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Abstract 
 
The subject of corporate governance and its role to define and guard the rights and duties of all the 
participants of corporate culture is so important in the financial and economic system of the 
business world that all the financial growth models prepared in the history of the economics are 
based on the assumption of efficient, just and effective corporate governance structures of the 
business units and the society, it has been and will be a subject under scrutiny for further 
discussion because of its importance in various dimensions of human economic actions. 
  
This paper tends to explore the impact of board composition and ownership concentration on the 
financial performance of the company particularly in Pakistani capital market, this impact has been 
analysed by various researchers in different parts of the world for the research purposes. They 
found positive, negative and mixed results. Very limited research work has been done for Pakistani 
capital market so it is the need of time to do more in-depth study for this capital, particularly after 
the world-wide financial crises of 2008. 
 
For our research study, we reviewed not only the previous researches and literatures from world-
wide capital markets but also examined the local researches on the impact of the ownership and 
board composition on the firm performance in the listed companies of Pakistani stock market. The 
sample for this research paper is consisting of two hundred (200) listed companies in Pakistan. A 
positivist, deductive and quantitative approach has been adopted to analyse the impact of 
ownership and board composition on the financial performance of the companies.  
 
We have used Tobin’s Q and ROA as measures of financial performance of the sample companies, 
and analysed the variation of these variables with respect to the ownership and board composition 
variables of the sample companies. On the basis of our correlation results; it is reported that for the 
board composition factors, we find significant correlation between board size and the firm’s 
financial performance, where as we could not find any significant correlation of the female 
percentage in the board and independent directors percentage in audit committee with the financial 
performance of the company. For ownership composition we found the significant relation 
between the associated companies’ ownership percentage and the financial performance of the 
company. Where as we could not find any significant relation of ownership held by financial 
institutions, and ownership concentration on the financial performance of the company in Pakistan  
 
Finally after considering all the results driven from the sample under analysis, this paper concludes 
with the understanding that there is significant relation between the board size and associated 
companies ownership on the financial performance of the company.  
 
However this topic requires further exploration because there is so much diversity of perspectives 
in this circumstance. 
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Chapter: 1: Introduction 
 
The introduction part of this paper presents the layout description and the background of this 
study. The purpose and the research questions as well as the limitations of this research paper will 
follow in this chapter. A final diagram will explain the complete outline and flow of this research 
paper. Important parts of this chapter are the background, discussion related to the problem under 
discussion, and purpose of the research paper, research questions, limitations, and academic 
contribution, main points of research model of the paper. 
 
This chapter relates to the comprehensive introduction for the ownership and board composition, 
the corporate culture, relevant duties of directors and their importance in the operational efficiency 
and finally the financial results of the company. We have explained the comprehensive view of 
corporate governance subject, protection of minority shareholder’s right and impact of various 
stakeholders on financial performance of the company. It will be a starting point for the reader to 
understand the impact of shareholding pattern and board size on the financial performance of the 
company; we have highlighted the weakness of agency theory by giving critical facts about the 
flaws and loopholes in the base of this theory. 
  
If we look back at the biggest financial scandals in the business history of the Europe, USA and 
Pakistan, for example, Parmalat (in Italy), Enron, World Com (in USA), Northern Rock (in UK) 
and Crescent Investment Bank (in Pakistan) and many other financial scandals then we would 
realize that all these cases have a common problem i.e. role of board of directors and ownership 
composition of these companies which finally affected the financial results of these companies. All 
these business world surprises have encouraged us to analyse the reasons for such failure of 
corporations which were considered as the icon of success in the market. Pakistan is very 
important and growing capital market in Asia with limited laws about ownership and board 
composition, so there is a great research potential about the impact of the ownership and board 
composition on the financial performance of the corporations in this capital markets.  
 
We want to analyse the issues related to impact of various types of shareholders (Associated 
companies, financial institutions and inside ownership) in the share capital and board composition 
on financial performance of listed companies in Pakistan.  Because the Research evidences shows 
that higher management (which have the controlling number of shares in the corporations) may 
have potential for the exploitation of corporate resources for their own benefits, and ignoring their 
primary responsibility of maximization of ordinary shareholder’s wealth Varma, J. R. (1997, P. 3).  
 
The impact of board and ownership on financial performance and its consequences were discussed 
by Bollard, A (2003) as “recent events, such as the Enron scandal and other corporate governance 
failures, have put corporate governance on the front pages of our main newspapers. It has 
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highlighted the important role that corporate governance plays in a modern economy and the 
consequences of getting it wrong. And it has strengthened the incentives for directors and policy-
makers alike to reassess the structures needed to produce high quality corporate governance.” 
 

1.1 Background  
 
The important aspect of effective corporate governance is its role in controlling the issues of the 
ownership and board composition and their impact on financial results of the corporations. There 
are several capitalism systems (Family, Bank, State and Shareholder Capitalism) prevailing in 
various parts of the world, and the basic purpose of all these systems is to create a just and 
balanced system of financial rewards distribution among the stakeholders of all the firms doing 
any business or listed on stock exchange in any of the previously stated capitalism system. Recent 
financial scandals in the big corporations listed on big stock exchanges (e.g. Enron, WorldCom, 
AIG, and Daewoo) have increased its importance, so the analysis of the impact of ownership and 
board composition on financial performance of the company is very important research area which 
needs much attention. 
 
All the previously stated financial scandals increased not only the demand for the research related 
to impact of ownership and board composition on the financial performance of the company, but 
also increase the urge for the research about the remedial actions to stop any further such financial 
scandals in the future. The discovery of such cases totally disturbed the trust of common investor 
world wide on the current system of corporate governance, it also created many quarries in the 
mind of common investors for the foreign and domestic investment plans companies and 
expansion practices of multinational corporations. The role of auditor, government agencies and 
banks came under question; the composition of board of directors and the ownership concentration 
with in few individuals (through institutional holding or personal holding) are now under 
discussion for researchers.  
 
This issue is becoming more critical in the countries which are in the developing stage of 
industrialization and corporate culture, the example of Pakistan is one of them, where the 
industrialization and corporate culture is grooming, and the need for more flawless and better 
corporate governance rules are required to boast the development process in the economy. After 
the discovery of such big scandals in the corporate markets which are considered as more mature 
and stable with respect to corporate rules and regulations, it is an alarming stage for the less mature 
corporate markets such as Pakistan to create the corporate governance structure which is stronger 
for the implementation of rules transparency and justice with in the corporate setups. The biggest 
financial scandals in the history of US, Europe and Pakistani business world have communicated a 
very clear message to the researchers and general investors that a very important issue of agency 
theory needs special attention, the issue is that the company’s top management at times 
undermines the common shareholder’s interest in order to boast profitability, optimizing and 
inflating extraordinary operational efficiency. This new astonishing fact opened the door for the 
research on the issue of impact of the ownership and board composition on the financial 
performance of the company. Developing countries (e.g. Pakistan) already have lenient rules and 
laws for the ownership and board composition, as a result future chances of any big blunder in 
capital market of Pakistan are quite high, so the importance of research analysis to know the 
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impact of ownership and board composition on the financial performance of the company becomes 
more important.  In the light of previous facts about Pakistani capital market, we want to analyse 
the relation between board and ownership composition on the financial performance of the listed 
companies in Pakistan. We will also compare the extracted results of this research with the 
previous results of various researches world wide and try to find the reasons for similarities or 
dissimilarities in results. 
 
The role of ownership and board composition on the decision making process and finally on the 
financial results of corporations became more important issue after the discovery of Oil-for-food 
scandal for Iraqi oil, the independent inquiry committee issued the list of 248 companies’ world 
wide involved in this scandal (United Nations Independent Inquiry Committee report, 2004). The 
list includes many renowned American, French, Russian and English companies. For a researcher, 
it is very interesting that the companies who once were considered as the role model and success 
symbols for the other organizations end-up making media headlines for corporate frauds.  
 
If we see various corporate governance models prevailing world wide, they all define and employ 
such controls which can secure the common share holders from any unfavourable action of any 
authority in the management. In this regard many solutions have been suggested to solve this 
“conflict of interest”, one of the solutions  was suggested by Himmelberg, Charles P. et al (1999, 
P. 5), they suggested that there should be alignment between the interest of managers and the 
owners.  
 
But again we should note that up till now, a very little stress is being put on the issue of 
exploitation of the rights of minority shareholders by majority shareholder. Although there are 
some legal way outs for these mischief of the majority shareholders i.e. company law provisions, 
security and exchange commissions, and registrar of companies in many countries of the world. 
But still there is much work needed in this field and still we can see the cases like Parmalat, Enron 
on the news alerts of new channels.  
 
The story of dominant shareholding, voting power advantage, exploitation of minority 
shareholder’s right does not end in US and south of Europe but it also goes to Scandinavia, 
According to Bjuggren, Per-olof. et al (2007, P. 2) in Sweden there is a system of dual class share 
holding, it means that there is distinction between the capital share and voting share, and it has 
been found that this distinction also have negative relation with the firm value and investment 
performance of the organization. 
 

1.2 Problem Discussion:  

 
The problem of exploitation of minority shareholders interests by the few number of shareholders 
having majority of shareholding rights is becoming more complex in the mixed economies like 
India and Pakistan, where mainly several types of ownership style exists in the same business 
place. For example, according to the research results of Varma, J. R. (1997, P. 2), in India, there 
are three types of business organization are prevailing in the market for competing with each other.  
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The first type of corporations is the public sector units (PSU) where the government is dominant 
(or in other words) majority shareholder and the common investor has only a minority shares 
usually less than 20 %. The second category includes the multi national companies (MNCs) where 
the foreign parent company is the dominant shareholder. Third category is the Indian business 
groups where the promoters are the dominant shareholders (due to major shareholding of their 
friends and relatives), large portion of the shareholding is held by the minority shareholders, some 
shareholding of these companies are held by the government owned financial institutions and 
remaining very small fraction is held by the general public.  
 
Almost the same situation prevails in Pakistan, according to research results of Bari, Cheema and 
Siddique (2003) and Cheema (2003), the ownership structure of 40 largest listed companies which 
accounts for the 80 % of the total market capitalization have rich families in there list of 
shareholders who owns more than 50 % of the shares of these companies. According to Chaudry, 
F. A. et al (2006, p. 6) if the ownership in Pakistani corporate market is measured by the 
percentage of market capitalization owned rather than the percentage of firms owned, then the 
government is the most important type of shareholder, after this families are the second biggest 
owner and lastly the multinational companies have their ownership. 
 
The family based ownership, the pyramid and associated companies structures of ownership has so 
much strong net in the corporate world that the common investor in the market can not separate 
himself from the exploitation of these block holders controlling the operations of the organizations. 
This exploitation not only happens amongst the shareholders but also exists among the companies 
during there merger process. According to Varma, J. R. (1997, P. 3) several times it happens that 
the valuation process of the two group companies has been alleged to be biased in the favor of one 
organization for the purposes of takeover or amalgamation. In many of such cases it has been 
suspected that the promoter secretly created large positions in the company, so that they can get 
good portion of shares in the merged company. Amalgamation and takeover should only be taking 
place after the approval from shareholder bodies of the companies as well as judicial review, but 
the shareholder democracy is an empty defense the power of majority shareholder for the minority 
shareholder.  
 
For a researcher, it is very interesting to analyze the impact of ownership and board composition 
on the financial performance of the business for the listed corporations (especially in emerging 
markets e.g. Pakistan) because these are also major determinant factors while considering the 
development and progress of any economy. 
 
Clarke, T. and Rama, M. D. (2006, P. 2) view the importance of corporate governance as “How 
corporations are governed, their ownership are controlled, the objectives they pursue, the rights 
they respect, the responsibilities they recognized, and how they distribute the value they create, has 
become a matter of the greatest significance, not simply for their directors and shareholders, but 
for the wider communities they serve”. 
 
The very basic and fundamental assumption in the agency theory “the separation of ownership and 
control” is now under question and being challenged all over the world especially after the Enron 
and Parmalat case. Because the majority of the shareholding is still remain mostly embedded, now 
even in USA which is considered as standard of the market based governance system (La Porta et 
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al 1999) the issue of agency theory is taking attention and researchers are offering many critiques 
of managerial theories which proposed the separation of ownership and control meant professional 
managers had effectively displaced capitalist owners in the running of large corporations.  
 
The very important issue about the shareholding and ownership composition of the organizations is 
that the shareholders having ownership of bigger blocks in the capital may acquire the power and 
capability to significantly capture belongings rights and acquire control of firms, which give them 
such financial benefits and operational benefits which are not proportionate to their shareholding 
part in the capital (Varma, J. R., 1997, P. 3) 
 
Here we must note that ownership and board composition is not an “Isolated issue” but there are 
several related problems which affect the overall efficiency of the market, one of them is “inside 
trading”, the researchers consider it a big question for the research, securities regulators round the 
world are trying to frame such rules that can deal with this issue, but the cruel fact is that the 
existence of regulations does not guarantee the prevention of such things to be happen in the real 
world.  
 
Previous facts encourage the regulators to think seriously for the establishment of role of board of 
directors in operating the organizations that will finally affect the financial performance. Serious 
and up to the point research for the modification in the prevailing company law, taxation, banking 
and securities regulations, also the pension and insurance sectors should be encouraged.  
 
The research results of many famous professionals such as Demsetz and Lehn (1985) who were 
claiming that institutional investors do not enhance efficiency in the market for corporate control 
and performance enhancement due to ownership concentration is determined by specific factors 
and that, once these factors are accounted for, no relation may exist between ownership 
concentration and firm performance are now under question. These research results offered a great 
inspiration for many less developed countries, such as Pakistan, who is one of the growing and 
developing economy in the world and very much eager to establish an efficient and effective 
governance mechanism in the country. 
 
The exploitation and un-due discretion over the capital of minority shareholders by the majority 
shareholders is an international issue, but if we see the Pakistan the minority shareholders has very 
week protection against the unfavourable actions of the majority shareholders who also have great 
power in board of directors. Under the companies’ ordinance, 1984 the minimum verge for taking 
the solution from the court against mismanagement and domination requires that at least 20 % of 
the shareholders initiate a complaint (Section 290, Companies ordinance, 1984. XLVII). 
Shareholders having the ownership of ten to twenty percent of the share capital can apply to SECP 
for the appointment of inspector so that he can investigate the company’s affairs, but here a very 
important point that we should note that the minority shareholders having less than 10 % 
ownership have no legal protection for their rights. 
 
We are analysing the impact of ownership and board composition on financial performance of the 
company, the topic is very much important in corporate governance, it has been analysed 
worldwide, it has its roots in agency and steward theory, and having a various research areas in it. 
And due to the involvement of various theories (agency, steward theory), the firm performance can 
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be seen as associated with various factors which are involve in the firm performance. Corporate 
efficiency is one of them. 
 
One of the raised questions with regard to the board characteristics is whether the ownership and 
board composition has any relation (negatively or positively) with firm performance. Various 
researches worldwide have been done on this issue, and still yields mixed results in previous 
studies. To fill this gap, board and ownership composition needs to be researched more often in 
different periods of time and related to more characteristics of the board. This research is focused 
on the mechanism as well as size of board of directors; it will study previous empirical studies and 
examine the impact of the ownership composition and board size on the firm financial 
performance and capital structure of the firm. So, in short in this research, we will analyse and 
investigate the impact of the ownership composition & board size on the financial results and 
capital structure of mid and large caps in Pakistan to know whether the ownership concentration 
and board composition have any impact on the financial performance of the listed companies in 
Pakistan. 
 
 
 

1.3 Research Question 
 
Is there any significant relation between the ownership & board composition and the financial 
performance of the listed companies in Pakistan? 
 

1.4 Purpose of the study 
 
The purpose of this paper is to investigate the impact of board size and ownership composition on 
the financial performance of listed companies in Pakistan to find if there is any correlation exists 
between these two factors existing in the practical business world. Our intentions are to explore 
how board size and ownership composition can affect the financial performance of the listed 
companies by analysing the data of data of 200 Pakistani Listed companies in 2009.  
 
In this research paper, we will analyse the impact of ownership and board composition (in terms of 
ownership percentage of various shareholder categories and board composition) on the financial 
performance (in terms of Tobin’s Q and Return of Assets) of the 200 sample listed companies in 
Pakistan. For this purpose we will analyse the following relation among our variables: 
 

• Relation between Board size and the financial performance of the firm 
• Relation between financial institutions shareholding and financial performance of the firm. 
• Relation between associated companies’ shareholding and financial performance of the 

firm. 
• Relation between ownership concentration and financial performance of the firm. 
• Relation between female representation on the board and the firm performance 
• Relation between presences of Independent director on audit committee and the firm 

performance. 
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The analysis of impact of ownership and board composition on the financial performance of the 
companies in various sectors of the emerging economies economy is an interesting research issue, 
because although all the companies in various sectors are facing some specific determinants and 
factors which affect their operational performance but the issue of ownership and board 
composition is same for all these corporation. One of the argued questions with regard to board 
composition is whether the presence of female in the board, or the ownership concentration has 
positive impact on the financial performance of the company. Up till now, this issue has not been 
analysed in Pakistani market in detail, to fill this gap, we have also included these factors to know 
their relation with the financial performance of the firm.  
 

