in future.

This study will help the financial manager 
to set policies accordingly especially firms fall-
ing under selected sectors will be beneficial as 
compiled results will help them to see the over-
all performance of the sector. It can help the 
financial manager in decision making, which 
will lead to attract investors to invest in particu-
lar firm directly or indirectly. As the result of 
this study suggested that board size have sta-
tistical significant positive impact on perfor-
mance of the firm under automobile sector and 
this is also supported by the past literature and 
audit company under the same sector reflected 
non-significant negative relationship between 
profitability and audit committee, these results 
can help any firms management to enhance the 
performance and investors could have better 
understanding of the impact of corporate gov-
ernance and capital structure before making 
any decision. Since corporate governance helps 
to improve the culture and environment of any 
company its negligence can be risky and it can-
not be over emphasized. Hence corporate gov-
ernance and capital structure can tends to help 
company against mismanagement, corruption 
and bankruptcy and also can help to attract for-
eign as well as domestic investments.
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