1.5 Limitations 
 
We have restricted the area of our study to specific issue, although, it is very indomitable factor, to 
consider all aspects of corporate governance. Consequently we have set following boundaries of 
the study: 
 
This research thesis is principally restricted to analyse the impact of the board and ownership 
composition on the financial performance of the company. So we are considering other factors 
affecting the firm performance as control variables.  
 
This research and analysis only relate to the listed companies in the Pakistan and so covers the 
limited geographic area of focus so it can explain the effects of board and ownership composition 
on the financial performance of the large and mid caps in Pakistan. 
 
This research paper is not meant to explore the complete and exhaustive evolution of corporate 
governance or many other related debates associated with our research question. Although we have 
discussed various systems of capitalism and corporate governance structures under these systems 
prevailing in the world yet the main focus is the analysis of impact of ownership and board 
composition factors on the financial performance of the firm.  
 
For our research, the period under consideration is the year 2009, all the financial results of the 
sample companies are of 2009. The results of the research could be different if the any researcher 
would change the time frame of research. 
 
Pakistan is a mixed economy and due to the heavily concentrated equity ownership of family-
based organization in public limited companies of various sectors of economy (the population of 
our sample); the reader should have clear view that the ownership structure will also be very 
important determinant for firm performance.  
 
We have consulted most authors from US and UK (as compared to other countries), because the 
corporate governance structure of Pakistan is too much resembles with Anglo-American system of 
corporate governance, and secondly we find a lot of research papers available on this topic from 
these countries. 
 



 16

Many important related contexts in the field of corporate social responsibility are very broad and 
related to many different practices such as audit, board management, audit, finance, accountability 
and transparency; hence the primary dimensions vary in depiction and prescription. 
 
Considering all these points related to our research work, we have decided to cover corporate 
governance in such a way that we want to show impact of board and ownership composition on the 
financial performance and the capital structure of the company and to bind its extent to the overall 
context of corporate governance. 
 

1.6 Outline of the research study: 
 
This thesis consists of eight parts; detail of each part is given below: 
 
Part 1 – Introduction 
 
This part explains a general introduction of the research topic, Back ground, problem discussion, 
Dominant family-structure shareholding Issues, Role of Board of Directors and the Issue of 
Minority Shareholders, Historic Development of Corporate Governance and current situation of 
Dominant and family-controlled shareholding issues in Pakistan,  purpose, research questions, 
limitations, contribution and out line of this research. 
 
 
Par 2 – Methodology 
 
This part of the research paper describes the methods adopted to investigate answers to the 
research questions, the detailed discussion about choice of the subject, criteria and research design 
for the research paper, preconceptions, perspective, research philosophy and approach, research 
strategy adopted for the research paper. 
 
Part 3 – Frame of Reference 
 
This part of paper presents a comprehensive overview of theoretical aspects of corporate 
governance, defining and explaining the corporate governance, its origination and progress, 
different systems of capitalism and key principles of corporate governance comprehensively. 
Further this part explains the agency theory, stewardship theory as a basic frame of reference to 
understand the role of ownership and board composition on the firm performance.  
 
 
Part 4 – Corporate Governance in Pakistan 
 
This part explains the fundamental assigned duties and rights of the board of directors, important 
related laws, ownership structures, the mechanism of governing bodies and details of important 
participants of capital market in Pakistan, this part will give comprehensive view of current 
situation of corporate governance in Pakistani capital and equity market for this issue. Finally this 
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part of research paper gives the detail literature review about the results of various researches 
being conducted for the related research questions worldwide and in Pakistani market. 
 
Part 5 – Literature Review 
 
In this part we have presented all the previous researches related to our research question and area 
of study, we have divided this part into different section for the literature review due to various 
dimensions of our study. 
 
Part 6 – Practical Method 
 
This part explains sources of information, data collection, issues of validity reliability and 
practicability of the research data and generalization of the research results. Further it explains the 
data processing, data analyzing, research design, significant level test, correlation equations among 
variables.  
 
Part 7 –Empirical Study and Analysis  
 
This part of the research paper describes our empirical findings on the basis of descriptive statistics 
of our sample in which we have collected and arrange the data for the analysis. This part also 
explains and analyzes our findings and shows the results of all these analysis by defining and 
testing the hypothesis by using correlation as our basic and important tool for analysis. 
 
Part 8 – Conclusion 
 
This part describes the conclusive observations about the research, finalizes in a brief and 
comprehensive way the answers and key conclusions to the research questions. It further highlights 
opportunity for future research on identical theme. 
 

1.7 Academic Contribution of the Study 
 
There are many aspects of corporate governance which have been discussed by the research 
scholars, but the impact of ownership and board composition on the financial performance of the 
firm is a relatively less discussed topic (specially with respect to Pakistan) and it requires more in-
depth exploration, contest and analysis. This research thesis will contribute vibrant flow of 
information for the reader about the strategic effects of composition of ownership and board on the 
financial performance of the company. Although North America and Europe have extensive 
contribution in the field of corporate governance but remaining parts of the world has less 
contribution in this regard, so this is why we focus on Pakistan. 
 
Finally, this article will contribute to empirical financial literatures by analysing and investigating 
the correlation between the ownership and board composition and the financial performance of 
listed companies in Pakistan, it will also enable the international companies to have inside view 
about the corporate sector situation and the operational efficiency issues in the Pakistan.  
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Chapter: 2: Research Methodology 
 
In this chapter we will present and explain about the theoretical method chosen for the complete 
progression of this study. This chapter will explain how this study is being conducted. 
 

2.1 Choice of the subject and research design 
 
As discussed in detailed in previous chapter, the impact of ownership and board composition on 
firm performance is a very important topic specially for the developing countries such as Pakistan; 
Our interest about the importance of ownership and board composition and their role in the better 
performance of the company was developed during our studies in Umeå university, we took all 
class lectures and did assignments of corporate governance, and during our assignments on 
corporate governance, the idea about research in this field came to our minds, already we had a 
great interest in the causes of bullish and bearish trends in the stock prices of the companies. After 
a long brainstorming, we decided to analyse impact of board and ownership composition on the 
financial performance of the company.  
 
Although Pakistan is a growing economy with a large number of consumers, Karachi Stock 
exchange has been one of the best performing stock market in south Asia in last few years and 
many sectors in the economy have much attraction for the foreign investors, still we could find 
very little earlier research on this topic related to Pakistan. Then we decided to do research on this 
area for the Pakistan so that if any foreign investor willing to invest in Pakistan can have insight 
view about the corporate culture in Pakistan. We have studied accounting and finance at our 
Master level in Pakistan, and one of us has worked in one of the brokerage house which has the 
corporate memberships of Karachi and Lahore stock exchanges.  The scientific theory presented 
by a research scholars and every scientific relation equation made by any scientist is derived by 
already defined, tested and accurate scientific methods and procedures. In this part of research 
paper, we will present the scientific approach we will use in our research thesis. This part will 
explain the approach, data collection methods, and finally presenting the validity and reliability of 
the data gathered through selected resources.  

2.2 Research Design: 
 
According to Durrant, G. B. (2004, P. 12 ), the research design is the main tool for the researchers 
to keep the research project collective up to the right direction in all fields of sciences and 
especially in the social science. If the layout and structure of the research design have properly 
been built and erected, it increases the strength of grip of the reader on the circle of topic for the 
study.  
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According to Trochim, W. M.K. (2006, P.1 ) the research design explains the ways, methods, 
measurements and tools being used by researchers on the basis of research questions.  
 
As already mentioned in the introduction part, corporate frauds and financial crises are very hot 
topic in the business world, and it resulted in the loss of common investor confidence in the 
corporate business, and finally resulting in damage in the overall economy. It also leads to the 
virtual collapse of the company Comer, M. (2003, p. 11). Many research scholars have argued that 
these frauds and crises are the results of poor corporate governance practices and principally due to 
the actions of boards of directors. Although many research articles have been published yet this 
issue is of great interest and our purpose is to add some knowledge to this subject. 
 

2.3 Preconceptions 
 
Preconception can be defined as “an opinion or conception formed in advanced of adequate 
knowledge or experience, especially or prejudice or bias”. (The American Heritage, 2009, p. 1). 
Our preconception for the study generates from the concept, as we have already a general 
knowledge from different sources such as our bachelors and master studies, and our work 
experience while we were working in our home country and from the course we took in our 
master’s level. We are conducting this research with quantitative method, deductive strategy and 
positivist approach, we will present the results with out personal interpretation, so we can say that 
we will not be biased by our general preconception while conducting our study; definitely our 
previous knowledge will help us in selecting appropriate research methodology and theoretical 
framework. 
 

2.4 Perspective 
 
This research paper is related to the social science phenomena taking place in the business world in 
the current era, the approach we have followed is scientific in nature. We observed and reviewed 
many previous researches about the phenomenon that “is there any correlation found between the 
financial performance and the ownership composition & board size of the corporation”. Our 
detailed literature review in books, and scientific authentic published research articles, leads us to 
the formulation of hypothesis that ownership composition and board size have great influence on 
the financial performance of the corporations. Making this hypothesis as the base for our research, 
we will analyse the listed companies in Pakistan, weather the ownership composition and board 
size have impact on financial performance of the company. 
 
The corporate governance is very broad range and wide scope subject, having so many dimensions 
and areas of context. Taking the back ground of corporate governance, this research paper will 
examine the impact of the ownership composition and board size on the financial performance of 
the company taking samples from listed companies in Pakistan. On the basis of this information 
we will examine whether the hypothesis can be rejected from this tentative research or not. 
Acceptance of hypothesis will provide the surety that relation between the ownership composition 
& board size and the financial performance as the measurement of efficient corporate governance. 
Rejection of the hypothesis will open new research opportunity in the future. 
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2.5 Research Philosophy and Approach 
 
Any reality in this world can be visualized in two ways: Positivism and interpretivism (Bryman 
and Bell, 2007, p.15-25). A number of authors ((Easterby-Smith et al., 1991; Hussey and Hussey, 
1997; Saunders et al., 2000) have highlighted the main elements of this choice involving research 
philosophy. Easterby-Smith et al (1991: p, 27) offer these key features of the two philosophy 
paradigm alternatives: 
 

a. Positivist Paradigm    
 
Basic belief 
 

• The world is external and objective 
• observer is independent 
• science is value free 

 
Researcher Should 
 

• Focus on facts 
• Look for causality and fundamental laws 
• reduce phenomenon to simplest elements 
• Formulate hypotheses and test them 

 
Preferred methods include 
 

• Operationalizing concepts so that they can be measured taking large samples 
 

b. Phenomenological Paradigm 
 
Basic beliefs: 
 

• The world is socially constructed and subjective 
• Observer is part of what observed 
• Science is driven by human interests 

 
Researcher should: 
 

• Focus on meanings 
• Try to understand what is happening 
• Look at the totality of situation 
• Develop ideas through induction from data. 
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Preferred methods include 
 

• Using multiple methods to establish different views of phenomena 
• Small samples investigated in depth or over time. 

 
As it is clear from the above classification that the researchers following the positivism consider 
the existence of only one fact which is independent from the persons who are studying it, further 
this reality can also be analyzed step by step to confirm or disprove the hypothesis. On the other 
side, the interpretive approach states that realities are formulated by the research scholars and these 
realities are relative to the particular projects being done at a specific place and a scrupulous point 
in time. The corporate governance rules and operational culture is originated and developed in the 
western financial developed countries. New ideas, rules in this field and changes to the existing 
theories and system are taking place to improve it to maximum extent. The companies ordinance 
1984 and current companies act in the Pakistan is greatly inspired from the English law, so we can 
say that there are many similarities on this issue between the Pakistan and the western developed 
countries. Our aim in this research paper is to examine and analyze the impact of the ownership & 
board composition on the financial performance of the company, we will present all the facts and 
figures as it is and will not include any personal observations in our research, we will analyze all 
the companies in our samples for our hypothesis, record the results of test of our hypothesis on all 
the companies in the sample and present the results with out any personal interpretation, so for this 
purpose our approach can be classified as positivist approach. 
 

2.6 Research Strategy 
 
In any scientific research the researcher can adopt a non-empirical approach, an empirical 
approach, or a combination of the two. The researchers collect the data using qualitative or 
quantitative methods of data collection or through a combination of both. The researchers and 
scholars are using combination of both qualitative and quantitative data collection ways for 
conducting their social science research. For the empirical research approach, there are basically 
two types or dimensions which can be considered for use, those two primary dimensions are as 
follows: 
 

• Qualitative and Quantitative 
• Deductive and Inductive 

 
The qualitative approach of the research generally helps in discussing the issue under analyses 
with much depth to extract more comprehensive answers; this approach includes focus group, in 
depth interviews, and reviews. This approach primarily follows inductive process to formulate the 
theory. The qualitative research is subjective in nature; the qualitative research elaborates and 
explains the problem from the point of view of the individual or authority experiencing and facing 
it and basically it is text based. More in-depth relevant and authentic information is collected on a 
number of cases and the reply options are unstructured or just semi structured. There are usually no 
statistical tests being done in qualitative research. Supporters of qualitative research give solid 
references about the strengths of the approach, claiming more validity in science environment, 
greater in depth analysis of real-world incidents and more potential to discover processes and 
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mechanisms in natural settings. As explained by Lance and Vandenberg (2009, p 219-220) that 
qualitative approach provides richer and more descriptive accounts of real-world events. The lesser 
amount of time spending is usually observed at the start or planning stage but the time 
consumption becomes heavier in the analysis stage.  
 
If we compare the qualitative research method with the quantitative research approach and 
methods then we see that quantitative research approach seeks to confirm hypotheses about 
phenomena where as the qualitative research method seeks to explore phenomena, secondly the 
instruments use more rigid style of eliciting and categorizing responses to questions in quantitative 
approach on the other hand instruments use in qualitative more flexible, iterative style of eliciting 
and categorizing responses to questions. The quantitative approach uses highly structured methods 
of research such as fully structured questionnaires, surveys, and structured observation but the 
qualitative approach use semi-structured methods such as in-depth interviews, focus groups, and 
participant observation.  
 
The quantitative research approach is used to quantify variation but the qualitative approach 
describes variation, the quantitative approach predicts the casual relationship where as the 
qualitative approach describes and explains relationships. The quantitative approach explains the 
characteristics of a population and the qualitative approach describes the individual experiences 
and explains the group norms.  
 
The question format in quantitative approach is closed-ended but in qualitative approach the 
researchers use the open end approach, the data format in the quantitative approach is numerical 
but in qualitative approach it is more textual. The quantitative approach study design is stable from 
beginning to end but in qualitative approach, some aspects of the study are flexible, another 
differentiation between these two approaches is that in the quantitative approach the answers 
received from the participant do not influence or determine how and which questions the 
researcher will ask next, but in qualitative approach participants responses affect how and which 
questions researchers will ask next and finally the quantitative research study design is subject  to 
statistical assumptions and conditions where as in qualitative study design is iterative, that is, data 
collection and research questions are adjusted according to what is learned. 
 
Secondly the comparison of the quantitative research with qualitative research reveals that 
quantitative research basically based on surveys and statistical information. Primarily deductive 
process is used to test pre-specified concepts, constructs, and hypothesis that make up the theory in 
quantitative approach. The basic purpose of the quantitative research is to present the practical 
effects which are interpreted by researchers about the problem or condition.  
 
The quantitative research can be classified as “number based” and it is usually less in-depth but the 
breadth of the information across a huge number of cases is much more as compared to the 
qualitative research. The response options usually given in quantitative research are fixed and the 
researchers have to apply a lot of statistical tests for the analysis of information. The results 
extracted from quantitative research are considered as more valid and reliable because it based on 
the measurements procedures or instruments used in the research. As explained by Lance and 
Vandenberg (2009, p227-228) that if we make comparison of advantages of qualitative approach 
with quantitative approach, quantitative approach uses the scientific method i.e. observations and 
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explanation of some trend, the creation and statement of hypothesis and testing its validity, so it 
helps the research to give contribution in the advancement of knowledge, and apposite to the 
qualitative research the time consumption in the quantitative research is heavier on the planning 
stage and lighter on the analysis phase, and the results of the research are more generalize able as 
compare to the qualitative research.  
 
For our research paper, we can say that we will follow quantitative research and we will conduct 
this research with in the idea of positivist philosophy. We are independent to the process of data 
collection in the sense that there is no chance for us to alter the substance of the data collected. Our 
sample will be consisting of numerical figures related to the financial results of more than 200 
companies presented in their annual report, the data will be in similar categories and high level of 
personal knowledge about the companies is not required. We will not affect the result of the 
research since we disclose our results as it is without personal interpretation or interest. We believe 
our findings to be repeatable with the same result if done by others as we use statistical method to 
process our large data, then make test and conclude on hard fact without interpretation.  
 
 
According to Hussey and Hussey (1997: 19) the deductive research is “a study in which a 
conceptual and theoretical structure is developed which is then tested by empirical observation; 
thus particular instances are deducted from general influences”. The deductive research is such 
type of study which tests the theory by the empirical observation. In deductive method we move 
from the general to the particular. In deductive approach the conclusion takes the logical way from 
available facts, the deductive approach can be explained in the shape of “water fall” as shown 
below: 
 
Deductive Approach 
 
 
 
  
 
 
 
 
 “Water fall” 
 
 
 
 
 
 
Source: Lectures of Prof. Dr. S.M. Aqil Burney, University of Karachi. 
 
The second approach for the research is inductive research approach, according Hussey and 
Hussey, (1997: 13) inductive research is a study in which theory is “developed from the 
observation of empirical reality; thus general inferences are induced from particular instances, 

Theory 

Confirmation 

Observation 

Hypothesis 
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which is the reverse of the deductive method since it involves moving from individual observation 
to statements of general patterns of laws”. In other words we can say that the inductive reasoning 
follows the way, it means it moves from specific observations to broader generalizations and 
theories. In the informal way, we can say this approach as “bottom up” approach. In this approach 
the conclusion are most likely based on available facts. It also involves a degree of uncertainty in 
its results. 
 
 
 
 
Inductive Research Approach 
 
 
 
“Hill Climbing” 
 
 
 
 
                                    
 
 
Source: Lectures of Prof. Dr. S.M. Aqil Burney, University of Karachi. 
 
If we compare the inductive research methods with the deductive methods, then we can say that 
the inductive methods can be explained as moving from the specific to the general, on the other 
hand the deduction begins with the general and ends with the specific. In deductive reasoning 
method the opinion is based on laws, rules and accepted principles on the other hand, observations 
are the main source to be used for the inductive opinion. As for as our research is concern, We will 
test our hypothesis on the data of all the companies in our samples, and our opinion will be based 
on the facts, laws and the rules and accepted principles extracted from our empirical analysis, so 
we can classify our research method as deductive research method.  
 
Research Design 
 
For our research study, we has adopted the deductive approach and positivistic research method, it 
needs to have a descriptive section to introduce the comprehensive foundation about the existing 
theoretical and practical background about Pakistani market. In this study there are 6 hypotheses 
that have been created to examine the impact of ownership structure and board size on the 
financial performance of the firms by statistic analysis. 
 
Many previous studies related to the impact of board size and ownership composition on the 
financial performance of the company have obtained negative, positive or no association, 
Mashayekhi, B. and Bazaz, M. S.  (2008) made 3 hypotheses when they examined the relationship 
between the board size and firm performance, these hypothesis include “the relationship between 
board size and firm performance is negative” and “the relationship between the proportion of 
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independent directors on the board and firm performance is negative. Connell, V. O. and Cramer, 
N. (2010) also made 3 hypotheses when they examined the relationship between the board size and 
firm performance, these hypothesis include “firm performance is negatively related to board size”. 
And many other empirical studies have also made the similar hypothesis according to theories on 
this topic. Due to validity of the empirical findings, this research paper has borrowed reference 
from previous research while making assumptions. 
 
A single study can have one or more than one hypotheses, Hypothesis test can be stated by making 
a cautious assumption about a population parameter, this cautious assumption is called the null 
hypothesis and it is donated by H0, further we define another hypothesis which is called as 
alternative hypothesis, this hypothesis is opposite is the opposite of what is stated in null 
hypothesis, and we denote it by H1, According to Anderson, Sweeney and Williams (2009, P. 285) 
the hypothesis testing procedure uses data from a sample to assess the two competing null and 
alternative hypotheses. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 2.a: Our research onion 
Source: Saunders et al (2009, p. 132) 
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Chapter 3: Frame Of Reference 
 
This chapter helps reader in making bridge between the basic research question and theoretical 
side of this research paper. This particular section discusses the theoretical side in three parts: 
firstly an overview of corporate governance, Secondly the agency theory, and Steward Theory, and 
thirdly the due role of board under both theories, and its impact on the firm performance.  
 

3.1 Corporate Governance  
 
According to OECD Principles of Corporate Governance (2004, P. 17) it is the most effective way 
to manage the relationships of all the participants in an organization with integrity so that the 
organization can enhance its performance in all sectors of operations. 
 
According to Estanislao, J. (2010, p. 15) “Corporate governance is about performance. 
Corporations must deliver good results not only to share holders, but also to all of the stakeholders, 
the community, the society, and the economy as a whole” 
 
Kuchta-Helbling, C. L. and Sullivan, J. D. (2002, p. 23) has defined the corporate governance 
more comprehensively as “a frame work of rules, regulations and practices through which it is 
made possible for a firm to make sure the accountability, fairness and transparency in its 
relationship with all of its stakeholders e.g. financiers, customers, management, employee, 
government and the community.”  
 
 According to Toronto Stock exchange committee on corporate governance (1994, p .3) the 
corporate governance can also be called as the process and structure to direct and manage the 
business and affairs of the corporation with the objective of enhancing shareholder value, which 
includes ensuring the financial viability of the business.  
 
According to Kumar Mangalam Committee report on corporate governance (1999, P. 2), 
“Fundamental objectives of the corporate governance is the enhancement of the long-term 
shareholder value while at the same time protecting the interests of other stakeholders” so we can 
say that the corporate governance is not only related to the internal rights and duties of the 
directors, management and the shareholders but it also relates to their respective liable relation 
with rest of the world.  
 
To summarize all the above definitions, we can state that the corporate governance mechanism is 
an essential basic need for the board of directors of the company to lead the corporation towards 
the financial success, the leadership of the board of directors is very important for the efficiency, 
probity, transparency and accountability of all the strategic decision of the corporations. It is the 
best manner, in which a corporation should be run for achieving its objectives, transparency of its 
operations, accountability and reporting and it helps the corporation to become good corporate 
citizen. 
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3.1.1 Corporate Governance in general 
 
Corporate governance is the collection of all principal, rules, regulations, ethics, and laws in which 
the relations between the owner and the managers are defined and organized in the corporations 
working in various capitalism systems prevailing the world. According to Morck R. K. and Steier, 
L. (2005, P. 5) Capitalism at the beginning of the 21st century is a variegated collection of the 
economic systems. A corporate governance system differs in many economies according to the 
political background and effects of different revolutions. The corporate governance in Canada, 
China, France, Germany, Japan, India, Italy, the Netherlands, Sweden, the United Kingdom and 
the United States have many variation if we compare each of  them with the other corporate 
governance system. Pakistan’s Corporate governance system is greatly inspired from the Anglo-
American shareholders capitalism system having the great impact of closely and family hold 
companies in the corporate sector, most of the corporate governance laws are exactly similar to 
Anglo-American system so any progress in this system is very important to consider if we want to 
understand the ground realities of Pakistani corporate market. 
 
According to Morck R. K. and Steier, L. (2005, P 11), after careful analyses of the details of the 
ownership rights of major corporations in the world, we will come to a strange fact that these are 
mainly owned by a few enormously wealthy families, Like If we Take the example of Mexico, 
Argentine, Israel, Hong Kong and Sweden then we will come to know the fact that the major part 
of the corporate sector of all these countries is entirely controlled by a few wealthy families. 
Wealthy family domination of great corporations is not restricted to poor countries but it exists in 
many developed countries of the world. In poor countries of the world, generally the economies 
have corporate sectors which are mostly controlled by some mixer of state organs and wealthy 
families. In many poor economies of the world, the tiny elites control the greater part of the 
business sectors of those countries, they create pyramidal business groups. A brief introduction of 
various capitalism structures prevailing in the world is given as follows: 
 

• Family Capitalism (Middle East Countries) 
 
According to research results the La Porta et al. (1999), the family capitalism is the most common 
system of corporate governance in the world. In this corporate governance system, the governance 
of large corporation is entrusted to its wealthiest few families. It happens when the investors are 
deeply mistrustful of most listed companies and prefer to invest their saved money to the trust 
worthy person having good reputation. These families leverage their reputations by controlling 
major control blocks of such companies which have the major holding of the companies listed in 
the stock exchange. Such type of pyramidal business structure usually exists in the economies 
where investor’s legal right are weaker. 
 

• Bank Capitalism (being practiced in Germany, Japan and Korea) 
 
In this system, the investors put their saved money in the banks and other financial institution, 
these banks and institution then lend money to the companies to invest in machinery, building and 
technologies, or some time directly purchase the shares of the companies. So we can say that the 
banks play much more important role in capital allocation process in this system than in the Anglo-
American Variant. Some researcher e.g. Morck and Nakamura (1999) and Fohlin (2004) say that 
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the role of banks has been somewhat overstated in both countries. Bankers monitor the governance 
system of the firms and as long as there are competent banker the system will survive.  
 

• State Capitalism (Practiced in Fascist governments of Germany, Italy and Japan) 
 
In this system, the investors can save by paying taxes and letting the state to provide the 
investment resources to the business men. It is very much near to the socialism in its extreme case, 
but still it exists in the free markets as well, as one tool for the capital accumulation and allocation. 
In history we can see the practical example of such system in Fascist governments of Germany, 
Italy and Japan who imposed such system on their large corporations. More democratically 
formulated industrial policies played large roles in the economies of Canada, Japan, India, and all 
major continental European economies, as well as in many emerging market economies. 
According to Morck R. K. and Steier, L. (2005, P .10), this system will survive up to time the 
bureaucratic overseeing the systems are able and altruistic and they make the decision for the 
general good of the system. State capitalism can provide benefits in the short term but the 
monitoring cost and problems increase as the time pass in the long run. 
 

• Shareholder Capitalism (USA , UK) 
 
The firms in this system issue stocks and bonds to purchase the machinery, building and various 
technologies to operate a business for maximization of shareholders wealth, the CEO are entrusted 
for the corporate governance of large corporations and shareholders collectively monitor the 
quality of the governance of the companies listed on the stock exchange and the share price of 
these companies shows their consensus. The flaw in this system is that monitoring cost is too high 
and it eats up the resources of the firms, the solution for this problem is found by mandating the 
firms disclose detailed financial statement, inside shareholding, management pay, and any conflict 
of interest. This system is imperfect and some time the good managers are penalized and poor ones 
rewarded if the investors get things wrong. 
 
According to Gerard Caprio, Jr. and Ross Levine (2002, p. 5) the small investors have to face 
difficulties in exercising corporate governance because of information asymmetries and poor legal, 
bankruptcy, and regulatory systems. In Shleifer and Vishny’s (1997, P. 15) comprehensive review 
of the corporate governance literature, found that small investors has very limited role in 
exercising corporate control outside of the United States and the United Kingdom. In those areas 
the investors of big blocks e.g. banks and wealthy individuals play important role in the formation 
of corporate governance structures of the corporations. 
 
The economies of the different countries are being organized in very different ways, and also the 
corporate governance system of different countries has different lay out and style due to their local 
style of decisions about how to allocate the capital of the shareholders with in and across the firms. 
The corporate governance is entrusted to different people and the constrained applied by very 
different institutions in various parts of the world.  
 
None of the country in the world is following the complete version of any one of the above stated 
system for the allocation and accumulation of capital, every variant has its own importance and 
functions. According to Morck R. K. and Steier, L. (2005, P. 15), the different connotations of 
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capitalism that spice political debates in different countries so differently are mainly due to 
differences in who controls countries’ large corporations. The corporate governance structures, the 
rules and the laws of any country or region of the world depend on the above stated conditions 
prevailing in any economy.  
 
All these systems have their particular advantages and disadvantages, like if we see the bank 
capitalism and the countries where two tyre management styles is running e.g. Germany the 
interests of workers, managers, suppliers, customers and the community. Both major models of 
corporate governance have distinct competitive advantages, but in different ways. The shareholder 
capitalism system allow such corporate governance which encourages radical innovation and cost 
competition, whereas the coordinated model of corporate governance facilitates in better 
innovation and  healthy competition for good quality. Finally we state that the countries which are 
following the Anglo-American corporate governance system (Including Pakistan) that system 
tends to give priority to the interests of shareholders as compared to the interest of other 
stakeholders.  
 
Professor Balasubramanian, N. (2009, p. 1) has identified eight major influential forces which 
effects the operational and strategic decisions of the company, so while considering and designing 
the dimensions and applications of corporate governance structure, we can not ignore these eight 
elements in the operating environment of a corporation. They are as follows: 
 

• The regulators (Securities and Exchange Commission. SEC)  
• The Government Legislation 
• Stock Exchange listing agreements 
• Lenders (Banks, Creditors, Debenture Holders) 
• Market Operators 
• Institutional Investors (Pension Funds,  Insurance Companies) 
• Press/Media (Opinion Makers) 
• Shareholders/Stakeholders 

 
Hence we can say that the corporate governance is a management frame work, or a collection of 
legislatively defined behaviours, roles, responsibilities and expectations of fairly performing the 
duties in decision making through which the corporations achieve their goals and strategic 
objectives while maintaining its relations with all related stakeholders, influencing powers and 
environments. It is highly influence by the social environments and cultural norms of the society 
so it varies from industries to industries and organization to organization. 
 
Finally we come to the issue of effectiveness of corporate governance system to check the rights 
and duties of all the stakeholders of the company, According to the Business Roundtable (2002) 
“Effective corporate governance requires a clear understanding of the respective roles of the board 
and of senior management and their relationships with others in the corporate structure”.  
 
According to OECD principles of corporate governance, the following are the basic corporate 
governance principles that should be followed by the corporation for running their operations of 
the business. 

 



 30

Ensuring the Basis for an Effective Corporate Governance Framework 
The Rights of Shareholders and Key Ownership Functions 
The Equitable Treatment of Shareholders 
The Role of Stakeholders in Corporate Governance 
Disclosure and Transparency 
The Responsibilities of the Board 
 
Asian Development Bank along with Hermes Pensions Management (2003, P .20) has also issued 
a complete list of principles for corporate governance, which have almost the same principles of 
effective corporate governance as stated previously by OECD that should be followed by the 
companies. 
 
According to the above principles, The relationships between the shareholders and the board of 
directors should be based on the principle of fairness, their relation with employees should be 
based on the principle of comeliness, their relation with the out side community in which they are 
operating should be based on the principle of good citizenship and finally their relationship with 
the government should be based on the principle of commitment to compliance. 
 
The management of the company is responsible to run the overall business operations related to 
routine business under the supervision of CEO, the responsibilities of the management includes the 
strategic planning, risk management and financial reporting of the organization’s operations for a 
particular period of time. Here the agency theory and steward theory explain the role of agent 
(management) and the principal (shareholders) of the company. 
 

3.1.2 Agency Theory and Steward Theory 
 
A. Agency Theory: 
 
Agency theory can be defined as the theory that not only explains the nature of the relationship 
between a principal (shareholder) and an agent of the principal (company's managers), but also the 
resultant liabilities of the relation. Agency theory is a “scholastic term” and It elaborate the reasons 
and the overheads of settling down the mainstay issues between the principals (shareholders) and 
the agents (managers), it also explain the ways for aligning interests of these two related parties. 
According to Jensen and Meckling (1976, Page. 5) the agency theory explains that the owners are 
principals and the managers are agents and there is an agency loss which is the extent to which 
returns to the residual claimants, the owners, and fall below what they would be if the principals, 
the owners, exercised direct control of the corporation.  
 
Agency theory explains us that because the people self interested in the end, so they will have 
conflicts of interest on some issues when ever they will come to any cooperative activities. 
According to Lloyd Steier (2003, P. 13), these cooperation activities not only exist in commerce in 
the form of partnership, private limited and public limited companies but also in the form of 
interface in families and other communal organization. Self-interest does not mean that people 
have no humane motives. According to Jensen, M. C. (1994, P. 12) the selflessness, the concern 
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for the well-being of others, does not make a person an ideal agent who does the behest of others. 
This means that agency problems cannot be solved by instilling superior humanity in people.  
 
The individuals with an agency relationship have different goals and so there are chances of clash 
of interest in these individuals, the agency theory presuppose that opportunistic, and they always 
try to safe guard and maximize their own interest (Bohren, 1998) as compared to others, so the 
agent is not guaranteed to always act in the best interest of principals and the agency theory 
suggests that there is consistent enticement for agents to secure their own interests and give 
secondary importance to the interests of principals. 
 
According to Fontrodona, J and G.sison A. J. (2002, P. 10) under the conditions of asymmetric 
information which is base of agency theory, there could be two types of problems that may arise, 
they are as follows: 
 

• Adverse selection 
• Moral Hazard 

 
Adverse selection means that there is chance that the agents are representing inaccurate abilities to 
do the agreed job, in other words agents will take such decisions which are not consistent with the 
preferences of the principal. Second most important issue is moral hazard, it refers to the danger 
that the agents are not putting forth their best efforts or not doing their job up to the desired 
standard level. These disagreements of interest between the principal and agent create the agency 
cost. So the agency cost can be defined as the residual costs that result in the failure to maximize 
the principal’s wealth, the agency cost is the collection of all those expenses which the principal 
has to bear to control the behaviour of the agent. The main basic point in the agency theory is to 
design such mechanism that create the solid surety of efficient alignment of principal’s interest 
with the interest of the agent so that these agency cost can be minimized not though eliminated 
(Shankman, 1989, P.321). Some researchers think that the agency model is incorrect as Jensen M. 
C. (1994) said that “if we go on hammering into our students the mistaken notion that rationality is 
identical with self interest we shall make our agency models come true, but at the cost of 
producing a society that will not function”. 
 
B. Stewardship Theory 
 
According to Arthurs, J. D. and Busenitz, L. W. (2003, P. 5) the Stewardship theory explained by 
(Davis et al, 1997) is considered as the alternative approach to understand the complex structures 
of corporate governance and it has some contrast with the agency theory in several ways, but most 
important and basic difference is that stewardship theory explains that the behaviors of the agents 
(management) are aligned with interests of the principals (Davis et al., 1997: 25-26). According to 
Donaldson, Lex. and Davis J. H. (1991), If we compare Stewardship theory with the agency theory 
then we can see that stewardship theory favours such corporate governance mechanism that 
support and empower the agents (the management) and disfavours the all those forces that 
monitors or try to control it. The key issue is thus not to heighten control and monitoring of 
management, or to make ersatz owners, but rather to empower executives. 
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According to the research results of Arthurs, J. D. & Busenitz, L. W. (2003), the comparison of the 
Agency theory with the stewardship theory of corporate governance gives us the following points 
of differences: 
 
Points of Comparison  Stewardship Theory Agency Theory 

1- Managers as: Stewards Agents 

2- Approach to 
Governance 

Sociological and 
Psychological 

Economical 

3- Model of Man 
Behaviour 

Collectivistic Pro-
organizational 
Trustworthy 

Individualistic 
opportunistic self-serving 

4- Managers Motivated by Principal Objective Their Own Objectives 

5- Manager Principal 
Interest 

Convergence Divergence 

6- Structures that Facilitate and Empower Monitor and Control 

7- Owner’s Attitude Risk-Propensity Risk-Aversion 

8- The Principal-manager 
relationships rely on 

Trust (the willingness to 
be vulnerable) 

Control (the unwillingness 
to be vulnerable) 

9- Motivation Higher Order needs 
(growth, achievement, 
self-actualization) Intrinsic 

Lower Order needs 
(Physiological, security, 
economic) Extrinsic. 

10- Social Comparison Principal Other Manager 

11- Identification  High Value Commitment Low Value Commitment 

12- Power Personal (Expert, 
Referent) 

Institutional (Legitimate, 
Coercive, Reward) 

13-Management 
Philosophy 

Involvement Oriented Control Oriented 

14- Risk Orientation Trust Control 
15- Time Frame Long term Short Term 

16- Objective Performance Enhancement  Cost Control 

17- Cultural Differences Collectivism Low power 
Distance 

Individualism High power 
Distance 

18- Adoption High Labour Costs Low Labour Costs and 
high unemployment 

 Approach focused on 
Long-term Effectiveness 
and quality through self-
control 

Approach Focused on 
short-term cost and 
productivity control 
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 Unstable, 
Uncertain(Risky) 
Environment 

Stable, Certain 
(UNRISKY) 
Environments 

19- How to deal with 
increased uncertainty and 
risk  

Training and empowering 
people, redesigning jobs to 
be more challenging and 
motivating 

Greater Control, More 
Supervisors 

 
Table: 3 a: Comparison between Agency theory and Stewardship theory.  
 
It is quite tough question, to explain whether agency theory or stewardship theory is more valid. 
Each one has some strong points for some phenomena but not for the other, and according to N 
Balasubramanian (2010, p. 2), the corporate governance Orientation Matrix of both theories can 
give the following results. 

  
Figure 3.a Corporate Governance Orientation Matrixes 
 
Source: Lectures of Professor N Balasubramanian on “Corporate Governance, Bank Board & 
Directors”, faculty member at Centre for Corporate Governance & Citizenship at IIMB. 
 
For the careful analysis of the two important theories it quite clear that the separation of ownership 
and management has created a situation that leads to the conflicts of interest of owners and 
managers, the managers of the firms are considered as to act in the best interest shareholders and 
should earn maximum profit only for shareholders, but on the other side we should not ignore the 
fact that the separation of ownership and management make it possible for them to satisfy their 
own wishes in the form of power and fame. So there would be a great need for the shareholders to 
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effectively monitor the operational behavior of the managers of the firms so that they can be 
assured that managers are acting in the best interest of shareholders. 
 
Finally, it is very important that the concept of agency and stewardship theory should be by the 
researcher specially while analyzing the publically listed companies in stock exchange and in 
general these theories can help is to analyze the issues in every organization operating in the 
market. It is in the best interest of all the stakeholders of the company to improve the level of 
mutual understanding which will lead to the correlation among all the stakeholders such as 
suppliers, employees, customers of the organization. As far as Pakistan is concerned, we can say 
that the listed companies and especially the family owned firms should be analyzed to know the 
factors resisting the implication of these theories. Because results of such researchers can help in 
improving the level of corporate governance mechanism through the true implementation of 
corporate governance code issued by security and exchange commission of Pakistan which will 
support the overall market participants to establish long-term development objectives for all the 
companies operating in the capital market. 
 

3.1.3 Role of Board of Directors 
 
We have already discussed the role of directors as agent of the shareholders, and as an agent they 
are accountable to the principal (shareholders). According to the OECD principles of corporate 
governance (2004, p. 60), the board is not only accountable to the company and its shareholders 
but also duty to act in their best interest, in addition, the members of the board of directors are 
expected take care of other stakeholder’s interest including those of employees, creditors, 
customers suppliers and local communities. According to these principles, the following are the 
responsibilities of the board: 
 
Board members should act on fully informed basis, in good faith, with due diligence and care, and 
in the best interest of the company and the shareholders. 
 
The board of directors has the important role of watching the performance of the management on 
behalf of shareholders. The responsibilities of the board of directors includes the hiring a qualified 
CEO who can lead the management team to perform according to the corporate goals and 
standards. They are there to monitor and not to manage the business operations. The board is 
responsible to review the company policies, strategies, budgets, risk and management policies, HR 
and operational policies. They set the objectives and monitor the performance of the management. 
They watch the process of acquisitions, divestitures, projects, financial and legal compliance.  
 
“Due diligence and Care” refers to their role to oversee and approve the disclosure & 
communication process. They also ensure the control systems to protect the company assets and 
review the performance and take initiatives to achieve the corporate objectives of the company. 
 
“In the best interest of the company” means The accountability role of board of directors, which 
refers to their responsibility to create, protect and enhance the company wealth and resources, they 
are responsible for timely and transparent reporting and setting the way for the corporation to 
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become a good corporate citizen who is discharging all responsibilities with out compromising the 
shareholders wealth maximizing goal. 
 
 

• Where board decisions may effect different shareholders group differently the board should 
treat all shareholders fairly 

 
The above principle explains us that the role of board of directors (especially in public limited 
companies) is really a key factor in the success or failure of the corporation, they hold the majority 
of the shareholding and the research results of Mudambi, R. and Nicosia, C. (1998) suggested that 
the success or the failure of any organization has a clear relation with the ownership structure and 
the decisions making style of the top management of any organization, and according to Thomsen, 
S. and Pedersen, T (2000) if there is any intentions to match corporate strategy to corporate 
governance, the strategists need to take into account the risk perceptions, time preferences, 
business relations, and social goals of large owners. 
 

• The Board should apply high ethical standards. It should take into account the interests of 
stakeholders.  

 
The board of directors should play the key role to make the objective of the board clear and 
operational, According to Nagel, M.E. (2000, P .5), The directors of the companies are the real 
responsible authorities for the implementation of corporate strategies of the organization, although 
they are not involve in the creation of strategy but their approval is necessary for its 
implementation, so the directors need to know enough about the business so they can identify a 
winning strategy from a risky or problematic one. 
 
The board should play its due role in reviewing and guiding corporate strategy, major plans of 
actions, risk policy, annual budget and business plans; setting performance objectives; monitoring 
implementation and corporate performance; and overseeing major capital expenditure, acquisitions 
and divestitures. 
 
As stated in the above principle, the major responsibility of the directors is to ensure that the 
resources of the company are being used effectively and efficiently to achieve the strategy already 
approved by the board of directors, because the directors hold a big block of shareholding and the 
research results of (Xu, X. and Wang, Y. (1999) and many authors suggest that there is positive 
correlation between performance and the ownership concentration also the research results of 
Gedajlovic, E. and Shapiro, D. M.  (2002) suggest the same as found by the Xu, X. and Wang, Y. 
(1999) but again the problem is there that once these expenditures are approved, the directors have 
a limited knowledge on whether the expenditure generated the desired benefits as they were 
expected from their decisions. 
 

• Monitoring the effectiveness of the company’s governance practices and making changes 
as needed. 

 
According to the above principle, monitoring of governance by the board also includes continuous 
review of the internal operational structure of the company; the board has the pivotal role in 
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counselling and advising the CEO of the company. The board members are considered to have 
superior industry knowledge, so the board meeting is meant for the opportunity to share the 
director’s knowledge, evaluation of various alternatives available and to help in making better 
decisions for the maximization of shareholders wealth. But the research results of Craswell, A. T. 
et al (1997) suggest totally different story as compared to point one (stated above as first role of 
director), they say that there is no relation between performance and either insider ownership or 
institutional ownership. 
 

• Selecting, compensating, monitoring and when necessary, replacing key executives and 
overseeing succession planning. 

 
The above principles explains the role of the board member to select and motivate executives for 
the achievement of the strategic objects of the company, and finally according to Nagel, M. E. 
(2000, P. 6) the board members are responsible to work as watch dog for the uncompensated risk 
and act as guardian for the compliance with all the legal, accounting and SEC laws and regulation 
mentioned in the legislation.  
 

• Aligning key executive and board remuneration with the longer term interests of the 
company and its shareholders. 

 
• Ensuring a formal and transparent board nomination and election process. 

 
• Monitoring and managing potential conflicts of interest of management, board members 

and shareholders, including misuse of corporate assets and abuse in related party 
transaction. 

 
The above principle explains us the important function of the board to oversee the internal control 
systems covering financial reporting and the use of corporate assets and to guard against abusive 
related party transactions, it is very important because the issue of sustainability and reliability of 
the corporate performance of the companies and especially those which are listed in stock market 
has become more important and hot for research discussion after the down fall of Enron, Parmalat, 
Daewoo, WorldCom and many other market leaders in Us, Europe and in other parts of the world.  
 
Ensuring the integrity of the corporation’s accounting and financial reporting systems, including 
the independent audit, and that appropriate systems of control are in place, in particular, systems 
for risk management, financial and operational control, and compliance with the law and relevant 
standards. 
 

• Overseeing the process of disclosure and communication 
 
Considering all the above duties of board and factors for the success of the firm, we should also 
consider the research results of many famous professionals such as Demsetz and Lehn (1985) who 
were claiming that inside directors do not enhance efficiency in the market for corporate control 
and performance enhancement due to ownership concentration is determined by specific factors 
and that, once these factors are accounted for, no relation may exist between ownership 
concentration and firm performance are now under question. These research results offered a great 
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inspiration for many less developed countries, such as Pakistan, who is one of the growing and 
developing economy in the world and very much eager to establish an efficient and effective 
governance mechanism in the country. 
 
It is very important to note that in Pakistan, the main type of agency problem does not exist 
between the management and the shareholders as analysed and explained in various academic 
researches and scholarly books, but it exist between the large shareholder and the shareholders 
having minority shares in the capital of the listed corporations of the stock exchange. According to 
Chaudry, F. A. et al (2006, P. 6), this agency problem becomes more critical due to weak corporate 
governance mechanism, inadequate disclosure and ineffective auditing practices. Next chapter will 
explain the ground realities about our target market. These facts are related to the overall situation 
of corporate governance, ownership and board composition. Next chapter also explains the most 
important legislative contents related to ownership, board composition, rights and duties of board 
of directors in Pakistan. 
 

3.2 Performance: 
 

3.2.1 Performance in general: 
 
Performance in general can be defined as the completion of an assigned duty measured with 
respect to already defined principles of correctness, comprehensiveness, outlay and swiftness. 
Performance of any firm can be measured in terms of environmental standards, human rights 
standards, legal standards and financial standards. Here we will discuss the financial performance 
of the company. 
 

3.2.2 Financial Performance of the firm and it Measures: 
 
The financial performance can be defined as the subjective appraisal of how well a firm utilize its 
resources to generate the financial revenues. This expression is also generally used to state the 
firm’s overall efficiency for a specific period. This measure could also be considered while making 
the comparison of two firms with in the similar industry or it can also be used to analyse the 
industrial performance of two different sectors of the economy.  
 
If we see from accounting point of view, there are many financial measures through which we can 
analyse the financial performance of the company. But here we will present only those measures 
which we are using in our research. They are as follows: 
 

• Tobin’s Q 
• ROA 
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1. Tobin’s Q (Q): 
 
By definition, Tobin’s Q is the ratio between the market value of the firm’s and the book value of 
the firm’s assets. So if we want to calculate the ‘Q’ of any company we have to divide the market 
value of the company with the book value of the total assets of the company. 
Tobin’s Q Ratio = Total Market Value of the Firm/ Total Assets value (Book Value) 
 
According to Wolfe, J. Sauaia, A. C. A (2003, pp. 156) The “Q” is sensitive to the swing effects of 
its equation’s denominator, i.e. the firm’s total assets of cash, receivables, inventory and plant 
book value. It shows the efficiency of the board of directors to boast the value of the assets from 
book to the market value of the assets. It shows the efforts of board how much they were efficient 
in their use of cash, how better they forecasted the future demands so that they can lower their 
average inventory and can get more out put from the firm’s plant and equipments. A better and 
efficient board will boast its “Q”, if the value of the ‘Q’ is low i.e. between 0 to 1, its means that 
the replacement cost of the existing assets are greater than the market value of the firm. The 
previous situation indicates that the stocks of the firm are undervalued. And opposite to it, if the 
value of ‘Q’ is greater than 1 it shows that firm’s stocks are more expensive than the book value of 
the assets, which shows that stocks are overvalued. In this research we want to know the relation 
between the ownership & board composition and the financial performance of the company. Hence 
the Tobin’s Q will be the best tool to analyze this relation. 
 
2. Return on Assets (ROA):  
 
Return of assets is an effective tool to measure the profitability of the company with respect to the 
total amount of resources invested in the assets by the company. The ROA is a very good tool to 
measure the effectiveness of the management to utilize the assets and generate the earnings for the 
shareholders of the company. The ROA is calculated as Follows: 
 
ROA = Net Income / Total assets of the company. 
 
This ratio provides the indication of how efficient the management is for utilizing its assets to 
generate the return on it. For this reason this ratio is widely used to access the performance of the 
company’s management. The only drawback of this ratio is that it uses book value of the assets 
and it ignores the market value of financial resources used to generate the financial results of the 
firm. 
 
This chapter has provided us the comprehensive back ground of corporate governance, ownership 
and the role of board directors in the firm; we have also discussed the important factors of the 
board and its composition which can affect the financial performance of the company. Next 
chapter has a focus on our target market “Pakistan”. In next chapter we will comprehensive 
explain all the research question issues of our research specially related to Pakistan. 
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Chapter 4: Ownership and Board 
Composition in Pakistani Listed Companies 
 
(An Emerging Market having predominance of Family-Controlled and State-Owned 
Corporations) 
 

4.1 Brief Introduction of economy and progress of Corporate 

Governance: 
 
Pakistan is basically an agriculture based economy, the equity market in the Pakistan is still at 
developing stage, according Beg, N. (2005, P. 2) the main reason of this weak equity culture is the 
lack of focus on an equity culture in 1980s and the nationalization policies of industries in1970s. 
After this era, during 1990s, Pakistan entered in the phase of development in which access to bank 
loans  was made very easy for the businessman so it further discourage the equity culture in the 
country. The equity market of the Pakistan is limited and mostly it has the great influence of 
limited major companies. During past few years, government is taking very serious steps towards 
the demutualization of stock exchanges and introduction of over the counter market, so that the 
depth of the market could be increased. SECP has issued a comprehensive notification about the 
initial draft for the demutualization of the three stock exchanges in Pakistan (SECP, August 11, 
2008).  
 
Corporate governance practices are important for the both private and public limited companies in 
the countries where the capital markets are mature with respect to rules and regulation, yet these 
rules become more important especially for the companies listed on the stock exchanges because it 
involves large investment from the general public from their saved money, and its important 
increases to many folds when we come to the developing countries like Pakistan where the 
privatization of nationalized business units is in process and the companies are more interested in 
attracting the foreign investor in the purchase of their shares, they recognize the fact that it relates 
to improved performance. 
 
The evolution of corporate governance system in Pakistan can be trace back to the path taken by 
the English corporate entities; the English companies’ act 1844 provided the basis for the erection 
of corporate culture in undivided India. The joint stock companies’ act 1855 provided the pioneer 
opportunity for the corporations to be registered in undivided India. Before the introduction of 
Indian Companies consolidation Act 1913, Indian Companies Act, 1882 was also in force in un-
divided India. After the Independence, Pakistan inherited the Indian Companies Consolidation Act, 
1913.  After this Indian companies consolidation act 1913, was amended in certain respects, its 
name was also modified and it was then called as companies act 1913. Until 1984 companies was 
established and operated according to companies act 1913, and after that Companies ordinance 
1984 was implemented and even the current companies’ ordinance 1984 many provisions remain 
unchanged from those contained in Companies Act, 1913 and its precursors. So the development 
of corporate law in Pakistan has a great influence of English Company Law. The period 
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immediately after the independence was very challenging for the Pakistan; there were many threats 
and opportunities for the business people to develop the corporations and corporate culture in 
Pakistan.  
 
The “family company” culture became and remains central to the development of that corporate 
culture. The first and pioneer stock exchange was incorporated in 1949, just after two years of 
independence. The stock exchanges of Lahore and Islamabad were incorporated even after. 
Corporate market in Pakistan is getting better and improvement can be seen in the corporate 
governance rules and regulations for every coming day, the security exchange rules are in the 
process of being regulated and still there is a lot of work needed to be done. The relevant 
legislation for the corporate governance practices in Pakistan includes the 1969 security and 
Exchange Ordinance, the companies Ordinance 1984, and the 1997 security and exchange 
commission of Pakistan Act. Many scholars all over the world has analyze the impact of 
ownership and board composition on the financial performance of the company and found 
different results while taking samples from different regions of the World. If we see the Pakistani 
Corporate governance development system then we see that the pioneer drafts for the corporate 
governance practices were prepared by Institute of Chartered Accountant of Pakistan, the institute 
submitted the initial draft of the code of corporate governance in the year 1998, after this Security 
and Exchange Commission of Pakistan promulgated the code of corporate governance in the year 
2002; SECP and State Bank of Pakistan are the two main bodies are responsible for regulating the 
country’s corporate sector. The SECP is major and independent statutory body that regulates the 
corporate and financial markets, but secondly the State Bank of Pakistan is responsible for 
regulating the banking sector of Pakistan.  
 
According to Ahmed, H. Z. (2009, P. 3) the implementation of the corporate governance code has 
not been an enormous success in spite of these two regulatory entities. The main reason for this 
failure is the predominance of “family controlled” corporations. The major portion of public 
limited companies in all the sectors of the economy e.g. textile, automotive, tobacco and 
agriculture related goods manufacturing sectors have the history of being controlled by the family 
corporations, this process is usually done by the creation of pyramid structures and cross 
shareholdings. The system of “Family Owned Business” is not just the local Pakistani Issue but 
according to Gersick, K. E. et al (1997, p. 13), it is estimated that 40 % of the Fortune 500 are 
family owned and controlled. According to OECD published report (2006), large FOBs (both 
listed and privately held) play a very important role in OECD economies; family owned and 
managed businesses account for more than 85 % of all the firms in OECD countries. It is very 
difficult to change the old system of family control business and a rubber stamp board; they show a 
very high resistance for the introduction of non-executive independent directors in the board. The 
basic un-ethical issue among the majority of the family controlled companies is the idea that 
ceding control will create problems to their personal interests and diversifying the board is very 
much annoying for these “old school” of family control supporters.  
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4.2 Corporate Governance Frame Work in Pakistan 
 
if we see the overview of Pakistan’s corporate governance regime, then according to Ibrahim, A. 
A. (2005, p. 7) Pakistan has multifaceted corporate governance regime, Laws falls into one of the 
following six categories: 
 

1. General Corporate Laws: 
 
These are the Laws which are formulated for the better operational performance of the companies 
and applicable to all the companies in the country, for example  
 

• The Companies Profits (Workers’ Participation) Act, 1968; this law define about the rights 
of worker in the profit of the company.  

• The Securities and Exchange Ordinance, 1969 which was formed to regulate and monitor 
the whole system of capital and equity markets in the country. 

• The Monopolies and Restrictive Trade Practices (Control and Prevention) Ordinance (V of 
1970), Gaz. Pak. Feb. 26, 1970, which was formed for controlling of monopolies in the 
country. 

• The Workers’ Welfare Fund Ordinance, 1971 guide us about the establishment and 
operational running of worker welfare funds in Pakistan. 

• The Companies (Appointment of Legal Advisors) (X of 1974) Gaz. Pak. Mar. 5, 1974 
guides about the procedure of appointment of legal advisor of the company.  

• The Companies Ordinance (XLVII of 1984) Gaz Pak. 1984 which is the main Law related 
to the creation and running of the corporate business in Pakistan. 

• The Securities and Exchange Commission of Pakistan Act (XLII of 1997), Gaz. Pak. Dec. 
26, 1997 for the establishment of SECP in Pakistan 

• The Listed Companies (Substantial Acquisition of Voting Shares and Takeovers) 
Ordinance, 2002. 

 
2. Rules and regulations made under corporate Laws 
3. Stock exchanges’ listing regulations and bylaws (for listed companies) 
4. Civil Laws, including those that provide remedies for seeking declarations, enforcement of 

a claim and recovery, for example 
 

• The Specific Relief Act 1877 
• The Code of Civil procedure 1908 
• The Limitation Act 1908. 

 
5. Criminal Laws for breaches of trust, fraud, etc. for example: 

 
• Pakistan Penal Code, 1860 
• The Code of Criminal Procedure, 1898. 
• Special prosecution under the National Accountability Ordinance, 199 for corporate fraud 

and misappropriation. 
List Source: Ibrahim, A. A. (2005). 
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All these relevant laws in addition to SECP vision can shows us the foundational viewpoint to 
understand Pakistan’s corporate governance mega structure. Considering any one of the above law 
or rules in isolation can not guide us to understand the real picture of the corporate setup currently 
is in operational run in the country.  
 
The following diagram can explain the operational management structure for handling the 
corporate and capital market matters in Pakistan: 
 
 
Ministry of Finance 
No longer has direct control over the operations of the 
autonomous SECP 
Selects the SECP Commissioners 

   
 
 
SECP 
Regulates the corporate sector and 
capital markets. 
Supervises the stock exchanges and 
has authority over listed companies 
through stock exchange listing 
requirements. 

 
Figure 4.a: Systematic Governmental Structure for controlling the corporate market matters. 
 
Source: Hamid, H. H. & Kozhich, V., Corporate Governance in an emerging market: a perspective 
on Pakistan, Journal of Legal Technology Risk Management Vol 1, Fall 2006 (p. 11), No 1. 
 
Along with these corporate law bodies and prevailing code of corporate governance, we should 
consider that most of the corporate businesses in the country are family owned business. 
According to Ibrahim, A. A. (2005, P. 12) Pakistan’s majority of corporate shareholding structure 
resembles a concentrated family ownership structure, which is opposite to the Berle & Means 
model of separation of ownership and control. As stated in the previous chapter majority 
shareholders not only keep the controlling part of shareholding but also play active role in the 
management of the firm. 
 
Pakistan’s legal system resembles with the Anglo-American model due to Pakistan’s common law 
background, but the ownership structure of the corporations in Pakistan is opposite of the Anglo-
American structure of dispersed ownership. So the corporate governance tools prepared for the 
markets with dispersed ownership may not offer the right solution for the governance issues that 
are created within the concentrated ownership environment. According research results of 
Paligorova, T. and Xu, Z. (2009) the Pyramids having at least one controlling shareholder and a 

SBP 
Regulates the banking and 
financial sector 
Supervises bank and has ultimate 
authority to penalize and 
restructure non-conforming banks 
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subsidiary rely significantly more on debt financing than non-pyramid firms. Further results 
suggest that controlling shareholders in pyramids use debt to secure their private benefits. 
 
The example of a typical pyramid ownership structure that prevails in Fareast economies and 
Pakistan is as follows: 
 
 
 
 
 
   51 % 
 
  
 
 
 
 
   51 % 
 
 
 
 
 
 
   51 % 
 
 
 
 
 
 
 
Figure 4.b: Pyramid Ownership Structure example in Pakistan. 
 
Source: Adapted from Correia et al. (2004). 
 
According to It is very important to note that in Pakistan, the main type of agency problem does 
not exist between the management and the shareholders as analysed and explained in various 
academic researches and scholarly books, but it exist between the large shareholder and the 
shareholders having minority shares in the capital of the listed corporations of the stock exchange. 
According to Chaudry, F. A. et al (2006, P. 8), this agency problem becomes more critical due to 
weak corporate governance mechanism, inadequate disclosure and ineffective auditing practices. 
The problem of exploiting the minority shareholders rights was further analysed by the Silva, C. D. 
et al (2004), their research results show the ways in which large shareholders can confiscate the 
minority shareholder’s rights. They have explained that the major issue in this regard that the 
controlling shareholder some time transfer assets from one company to the other company in 

Family 

Company C 
(Listed or Un-listed) 

Company B 
(Listed or Un-listed) 

Company A 
(Listed) 
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which the shareholding of that company is very less and majority of the shares were owned by the 
directors of the company transferring these assets. The other example of taking un-due advantage 
is hiring non-qualified family members in the form of un-necessary staff in the company. These 
benefits give benefits to the controlling shareholders and do not increase the overall value of the 
security. According to the research results of Cheema and Siddiqu (2003) there is a positive 
correlation between the concentration of family control and the controlling shareholder’s prudence 
in terms of appropriating personal benefits. Further their research results shows that cross 
shareholding, interlocked directorships and pyramid structures are found associated with the 
securing of majority control for private benefits. The following table can show the critical picture 
of pyramid ownership prevailing in Pakistan. 
 

Market                                Percentage of Sample                           
                                            with Pyramiding 
Pakistan (Textiles)                     66.7 % 
Pakistan (Non-Textiles)             78.3 % 
Indonesia                                   66.9 % 
Korea                                         42.6 % 
Malaysia                                    39.3 % 
Philippines                                 40.2 % 
Thailand                                     12.7 % 

 
Table 4.a: Pyramid ownership and concentrated voting rights in Pakistan. 
 
Source: Cheema (2003) 
 
In these results it is important to note that a firm has been classified as being controlled via a 
pyramid if it’s controlling shareholders exercises their controlling rights through at least one 
publicly limited company. The sample size for this research was 32 listed companies in Pakistan.  
 
The final important participants in the Pakistani corporate sector are the “State-Owned 
Enterprises” (SOEs), the numbers of SOEs currently operating in the Pakistani market are 150, the 
annual financial statements and financial results of these corporations are not available openly to 
the general public, so it’s hard to analyse any finance related issues of these organizations. 
According to Hamid, H. H. & Kozhich, V. (2006, p.27) most of the SOEs are not following the 
provision of the Code. There is a great demand for the SOE-specific code for these Pakistani 
SOES, because there are a large number of companies in the economy which come under the 
category of SOEs. Pakistan International Airlines is the largest airline in Pakistan, it is a State-
Owned enterprise with an 88 % government shares. Most of the companies in oil, gas and power 
sectors are also state-owned; however government is taking serious steps to privatize all these 
SOEs to the general public by selling their shares though stock exchanges in Pakistan.  
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4.3 Important Participants of Pakistani Stock Market 
 
Pakistan is one of the fast growing economies in Asia; Karachi Stock exchange has been one of the 
best performing market in the world before the world wide recession of 2008. According to reports 
of Karachi Stock Exchange there are 638 listed companies and they are increasing day by day, but 
if we compare this amount with the size of the economy and it expansion then it can not be said as 
satisfied figure and it needs to be enhanced and expand as soon as possible.  
 
The important participants of the Pakistani Stock market are listed companies, investors, brokerage 
houses and monitoring institutions. The Pakistani corporate market is in developing stage so there 
are some problem areas that exist within the setups of all participants of the stock market. Some 
Local researchers have analysed the problems with in the set up of all participants, such as 
Ibrahim, A. A. (2006), Hamid, H. H.  & Kozhich, V. (2006), Javid A. Y. & Iqbal, R. (2010), 
Hashimi, F. A. (2011), Mubbashir, M. I. (2009), Sha, S. Z. A. et al (2009) and Khatab, H. et al 
(2011). The important participant has been discussed as below: 
 
A. Listed Companies 
 
Pakistan is an emerging market having predominance of Family-Controlled and State-Owned 
Corporations, most of research results shows that these family controlled ownership structure 
results in the weak internal control and monitoring. There is a phenomenon that shares are mostly 
held by a few large shareholders having family ties among themselves. The shares held by the 
government are not allowed to be traded publicly. 
 
The appointment of independent directors is a voluntary section of the code of corporate 
governance issued by SECP; the responsibilities of independent directors are imprecise, because 
the concept of independent director is very new to Pakistani corporate market. According to Javid, 
A. Y.  and Iqbal, R. (2010, p. 20) the code’s limited provisions on director’s independence remain 
voluntary and provide no guidance on internal controls, risk management and board compensation 
policies.  
 
B. Investors: 
 
Under the current legal setup, the Pakistani stock market is not so mature and highly regulated. 
Speculative attitude is also very important factor in the merging market like Pakistan. Because 
according to the results of Nishat, M. & Shaheen, R. (2010, p. 8) causal relationship between the 
stock market and the economy of Pakistan. And if we see the stock market from the point of 
speculation and its negative consequences then its impact can be more severe on individual 
investors than institutional investors.  
 
C. Brokerage Houses: 
 
The role of brokerage house is very important in the stock market operating in the emerging 
market like Pakistan, it is very important to note that the current system does not fulfil the 
requirements of independence and fairness of the brokerage houses for the securities and equity 
trading in the Pakistani corporate system. According to Ibrahim, A. A. (2006, p. 16) there is need 
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for the improvement of the SECP monitoring role for the better performance of all the participants 
of the market. If we see the role broker in the Pakistani market, then according to the research 
results of Siddiqi, H. (2007), the broker can manipulate equilibrium outcomes without losing 
credibility with respect to accurate forecasting, so these results encourage the brokerage 
competitions in developing markets like Pakistan. 
 
D. Monitoring Institutions: 
 
Due to the Pakistan’s common Law background, the local legal system resembles the Anglo-
American model; two important institutions are performing the monitoring role in the Pakistani 
corporate market Regulate the corporate sector and capital markets. The SECP supervises the stock 
exchanges and has authority over listed companies through stock exchange listing requirements, 
and the secondly the State Bank of Pakistan regulates the banking and financial sector, supervises 
bank and has ultimate authority to penalize and restructure non-conforming banks. According 
Ibrahim, A. A. (2006, p. 16), the “Comply or explain” regime have made the weak monitoring role 
of SECP. 
 

4.4 Ownership and Board Composition in Pakistan 
 
As we are analyzing the impact of ownership and board composition on the firm performance in 
Pakistan, so we should seriously consider the research results of Zaheer, Z. (2006, p. 8) about 
Pakistan, he explained that in Pakistan few families can control shares in the target company either 
by owning shares or indirectly through associated companies, which are under their control. Many 
local corporations in Pakistan use cross-shareholdings and inter-locking directorships to retain 
majority control. These family members retain the decision making control over the capital 
invested by the external investors such financial institutions and minority shareholders. The 
family-based owner who also manages the affairs of the listed companies in Pakistan usually 
enjoys the discretion over the allocation and disbursement of the capital provided by the external 
investors. This discretion become stronger for these family members due to the availability of 
weak disclosure practices and poorly regulated auditing setup. It is very un-fortunate fact that these 
discretionary powers are usually used to get the private benefits and engage in “rent-seeking” 
activities. Minority shareholders and the external investors are not in the position to control or 
impose any check and balance on the private benefits seeking behaviour of the family controller 
due lack of control local listed companies and due to complete dominance of the family members 
over the boards of the companies. 
 
Next important problem in the Pakistan corporate market is that there is lack of penal provisions in 
the code of corporate governance issued by SECP in case non-compliance. According to research 
results of Hamid, H. H. & Kozhich, V. (2006, P. 27), that the code of corporate governance has the 
“comply or explain” regime, according to this an auditor simply verifies a statement which is 
submitted by the company to him in which company indicates what areas of the code it has 
followed, and the auditor is not necessarily bound to verify the accuracy of the information. 
According to Hamid, H. H. & Kozhich, V. (2006, P. 28) the penal provisions are an “ex post 
mechanism” that do not protect the interests of minority shareholders until it is too late, further 
problem is that if some penalties are imposed on the company, they again are the burden on the 
minority share holders because they also have a stake in that company. 



 47

 
The financial press in the local Pakistani corporate market is not playing active role and it does not 
provide the active deterrence for the minority shareholders. The financial press could not provide 
the additional level of pressure for the companies to follow the better corporate governance 
provisions which are although voluntary but if followed properly can give better results. According 
to Hamid, H. H. & Kozhich, H. H. (2006, P. 28) the role of financial press become more important 
where the traditional enforcement mechanisms are lacking or are ineffective like Local Pakistani 
Corporate market. The financial press is still in developing and is not playing it due active role. 
 
The local legal system provides limited effective resources for any shareholders for his ownership 
rights enforcement, so it finally let the minority shareholders whose rights already have been 
exploited by the majority shareholders. The Pakistani court system is already overburdened and 
furthers the corporate case get further delay due to lack expertise in the field of corporate 
governance. 
 
The appointment of independent directors in the board is a voluntary requirement in the Code; still 
many companies (including all those firms who do not require complying with Code) have 
appointed the independent directors. But here the major issue is that usually it is difficult to find 
persons willing to serve as independent director because their remuneration is not that level that 
commensurate the level of duties and liabilities of directors. And finally the corporate governance 
law in Pakistan is fragmented, according to Hamid, H. H. & Kozhich, V. (2006, P. 29) although 
the code was recently promulgated in 2002, certain corporate governance provisions remains only 
in the companies ordinance 1984. The need for cross referencing of Code and companies 
ordinance 1984 for the better protection of minority shareholders because companies ordinance 
already dealing with the protection of minority shareholders.  
 

4.5 Current situation of family-controlled shareholding in Pakistan  
 
According to the survey results which were compiled and drafted by ACCA Pakistan, 
commissioned and edited by the International Finance Corporation, SECP and Pakistan Institute of 
Corporate governance in 2007, the 89 % of the corporations in Pakistan stated the main reason for 
compliance was that the code of corporate governance was mandatory and there was no option to 
avoid it, 81 % of the respondents published a statement of compliance with code of corporate 
governance in their annual reports simply to demonstrate their compliance with the code. 82 % of 
the corporations consider the compliance with legal and regulatory requirements was the only 
benefit of adoption of corporate governance practice. 50 % of the respondents have not introduced 
independent non-executive directors to the board of directors or established general shareholder 
meeting procedure, 54 % of the corporation in Pakistan have not established conflict of interest 
and related-party transactions administration procedures, 53 % have not implemented a formal 
remuneration system for executives and 55 % did have any corporate governance improvement 
plan.  
 
Further in the survey it has been disclosed that key executives of the responding companies were 
unhappy with the duties and functions performed by institutional investors as members of the 
board of directors, they further explain that the representatives of institutional investors always 
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have load of over-work because each one is on more than ten different boards and they do not 
generally come prepared for board meetings. 95 of the respondent although had an audit committee 
but only 34 % had a majority of non-executive directors as required by the code. According to 
Ahmed, H. Z. (2009, p .2) the enforcement of code is weak because the “comply or explain” 
regime in place does not give the SECP an active monitoring role in Pakistan. The listed 
companies just need their statement of compliance signed by a verified accountant, accordingly 
majority of the companies consider the code as simply requiring a rubber stamp and not any 
serious relevant compliance with the code of corporate governance. Although the Karachi Stock 
Exchange was one of the best performing Stock Exchange in the World from 2000 to 2003 
(Mangi, N. A. Business Week, 2003) but according to research results of Hamid, H. H.  and 
Kozhich, V. (2006) attracting the equity financing is still not a priority for the local companies in 
Pakistan because of lack of competition in various industries. Family controlled companies are 
often satisfied with their equity value and position in the market; these companies do not prefer to 
take risk of weakening family control by selling shares to minority investors. The research results 
of this report shows that although the corporate governance code of SECP provides for the 
representation of independent non-executive directors, including those representing minority 
interests, on the board of directors of listed companies. But this provision is only one of the two 
voluntary provisions in the Code, so the result is that although the listed companies are bound to 
follow the code yet they do not follow the provision that is the most important to the minority 
equity investors. The proportion of independent directors on a board is also not specified by the 
Code. 
 
After joining the World trade organization on 1 January, 1995. Pakistani financial and consumer 
market is more opened to the world, the amalgamation and mergers between the local and 
international firms are increasing day by day, so it is promoting the integration of local market 
with international capital markets. A big challenge for the local firms in Pakistan is to improve 
their mechanisms of corporate governance as soon as possible because they are facing very high 
competition in the world market; the firm with weak corporate governance will lose their market 
share in international market, also it is very important to introduce the corporate governance 
mechanism to the majority of the family owned firms. 
 
Researches and literatures on corporate governance in Pakistan have been increased for last few 
years, the local researchers in Pakistan came up after the year 2000, and in the start they had given 
a lot of attention to the theoretical analysis such as moral hazard in agency relationship and 
analysis of ownership composition of listed companies in Pakistan. But in the recent studies there 
is a propensity that researcher began to use empirical analysis, and most of them had focus on 
ownership structure because it is an argument issue that whether the highly concentration of 
ownership structure is inversely related to company’s performance or vice versa.  
 
The research results of Javid, A. Y.  and Iqbal, R. (2010, p. 10) about Pakistan corporate sectors 
confirms the theoretical notion that the firms with better investment opportunities and larger in size 
adopt better corporate governance practice. The results also show that ownership concentration is a 
response to poor legal protection. According to these researchers “Positive and significant 
coefficient of aggregate governance score and disclosure score indicate this fact that firms with 
higher-quality corporate governance and which are transparent are valued higher. In general the 
firms that align the managers and shareholders interest and are transparent are significantly valued 
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by investors. These results are consistent with agency theory which focuses on monitoring of 
managers whose interests are assumed to diverge from those of other share holders”.  
 
The research results of Khatab, H. et al (2011) about the listed companies in Pakistan shows that 
the leverage and growth have a positive relationship with Tobin’s Q, which confirms a significant 
effect in measuring performance of the firm, which means that the corporations with better 
corporate governance setups perform well as compared to the companies having no or less 
effective corporate governance setup.  
 
 
 
The impact of ownership structure and board composition on the firm performance is very popular 
and important topic in many research studies in the field of corporate governance. In the context of 
Pakistan, the issue of impact of ownership structure and board composition on the firm 
performance has been investigated a lot by local researchers. There is highly concentration of 
ownership structure, the family members owns the bigger block of ownership of corporation in 
Pakistan. In this research, ownership structure and board size is capitulating as control variables 
because these are very important determinants which have impact on capital structure and firm 
performance. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 50

Chapter 5: Literature Review 
The secondary literature review is very helpful in scheming and executing the research analysis, it 
enables the researcher to conclude what has already been done on the topic under debate. The 
researcher some time find it hard to determine how best to apply a given conduct in an experiment, 
how accurate to analyse a multifarious set of data, or how best to interpret outcomes of the study 
that do not fit a predicted pattern. All these issues can be tackled through literature review. 
According to Boote, D. N. and Beile, P. (2005) a thorough, sophisticated literature review is the 
foundation and inspiration for substantial, useful research. Literature review helps in locating the 
linkages among the variables and ideas which were not considered previously by the researchers. 
The literature review also helps the researchers to make recommendations for future researchers. A 
well written literature review should have the following qualities: 
 
Organization: The stream of literature review should be from general to specific. 
Relevance: The literature review should be relevant to the research question. 
Omissions: The researcher should include all points of views on that topic with honesty and 
integrity. 
Citation: Citations are the references a writer uses in the text. 
This is a short paragraph consisting of few lines that can summarize the literature review.  
 
For this thesis, we have used data from published secondary sources such as: web pages, journal 
articles and books. The following are the findings of our literature review about our research topic: 
 

5.1 Literature review about the impact of the Ownership 

structure on firm performance 
 
There is a mixed research results on the impact of ownership structure and board composition on 
the firm performance, as according to Dhnadirek, R. and Tang, J. (2003) who investigated the Thai 
corporate market and found that concentrated voting power beyond a certain level is negatively 
associated to the firm performance. But according to Schiehll, E. (2006), investigated this issue 
particularly for Canadian capital market and found that large inside shareholdings tend to be 
negatively associated to firm performance, while no association is found in firms with a majority 
of large outside shareholdings or firms combining large inside and outside shareholdings in its 
ownership structure. So we can say that the empirical studies on this topic have got inconclusive 
findings. 
The research results of Bauguess, S. W. et al (2009), suggest that inside (managerial) ownership 
has a positive relation with target return, whereas active-outside (non-managing director) 
ownership has a negative relation with target returns. Some researchers like Himmelberg, C. P. et 
al (1999) could not find any relation between the managerial ownership and the financial 
performance of the firm, even some researchers like Claessens, S. and Djankov, S. (1999) 
investigated the Czech republic corporate sector for this issue and found a positive relation 
between ownership concentration and financial performance of the company, also Thomsen, S. and 
Pedersen, T. (2000) analyzed the performance in the largest European companies, they found 
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positive effect of ownership concentration on shareholder value (market-to-book value of equity) 
and profitability (asset return).  
 
Before the previous studies, Craswell, A. T. et al (1997) investigated the Australian Stock market 
for the relation between the distribution of equity ownership and corporate performance for 349 
publicly traded Australian firms in 1986 and 1989 and the results weakly supported a curvilinear 
relationship between insider ownership and corporate performance, although the relationship was 
both temporally unstable and inconsistent across different firm size groups. Xu, X.  and Wang, Y.  
(1999) investigated the Chinese corporate market and found a positive correlation between 
ownership concentration and a firm’s performance,  
 
Duggal, R. and Millar, J. A. (1998) investigated the firms listed on New York Stock exchange and 
have listing in S & P 500 Index for the relation between the institutional ownership and bidder 
gains and they found that institutional ownership having high concentration in the company has 
positive relation with the bidder gains, however they found that the institutional investors having 
high ownership concentration do not enhance efficiency in the market for corporate control. There 
results also conforms with the arguments of Demsetz and Lehn (1985) that ownership 
concentration is determined by specific factors and that, once these factors are accounted for, no 
relation may exist between the ownership concentration and firm performance.  
 
The issue was further analyzed by Krivogorsky, V. (2006), Her analysis of 87 European firms 
about the impact of ownership and board structure on the firm performance in continental Europe 
gave results which suggest that there is a strong positive relation between the level of relational 
ownership and profitability ratios and also there is positive relation between the portion of 
independent directors on the board and the profitability ratio, and finally there was no strong 
relation found between the portion of inside directors or level of managerial ownership and the 
profitability in continental European companies.  
 
There is another point that whether the external crises could effect the financial performance and 
corporate efficiency of the company, the issue was investigated by the Claessens, S. et al (2000) 
for the sharp decline in the financial performance of the East-Asian corporation following the 1997 
financial crisis and they found that firm-specific weaknesses already in existence before the crisis 
were important factors in deteriorating performance of the corporate sector.  
 
Bjuggren, P. O. et al (2007) investigated the Swedish corporate sector for the effects of ownership 
concentration and vote differentiated shares on the financial performance of the company and 
found that there is negative impact of vote-differentiation and ownership concentration on firm 
value and investment performance. Here if we see the research of Schiehll, E. (2006) who 
investigated the Canadian corporate sector for the ownership concentration and firm performance, 
as measured by the firm’s Q ratio, Using the panel data from a sample of 159 Canadian public 
firms over a three-years period, the findings of this research suggest large inside shareholdings 
tend to be negatively associated to firm performance, while no association is found in firms with a 
majority of large outside shareholdings or firm combining large inside and outside shareholding in 
its ownership structure. Further in his research findings and conclusion he has mentioned that 
concentrations of voting rights is negatively associated to firm performance only in firms with a 
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majority of large outside shareholders, suggesting that the market may not discriminate between 
voting rights and ownership concentration in owner-managed firms.  
 
Gedajlovic, E. and Shaprio, D. M.  (2002) examined the relationship between the ownership 
structure and financial performance of 334 Japanese corporations for the 1986-91, and found 
positive relationship between ownership concentration and financial performance that is consistent 
with agency theory predictions.  
 
Mudambi, R. and Nicosia, C. (1998) investigate ownership structure and firm performance for the 
UK financial services industry and found that ownership concentration and the degree of 
shareholder control have radically different effects on firm performance. In particular, increased 
control vested with large share holding groups appears to be positively related to the performance. 
However, increased concentration seems to be inversely related to the same performance measure. 
So this suggests that owner concentration per se may be an incomplete measure in this context. 
Secondly they found that there is strong evidence pointing to a non-monotonic relationship 
between managerial shareholding and the performance of the company. These findings give 
support to the theory suggesting the conflicting entrenchment and convergence effects of 
managerial share holding. Another aspect of ownership composition and performance based 
schemes was analyzed by the Burkart, M. et al (1997) and found that monitoring and hence 
ownership concentration may conflict with performance-based incentive schemes.  
 
Lefort, F. and Urzua, F. (2008) analyzed the board independence and ownership concentration on 
the firm performance and found that  the proportion of independent directors affects companies’ 
value after properly correcting for endogeneity, further they found that when analyzing separately 
the proportion of outside directors and professional directors, only the proportion of outside 
directors seems to affect company value.  
 
Ferreira, J. V. (2008) analyzed the Portugal corporate sector to find the impact of ownership 
concentration on firm performance of the closely-held (family) company after it goes public, and 
found that the decrease in the performance are related to the five factors, first is that the 
shareholders who are the real owner of the company are not in the management which increase the 
agency cost, secondly performance of the company goes down because the level of equity 
concentration after going public is low, thirdly he found that performance goes down due to low 
level of equity retention by the founding shareholder, Ferreira, J. V. (2008) fourthly found that the 
economy health during the timing of sale is also very important factor and if it is not in good shape 
it can affect the firm performance and final factor that can affect the firm performance he found 
was the change in the old CEO.  
 
Fernandez, C. and Gomez-Anson, S. (2006) investigated the Spanish capital market, they found a 
positive effect of ownership concentration on firm performance and they also found that it also has 
relativity with the firm’s size, not only the research of Fernandez, C. and Gomez-Anson, S. (2006) 
but many previous researches for Anglo-Saxon economies on this topic found the same results.  
 
Chiou, J.R. and Lin, Y. (2005) compared the China and Taiwan’s structure of corporate ownership 
and investigate that whether corporate performance of firms are affected by different ownership 
composition and concentration, they found that the firm’s  operating performance is negatively 
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correlated with the ownership concentration by state-owned shares, but positively correlated with 
institutional shares but in Taiwan, there is a positive relationship between ownership concentration 
and operating performance. 
 
The Research results of Lisboa, I. and Esperranca, J. P. (2006) also confirming that firm 
performance increases as the firm’s owner sustains its control because the interests of managers 
and owners are aligned.  
 
According to the research results of Farooque, O. A.(2007) et al who analyzed the Bangladesh 
Corporate market to know the impact of ownership structure on corporate performance of the 
firms, the ownership structure does not have a significant impact on performance (Tobin’s Q or 
ROA). They further mentioned that performance does appear to have a significant negative impact 
on ownership. There results shows that despite the governance difference between Bangladesh and 
developed market economies, there are strong similarities in “internal governance system” and 
implications of agency theory. 
 
Xu, X. and Wang, Y. (1999) investigated whether ownership structure can heavily affect the 
performance of publicly listed companies in China within the framework of corporate governance, 
and firstly they found that there is positive and significant correlation between ownership 
concentration and profitability, secondly they found that the firm’s profitability is positively 
correlated with fraction of legal person shares, but they found that the firm performance is 
negatively or uncorrelated with the fractions of state shares and tradable A-shares held mostly by 
individuals. 

5.2 Literature Review about the Impact of Board Composition, 

pyramid ownership and inside director ownership on firm 

performance 
 
 
Mashayekhi, B. and Bazaz, M. S.  (2008) uses data from companies listed in Tehran stock 
Exchange for the years 2005-2006 to investigate the effects of board size, board leadership and 
institutional investors on firm performance and found that there is negative correlation between the 
board size and the firm performance, secondly they found that the presence of outside directors 
strengthens the firm’s performance, but they could not find any relationship between leadership 
structure  and firm performance, and finally they found that the presence of institutional investors 
on the board of directors is not positively associated with firm performance.  
 
Ho, C. A. and Williams, M. (2003) investigated the link between corporate board features (which 
include board composition, inside director ownership, duality and board size) and corporate 
performance for the sample of 286 listed companies, of which 84 companies were taken from 
South Africa, 94 firms taken from Sweden and 108 firms from UK, the empirical analysis of this 
research as a whole did not discern consistent significant link among the four board features and 
corporate performance across the three nations, however, the researchers found that individual 
board features are found to influence corporate performance in isolated cases, and finally the study 
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suggests that even under different sociopolitical and economic conditions the corporate control 
needs vary across firms.  
 
Although we are focusing on the topic of impact of board and ownership composition on the 
financial performance of the company, but there are several external factors there which can effect 
the financial performance of the company, this country or region specific aspect is very important 
to consider in our research because we are studying the impact of board and ownership 
composition on the financial performance of particularly firms which are listed in Karachi Stock 
exchange. A very important and relevant research in this regard was done by Adreson, A. and 
Gupta, P. P. (2009); they analyzed the corporate governance, financial structure and the legal 
system literature streams to study whether firm performance is enhanced when its governance 
structure embodies the demands of the host country’s financial structure and legal system. They 
took the sample of 1736 unique firms representing 22 countries and found that the joint effect of 
country’s financial structure and legal system does matter when explaining the relationship 
between the performance and the overall level of corporate governance in a given country.  
 
Further research on the issue of board size and composition was done by Andres, P. D. and 
Vallenlado, E. (2008); they took a sample of large international commercial banks to test 
hypotheses on the dual role of board of directors. Their results show that bank board composition 
and size are related to the director’s ability to monitor and advice management and further they 
found that the larger and not excessively independent boards might prove more efficient in 
monitoring and advising functions, and create more value. The importance of effective and 
efficient corporate governance in company’s management and board composition is always 
important and it is being considered more seriously specially in the post-Sarbanes-Oxley period.  
 
According to the results of research studies conducted by Jian, W. et al (2008), there is significant 
inverse relationship between the levels of corporate governance and absolute discretionary accruals 
and higher quality of earnings, further in this studies researchers found that corporate governance 
is negatively associated with small earning surprises, it means that the weak corporate governance 
encourage the higher management in a firm to manage earnings in order to meet or beat analyst 
forecasts.  
 
The board composition and corporate governance practices definitely have impact on the risk 
seeking or aversion policies of the company and it decides the investment and financing policies of 
any firm, the research results of Wen, Y. F. (2010) support our previous argument, as according to 
the results of the research it was observed that financial constraints cannot change the behavior of 
risk aversion when firms are facing gains, but the irrational behavior cannot be observed when 
variable of corporate governance structure are included, and secondly they found that no behavior 
of risk seeking was observed when the firms facing losses with the consideration of financial 
constraints or corporate governance. The observation of strict corporate governance mechanism in 
the board composition and the dual role of CEO (as chairman of board of directors) is very 
important factor for firm performance.  
 
Judge, W. Q. (2003) studied the Russian corporate market and found negative relationship between 
“informal” CEO duality and firm performance, secondly they found that the more vigorously the 
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firm pursues a retrenchment strategy, the more negative the relationship between proportion of 
inside directors and firm performance.  
 
 
The impact of board size on the firm performance in Irish stock market has been studied by 
Connell, V. O. and Cramer, N. (2010) and they found that the board size have the negative 
association with firm performance, secondly the study found that the relationship between board 
size and firm performance was significantly less negative for smaller firms but positive and 
significant association was found between the firm performance and percentage of non-executives 
on the board, this study was done particularly for the Irish stock market and the researchers has 
clearly mentioned that studies in many other countries generally fail to report any significant 
association between the board composition and the firm performance. The researchers have clearly 
mentioned that they have considered the potential reasons for this contrast.  
 
Bianco, M. and Casavola, P. (1999) investigated the Italian Stock market for the impact of 
corporate governance on the firm performance and stated that the Italian model of corporate 
governance is characterized by a high degree of ownership concentration for both unlisted and 
listed firms, their results suggest the ambivalent effects of pyramidal group structures, the results 
further support the pyramidal groups concept. The researchers stated that the pyramidal groups 
enable the ownership to be separated from control and have facilitated the growth of 
entrepreneurial projects; the results stated that due to these pyramidal groups the internal capital 
markets may have helped in financing deserving projects. Finally their results suggest that the 
system which is suffering especially from dynamic efficiency problem and the concentration of 
ownership may have made control insufficiently contestable, and hampering the efficient selection 
of controlling agents. The presence of number of non-executive directors in the composition of 
board is a very important factor of corporate governance, and many studies stated previously 
supported its positive relationship with the better firm performance. 
 
But Tosi, H. L. et al (2003) have different point of view, according to their research results the 
managers and board members are human. In some cases, despite trying to be ethical, they take 
such decision which would be considered as unethical in the eyes of other people. They behave 
unethically unintentionally and they exploit the company resources for their personal benefit. The 
main reasons behind it are the opportunities and incentives which drives them to make decisions 
that are ultimately not in the best interest of the shareholders. The main aim of the corporate 
governance mechanism is to create a control environment that can minimize the chances of any 
fraud or embezzlement in the utilization of firm resources, the board of directors are the agents of 
shareholders and supposed to take such steps which can maximize the wealth of shareholders.  
 
Board composition is very important factor for the creation and operational efficiency of control 
environment, Chen, G. et al (2006) studied the Chinese capital market, and they found that the 
proportion of outside directors, the number of board meetings, and the tenure of the chairman are 
associated with the incidence of fraud. The company laws prevailing in the country has a great 
direct external impact on the board composition, ownership composition and internal control 
environment of the firm, this particular issue was studied by Hossain, M. et al (2001), they explore 
the New Zealand corporate market, and according to their research results the effects of the 
companies act and related legislation are relatively benign in so far as influencing the relationship 
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between firm performance and outside board representation is concerned. They further found that 
the legislation did not seem to enhance or weaken the positive relationship between the outside 
board representation and form performance. The board and ownership composition in family-firm 
structure can have impact on the corporate transparency and finally on the financial results of the 
firm. 
 
Nordin, W. and Hussin, W. (2009) explored the Malaysian market to know the impact of family-
firm structure and board composition on corporate transparency, according to the results found in 
the research, they stated that the firm are more inclined to disclose all required items for the 
primary basis of segment reporting, they have further stated that their research results are 
consistent with the research results presented by Ali, et al (2007) and Wang (2006), and finally the 
results also indicate that the firms with higher proportion of affiliated directors are more willing to 
give enhanced segment disclosures, but they could not find any evidence to support the issue that 
the independent directors and institutional investors promote corporate transparency, they have 
mentioned that this particular finding is consistent with previous Malaysian studies. 
 
Prevost, A. K. et al (2002) investigated the New Zealand for the relationship between the board 
compositions, board and firm size, inside ownership, future growth of the firm, representation of 
outside board members and financial performance of the firm, and according to the research 
results, they stated that the board composition and the firm performance jointly impact each other 
in a positive manner, further in their results, they mentioned that the firm performance is inversely 
related to the firm size, positively impacted by future growth, and have nonlinearly relation with 
the inside ownership. They have stated that although the legislation and companies act in 1994 is 
associated with increased representation of outside board members, yet this increased is not 
associated with enhanced firm performance which may be a consequence of increased liability 
placed on directors. As we are analyzing the impact of board and ownership composition on the 
financial performance of the firm, here it is very important to explore the determinants of board 
size and composition, because it will help us in understanding the reasons and the ways how the 
board composition and size affect the financial performance of the company.  
 
Bennedsen, M. et al (2008) analyzed the casual effect of board size in the performance of small 
and medium-size firms, and according their research results, there is strong positive correlation 
between family size and board size and show this correlation to be driven by firms where the 
CEO’s relatives serve on the board, secondly, they found empirical evidence of a small adverse 
board size effect driven by the minority of small and medium-sized firms that are characterized by 
having comparatively large boards of six or more members.  
 
Guest, P. M. (2008) investigated large sample of UK firms from 1981 to 2002 and according to his 
found evidences based on the hypothesis related to comparative analysis of the UK and US legal 
and institutional settings, the UK boards will play weaker monitoring role and hence board 
structures will not be determined by monitoring related factors, his evidence supports the issue that 
board structure determinants differ in predictable ways across different institutional settings. 
During the comparison of US and UK reforms Guest, P. M. (2008) found that US reforms were 
mandatory as compared to UK reforms which are voluntary, he found the voluntary reforms more 
effective that a mandatory approach, because the earlier approach allow firms to choose board 
structures most appropriate for their own needs. The research results of Guest, P. M. (2008) states 
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that although the UK reforms have a significant impact on board structures, yet a large number of 
firms choose not to comply with these reforms and those firms who appear to do so have strong 
economic reasons for it, and finally the results shows that reforms also appear to reduce the ability 
of well performing CEOs to influence board structures. The board and ownership composition and 
impact of outsider directors on the firm performance are very important factors for not only the 
financial performance of the firms which are listed on stock market and have large base of 
shareholding but also for the family-firms which have limited number of shareholders, because 
these family-firms and SMEs have a very big part and share in the economy of any country.  
 
Arosa, B. et al (2010) investigated the impact of outsiders on the board of directors on the firm 
performance for the Spanish non-listed family firms, their findings indicate that affiliated directors 
have a positive impact on firm performance in family firm, but in further in their research results 
they found that the positive impact of presence of independents on the board on the financial 
performance of the firm is also related to the generation running the firm, they found that the 
positive effect of independents on performance was found when the firm is run by the first 
generation, the presence of independents has no effect on performance when the firm is run by the 
second and subsequent generations. The corporate takeovers is considered as an effective 
alternative control mechanism to discipline the top management, many research studies shows 
inverse relation between pre-takeover market performance and the CEO turnover subsequent to 
corporate takeover.  
 
According to the research results of Kini, O. et al (1995) takeovers serves as a “substitute” for 
outside directors and can be seen as an alternative control device. They further show that the 
discipline attached with takeovers goes beyond top level management to effect restructuring of the 
entire board. The nature and effects of the discipline depends on the composition of the target 
board prior to the takeover. The research results state that the corporate takeovers result in the re-
composition of the board of directors of a firm in a way than leads the board to a more even 
balanced number between inside and outside directorships. According to the researchers, there are 
basically two general effects of the disciplinary takeover. Firstly if there is a dominancy of inside 
directorship, then the number of inside directorships decreases while the number of outside 
directorships remains about the same and secondly if there is dominance of outside directorships in 
the board then the disciplinary takeover decrease the outside directorships and increase the inside 
directorships, so it finally leads the board towards more even balance between inside and outside 
directorships. Board structure and the firm performance has been analyzed by various researcher 
world wide, they have  found and stated different results according to circumstances prevailing in 
their research cases, also from different angles of research. Previously we have seen many research 
results of various researchers from different countries; part of them analyzed listed firms and some 
of them analyzed family-firms, a very important aspect of this issue is the impact of board 
composition on the efficiency of state-owned enterprises. 
 
Bozec, R. and Dia, M. (2005) who analyzed the relationship between board composition and firm 
performance of 14 Canadian state Owned enterprises, this area of research is unique because state-
owned enterprises have no other control factor than the board of directors. The research results of 
multivariate analysis suggest that although the board size and board independence are positively 
related to firm technical efficiency yet it would be only possible when state-owned enterprises are 
exposed to market discipline. This can be explained in that way that the product market 
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competition is a very basic condition for the efficiency, effectiveness and performance of the board 
of directors of state-owned enterprises. The board and ownership composition also change with 
passage of time, it could be affected due to various issues, one of them could be introduction of 
new legislative changes, and it could be result of transformational changes with in the legislative 
institutional management style, off course ultimately it will affect the firm performance, as 
previously in this chapter, we have seen the research results of Guest, P. M.  (2008) who 
investigated large sample of UK firms from 1981 to 2002 and according to his found evidences 
based on the hypothesis related to comparative analysis of the UK and US legal and institutional 
settings, the UK boards will play weaker monitoring role and hence board structures will not be 
determined by monitoring related factors, his evidence supports the issue that board structure 
determinants differ in predictable ways across different institutional settings.  
 
Further research related to the relation between the determinants and board composition which will 
finally affects the firm performance, was conducted by Linck, J. S.  et al (2008), they examined the 
data of 7000 firms from 1990 to 2004, under the guidance of recent theoretical work they 
examined the relationship among the corporate board structure, trends and the determinants. The 
results of their empirical studies found that board structures across firm are consistent with costs 
and benefits of the board’s monitoring and advising roles. According to their results, the firms with 
high growth opportunities, high R&D expenditures, and high stock return volatility are associated 
with smaller and less independent boards, further they found that large firms have the tendency of 
having larger and more independent boards. High managerial ownership was found to have 
relationship with smaller, less independent board. This result was found consistent with the 
hypothesis that managerial ownership and the monitoring of the board are analyzed as substitute 
mechanisms for governing the organizations.  
 
Further analysis of the data in the particular research gave the results that if the inside managerial 
ownership proxies for the managerial power, then the results guide us to another hypothesis that 
consider that powerful managers structure their boards in such ways that the board can help these 
managers to give more personal benefits to these manages themselves.  The results of the research 
guide that firms having more independent boards give more opportunities to insider to extract the 
private benefits and usually in these cases the CEO has greater influence over the firm’s board of 
directors. Overall results of this research show the relations between board structure and firm 
characteristics which means that any regulatory frame work that imposes uniform requirement on 
board structure could be miss-used and would be less effective for corporate control in the firms 
operating in the economy.  
 
The impact of independent director and representation of institutional investors in the board is also 
an important issue for the board composition and its impact of financial performance, Sarkar, J. 
and Sarkar, S. (2009), analyzed the same issue, they analyzed the sample of 500 large companies 
in Indian corporate market and found that the institutional specificities of emerging economies like 
Indian could work in favor of sustaining high level of multiple directorships for independent 
directors without necessarily impairing the quality of corporate governance, there findings were in 
contrast to the existing evidence from the US studies and lend support to quality hypothesis that 
busy outside directors are likely to be better directors.   
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The research results of Mir and Nishat (2004) about the local Pakistani listed companies suggest 
that percentage block holding by individuals, family members and industrial companies have 
positive impact on firm performance, but the percentage of block holding by insider has negative 
relationship with performance, further results suggest that the firm performance is adversely 
effected if CEO also acts as chairman of board of directors. The research results of Shah et al 
(2011) about the impact of ownership structure on firm performance in emerging market suggest 
that concentrated ownership at board show weak performance whereas the companies with 
independent board perform better.  
 
Dehaene, A. et al (2001) investigated Belgian corporate market to find the relation between the 
corporate performance and board structure in Belgian companies. They have mentioned that these 
issues until now have largely been placed in an Anglo-Saxon business context, and very limited 
references have been made to other models, such as continental European, that exist. They 
analyzed the composition of the board of directors in a sample of 122 Belgian companies and 
verified whether this composition has an impact on the performance of the firm. They found the 
evidence that board size and percentage of outside directors were positively related to related to 
company size and this variable differ significantly across industries, further research results 
suggest that there is a significant positive relationship between the number of external directors 
and return on equity. The final findings of Alexander et al (2001) are very much distinguish than 
the results found by the various researchers worldwide, which suggest that where the functions of 
chairman of board of directors and the CEO are combined, the return on assets is significantly 
higher. So we can not ignore the influence of regional corporate governance laws, board 
composition norms and also the operational style prevailing in a particular country while analyzing 
its relation with firm performance.  
 
The role of institutional investor in the financial and corporate performance of the firm is a very 
important aspect of research, as the firm is a part of society and it is bound to operate with in the 
social boundaries of the society, the financial performance of the firm can have a relation with 
these social boundaries. The corporate social performance (CSP) is an effective measure to analyze 
the level of the social performance of any firm in a society in this regard, Mahoney, L.  and 
Roberts, R. W. (2007) performed the research to analyze the relationship of corporate social 
performance (CSP) to the financial performance (FP) and the institutional ownership. Although 
they could not find any significant relationship between a composite measure of firm’s CSP and 
FP, yet they found significant association between the individual measures of firm’s CSP 
regarding environmental and financial performance of the firm. Further their research results 
suggest that there is a significant relationship between the firm’s composite CSP measure and the 
number of institutions investing in firm’s stock. Finally they found that there is significant 
correlation between the firm’s corporate social performance rating about their worldwide activities 
and the number of institutions investing in firm’s stock. The second variable that has been found to 
have significant relation with number of institutions investing in firm’s stock is the product quality.  
 
But the research results of Davis, E. P. (1996), give different view point, according to him the 
development of institutional investors has played a pervasive and often neglected role in the 
development of financial systems, further the research findings of Mahoney, L. and Roberts, Robin 
W.  (2007) suggest the mixed support for the business case for CSP, subject to the limitations 
inherent in the use of specific CSP measures.  
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The research results of Erickson, J. et al (2005) gave a very new aspect to the issue of relation 
between the ownership and board composition and firm value as well as firm performance, they 
analyzed financial data of a large number of publicly traded Canadian firms over the 1993-1997 
period, the results of the research indicate that the greater board independence does not have a 
positive influence on firm value and that the poorly performing firms increase the proportion of 
outside directors in the subsequent periods. The results of the research also suggest that directors 
from financial institutions can provide monitoring benefits, finally the results shows that there is 
negative effect of dual class common stock on firm value is mitigated by board independence, the 
participation of officers from financial institutions and audit committee independence. So the 
findings of research shows that effective corporate governance can increase the firm value in the 
countries with high ownership concentration even in the presence of strong minority shareholders 
protection. 
 
According the research results of Dahya, J. et al (2008) who investigated the relation between 
corporate values of the firm, with the board made up of independent directors in 799 firms with a 
dominant shareholder across 22 countries, they found positive relation for this analysis. They 
mentioned that their results suggest that the cost of appointing independent directors could be loss 
in perquisites associated with being a dominant shareholder. So, not all dominant shareholders 
choose independent directors. 
 
The ownership and board composition not only have relation with the financial performance of the 
company but also have link with the dividend policy of the company, because the issue of dividend 
policy is too much important for the minority shareholders, the research results of Chen, Z. et al 
(2005) shows that the composition of the board of directors has little impact on firm performance 
and dividend policy, particularly for small market capitalization firms. They analyzed a sample of 
412 publicly listed Hong Kong firms during 1995-1998 in order to find the relation between 
concentrated family ownership and the firm performance, secondly its impact on dividend policy 
and finally the impact of corporate governance on performance, value and dividend payouts of the 
company. Their research results do not show a positive relationship between family ownership and 
return on assets, return on equity or the market-to-book ratio. They find a negative relationship 
between the CEO duality and performance (this duality of CEO is much more found in family-
controlled firms). The research results found a significant negative relationship between dividend 
payout and family ownership in small firms, and dividend payouts in the small firms has a little 
sensitivity to performance.  
 
Although the relation between the firm performance and the board size has been analyzed and 
examined by various researchers worldwide, yet Cheng, S. (2007) has analyzed a completely new 
aspect of this relation, Cheng , S. (2007) analyzed the relation between the board size and the 
variability of corporate performance, and according to his research results, the firms with larger 
boards have lower variability of corporate performance, further results of the research suggests that 
board size is negatively associated with variability of monthly stock return, accounting return on 
assets, Tobin’s Q, accounting accruals, extraordinary items, analyst forecast inaccuracy and also 
the R& D  spending and expenditures, Cheng, S. (2007)  also found that board size is negatively 
associated with frequency of acquisition and restructuring activities including capital structure. 
 



 61

The research results of Lemmon, M. L.  and Lins, K. V.  (2003), who investigated 800 firms to the 
impact of East Asian financial crisis of 1997 on the firm value, and further the role of ownership 
structure on the firm performance. They took the data from eight East Asian countries and found 
that the association between lower stocks return and pyramid ownership structures is present only 
in the firms where the management groups also have the high level of control.  
 
The impact of ownership structure on the corporate risk taking was analyzed by Paligorova, T. 
(2009), according to his research results there is positive relation between the corporate risk-taking 
and equity ownership of the largest shareholder.  
 
Masulis, R. W. and Pham, P. K. (2009) analyzed whether family-controlled business groups (often 
structured as pyramids) are a means to facilitate better access to capital or to expropriate minority 
shareholders. They analyzed the sample of 28,039 firms from 45 countries. The research results 
suggest that family groups tend to consist of large, established and high-dividend-paying firms. 
These groups use high leverage and further results show that expropriation risk is outweighed by 
the funding reputation and corporate control benefits provided by a family business group. The 
research finding of Gonenc, H. (2009) are also giving the same results, according to his results the 
firms in an affiliated group transfer funds with a group by using the transactions such as trade debt, 
and issuing cash rights and bonus shares. The affiliated firms in a group (and particularly the 
groups having a bank in it) usually support their fast growth with new equity issue of cash rights 
and bonus shares along with higher trade debt. There findings of research suggest that the non-
affiliated firms utilize a higher percentage of debt to shareholders and the firms in such a group 
which do not have bank in it use a higher financial debt.  
 
The influence of dominant shareholders factor in ownership structure on the board composition 
and its effects on the firm value and capital performance for the 799 companies in 22 countries was 
analyzed by Dahya, J. et al (2006) and they found that not all the dominant shareholders choose 
independent boards, because for a dominant shareholder, the cost of appointing “independent” 
board could result in the loss of the perquisites associated with being a dominant shareholder.  
 
The unique research results of Masulis, R. W. and Pham, P. K. (2008) shows that the family-
controlled business groups, which are often structured as pyramids have better access to external 
capital, they also found that access to external funding, taxation and regulatory factors are more 
important than the strength of the corporate governance environment in explaining the dominance 
of the business groups. They further found that the firms which are group affiliated tend to be 
larger, less risky, and more highly levered and pay more dividends than non-group firms and that 
minority shareholder’s expropriation risk is outweighed by the funding and corporate control 
benefits provided by a group. 
 
The research results of Welch, E. (2003) shows limited evidence of a nonlinear relationship 
between managerial share ownership and firm performance, her results shows that ownership is 
not statistically dependent on the performance measure.  
.  
The research results of Seifert, B. et al (2004) shows a new aspect on the relationship between the 
equity ownership by insiders, block holders, institutions and the corporate performance of the 
firms. They analyzed a large number of firms from four countries (United States, United Kingdom, 
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Germany, and Japan) and found that there are no consistent relationships between insider 
ownership and block holder/ Institutional Ownership on performance in all the four countries, 
there is significant associations between ownership of these groups and performance in all the four 
countries. There results indicate that the effects of insider ownership and/ or block holders depend 
very much on local laws or the local business environment. On the other hand research results 
suggest that effects of the control factors on performance are much more consistent, in this regard, 
they have mentioned that the high leverage have a negative effect while capital expenditure and 
sales growth both has positive association with firm performance. So it is very clear that although 
ownership and board compositions are  the major factors for the firm performance but the local 
laws, leverage, sales growth and capital expenditure are also have been seen as relative for the 
performance by the researchers. 
 
The issue of firm performance and its association with ownership and board composition is 
becoming increasing important for the emerging economies like Pakistan, because they have heavy 
potential for the marketing of the future consume. 
 

5.3 Literature review on Impact of ownership and board 

composition on the firm performance in Pakistan 
 
The research results of Javid, A. Y. and Iqbal, R. (2010) about Pakistan corporate sectors confirms 
the theoretical notion that the firms with better investment opportunities and larger in size adopt 
better corporate governance practice. The results also show that ownership concentration is a 
response to poor legal protection. According to these researchers “Positive and significant 
coefficient of aggregate governance score and disclosure score indicate this fact that firms with 
higher-quality corporate governance and which are transparent are valued higher. In general the 
firms that align the managers and shareholders interest and are transparent are significantly valued 
by investors. These results are consistent with agency theory which focuses on monitoring of 
managers whose interests are assumed to diverge from those of other share holders”.  
 
The research results of Khatab, H. et al (2011) about the listed companies in Pakistan shows that 
the leverage and growth have a positive relationship with Tobin’s Q, which confirms a significant 
effect in measuring performance of the firm, which means that the corporations with better 
corporate governance setups perform well as compared to the companies having no or less 
effective corporate governance setup. 
 
According to the research results of Shah, S. Z. A. et al (2010) who companies listed in Karachi 
stock exchange and also have place in KSE 100 index, there is negative correlation between the 
ownership concentration and the firm performance, they further mentioned that a more 
independent and effective board of directors accelerates a firm performance. 
 
According to the research results of Hassan, A. and Butt, S. A. (2009) about the non-financial 
listed companies in Pakistan, shows that board size and managerial shareholding is significantly 
negatively correlated with debt to equity. Further results of the research show that corporation’s 
financing behaviour has not been influenced by CEO/Chairman duality and the presence of non-
executive directors on the board also has no influence on the financing behaviour of corporations. 
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Finally results shows that the control variables firm size and return on assets have a significant 
effect on capital structure.  
 
The new dimension in this regard was analyzed by Ahmed, H. and Javid, A. (2010), they 
researched about the impact of ownership structure on dividend payout policy in Pakistan, and they 
found negative relationship exists between dividend and earning trends. They also found that 
financial institutions shareholding and director’s ownership are unrelated in this regard, however 
they found that the corporate investor’s ownership is positive and highly significant with dividend 
growth. Finally they did not find any evidence which can support that there is any relation among 
the foreign ownership, dividend growth, and dividend payouts. 
 

5.4 Our Frame of analysis: 
 
From all the theories, facts and the mixed research results stated previously in the chapter 3, 4 and 
in this chapter, we found the research gap whether the ownership and the board composition have 
relation with the financial performance of the company. To measure the ownership composition, 
we have chosen the following factors: 
 
Ownership percentage held by top 5 shareholders. 
Ownership percentage held by financial institutions. 
Ownership percentage held by associated companies. 
 
These factors have been created to check the impact of ownership concentration in few hands, 
impact of institutional shareholding and the impact of associated companies on the financial results 
of the companies. 
 
To measure the board composition we have chosen the following factors: 
 
Number of members in the board of directors. 
Number of females in the board. 
Number of independent directors in the audit committee. 
 
To analyze the impact of above stated factors of ownership and board composition on the financial 
performance of the company, we have created two performance measures, they are as follows: 
 

• Tobin’s Q 
• ROA 
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5.5 Diagrammatic Presentation of our analysis Frame: 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Fig: 5a: Relation between the Ownership & Board composition and the financial performance of 
the company. 
 

5.6 Hypotheses 
 
Our frame of work, extensive research for target market and the literature review on the topic has 
helped us in creating our hypotheses, all the above empirical research findings are giving a great 
helpful stimulation on finding for appropriate methods to research the impact of ownership and 
board composition on the financial performance of the company. Firstly, the impact of board 
composition on the firm performance has been examined by various researches previously, they 
adopted the various models for this purpose, for the dependent variables, Tobin’s Q and the 
financial ratio such as ROA, Market to book value of the equity and ROI has been used in many 
empirical studies to measure the firm performance. In our research we are using Tobin’s Q and 
Return on Assets for the measurement of firm performance. 
 
Previous researches have extracted different outcomes from the samples taken from vast variety of 
populations, period and the methods to measure the relation and performance. In this study the 
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a. Ownership Concentration 
b. Financial Institutions Ownership 
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Ownership 

Board Composition: 
 

a. Number of members in the 
board 

b. Number of females in the board 
c. Number of Independent 

directors in the audit committee. 

Financial Performance of the Company 
 

a. Tobin’s Q 
b. ROA 
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following hypotheses will test the relation between the board size, ownership structure and firm 
performance in Pakistan. 
 
Hypothesis No, 1: Ho: there is no relationship between board size (number of members in the 
board) and accounting profitability of the firm (ROA, Tobin’s Q) 
 
Hypothesis No, 2: Ho: there is no relationship between ownership concentration (ownership held 
by top 5 shareholders) and financial performance of the firm (ROA, Tobin’s Q) 
 
Hypothesis No, 3: Ho: there is no relationship between financial institutions ownership in share 
capital and financial performance of the firm (ROA, Tobin’s Q) 
 
Hypothesis No, 4: Ho: there is no relationship between associated companies’ ownership in share 
capital and financial performance of the firm (ROA, Tobin’s Q) 
 
Hypothesis No, 5: Ho: there is no relationship between females in the board and financial 
performance for the business of the firm (ROA, Tobin’s Q) 
 
Hypothesis No, 6: Ho: there is no relationship between independent directors in the audit 
committee and financial performance of the firm (ROA, Tobin’s Q) 
 
 
All these hypotheses will test the relation between the ownership & board composition and the 
financial performance of the company for our target market Pakistan, on the basis of hypotheses 
results we would be able to conclude whether the ownership and board composition has relation 
with the financial performance of the company. We postulate that in case statistically significant 
relation is detected, the board and ownership composition has an impact on the financial 
performance of the company.  
 
 
The next chapter we will give the details of our sample, population, classification and brief 
description of our samples on which we will test our hypotheses to check the relation between the 
ownership and board composition and the financial performance of the company. 
 
 
 
 
 
 
 
 
 
 
 
 



 66

Chapter 6: Practical Method 
 
In this section the practical method in this research paper will be presented including the consulted 
sources and the secondary sources for data collection and research design. 
 

6.1 Data 
 

6.1.1 Sources:  
 
For the quality and ratability of the research, full-scale information and important knowledge 
related to the research question should be scrutinized. Therefore the data collection stage is 
considered to be the most critical stage of the research. After defining the most important variables 
of our study, we have searched relevant sources of the information. The detailed research material 
about the theories and information needed has been collected from available books, articles and the 
websites about the scientific journals. Literatures related to the theory are being extracted from 
secondary sources such as scientific articles and other researches with regard to this issue were 
found USBE-Database, Umea University Library Sources, Google Scholar, Science Direct and 
Emerald. We have collected our relevant literature and previous research results data by entering 
the relevant key words and then selection of proper relevant research articles from the Journal of 
Business Venturing, Journal of Corporate Ownership & Control, Pacific-Basin Finance Journal, 
Journal of Multi Finance and Management, The Journal of Finance, Journal of Empirical Finance, 
The International Journal of Accounting, and Accounting Forum Journal for our research.  
 
Since our research is related to financial results and ownership and board composition of the listed 
companies in Pakistan. Thus the websites of Karachi and Lahore stock exchanges and the websites 
of 200 companies in our sample were of great value. The databases of both stock exchanges and 
the online financial statements of our 200 companies were used to get the information about the 
financial results and the ownership & board composition of the listed companies taken as sample 
in our study. The sources of Karachi and Lahore stock exchanges were very important for the 
collection financial results and ownership & board composition of the companies. Overall, 
literature and research data search was determined by the type of information required answering 
our research question, for this purpose we used wide variety of primary and secondary sources. 
 

6.1.2 Data Collection  
 
Important factors to consider about data while Data Collection: 
 
According to Summerhill, W.R. and Taylor, C.L. (1992, P. 21), the researcher has to consider 
several factors before any data, facts and figures collection about his research, they are as follows. 
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Technical Adequacy: 
 
The researcher should be very careful about the related facts and figures about the research, and 
the following factors are important for the technical and institutional worth of research material: 
 
            1. Reliability 
2. Validity 
3. Freedom from Biasness. 
 
Practicality: 
 
The second most important aspect of research data is its Practicality, in which the researcher has to 
consider the following factors: 
 
            1. Cost 
2. Political Consequences 
3. Duration 
4. Personnel need. 
 
Ethics 
 
The important aspect of data collection for research is the ethical issues related to it, in this regard 
the research should consider the following factors: 
 
       1. Protection of human rights 
       2. Privacy 
       3. Legality, etc. 
 
We have used secondary data in our research study, according to Saunders at al, (2007, p. 258-
259), there are three important subgroups of secondary data. They include the documentary data 
which include the minutes of the meeting, annual reports, related pictures and video recordings. 
The secondary data can be either written or non-written materials. There are many sources of 
secondary data that can be classified as documentary or survey-based or we can use a combination 
of both types of secondary data. 
 
We have used the KSE Stock exchange website to access the information about the listed 
companies, their weight in the index and their financial results for the year 2009. We have also 
used the respective companies’ websites to take the information about the ownership and board 
composition of the company. Therefore, we have applied documentary secondary data. 
 

6.1.3 Quality Criteria 
 
According to Winter, G. (2000, P .15) “Reliability and validity are tools of an essentially positivist 
epistemology.” The most important aspect of any research work is its reliability and relevance of 
its information. As researchers, it’s our essential responsibility to provide the resultant information 
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in a well organized and reliable form. We will exploit recognized and acceptable research method 
in collecting, analyzing and reporting the appropriate relevant data, facts and information for this 
study. 
 
Reliability 
 
The degree and power of the results to be consistent over time and a truthful demonstration of the 
complete population under analysis in a research study can be referred to as reliability of that 
research result. Further if the outcomes of a study can be reproduced under a similar methodology, 
then the research instrument will be considered as reliable. “In order to replication to take place, a 
study must be capable of replication- it must be replicable.” (Bryman and Bell, 2007, p. 32). 
Replication and reliability of the results demand for the surety that when the research would be 
repeated the researchers will get the same results, and results of the research would be valid as 
well. 
 
Previous researches such as Mir, S. R. & Nishat, M. (2004), Mashayekhi, B. and Bazaz, M. S. 
(2008), Anderson, A. and Gupta, P. P.  (2009) and many scholars previously have adopted similar 
methods and variables, so it provided us a good pattern to follow for our study. The 200 listed 
companies from Karachi Stock Exchange will be representative of large and middle level listed 
companies of Pakistan and we will use the similar methods to analyze the facts and figures to 
ensure the reliability and validity of our study. So when any other researcher who would be 
interested in this research topic if he chooses the same data and period of time, we believe will get 
the same results on repeating the study. 
 
Validity 
 
According to Black and Champion (1976, p. 11), the term ‘validity’ is defined as “the measure that 
an instrument measures what it is supposed to”. It means the accuracy of any measuring instrument 
for the measurement of any piece of reality under observation. According to Bryman and Bell 
(2007, p. 32) validity is concerned with the integrity of the conclusion that are generated from a 
piece of research. To validate our theory choices and related research material, we have not only 
consulted many research papers published in scientific journals but also consulted the Textbooks 
such as Kim and Norsinger (2007). The status of ownership in corporate sector in Pakistan and 
facts about level of corporate governance in the country mostly has been taken from authentic 
sources such as published reports of Security and exchange commission of Pakistan, State Bank of 
Pakistan and research articles of many local researchers such as Hamid, H & Kozhich, V. (2006), 
Khatab, H. et al (2011), Hasan and Butt (2009) and many others, published in internationally 
famous and authentic journals of research.   
  
For this research paper, we have collected the data related to the financial results, ownership 
composition and board size from the annual reports of the large and middle level listed companies 
for the year 2009. It is authentic way to collect the relevant information about the research topic in 
this area, such as Ho, C. A. and Williams, M.  (2003) used the same research design for the 286 
listed companies, of which 84 companies were taken from South Africa, 94 firms taken from 
Sweden and 108 firms from UK and Dahya, J. et al (2006) gathered data about the financial 
performance for the 799 companies in 22 countries.  
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For the designing of hypotheses of this study, we have consulted the hypothesis built in the 
research papers of Hasan, A. & Butt, S. A. (2009), Connell, V. O. and Cramer, N. (2010) which 
was designed to examine the impact of capital structure and board size on the financial 
performance of the firm. Due to normality problem in our data, we adopted spearman rank 
correlation test to examine the correlation between ownership & board composition and the 
financial performance of the company. All the research articles mentioned in the literature review 
has given us helpful inspiration for building our hypothesis and research method. 
 
Generalisation of the research 
 
According to Trochim, W. M. K. (2006, P.1 ), “External Validity is related to generalization”. He 
further explains that “External validity is the degree to which the conclusions in your study would 
hold for other persons in other places and at other times”. So the generalization can be said as a 
standard to ensure that the procedure of research is not biased and free from any possible errors. 
 
While designing this research study, we reviewed the previous researches and literature to organize 
and refine our research question which is related to our research purpose. These research papers 
have analysed many factors that may influence firm’s performance of the firm. After evaluation of 
these factors we have chosen a few determinations which probably have impact on firm’s 
performance and firm structure such as size of board, percentage of shareholding held by financial 
institutions, associated companies on the firm’s performance of the firm. 
 
The population of this study consists of large and mid caps in Karachi Stock Exchange. We have 
explained earlier that we have chosen the listed companies because their annual financial results 
and information related to board and shareholding composition are available in annual statements 
which made it easy to obtain relevant data for our study. Pakistan is one of the emerging 
economies of south Asia, so the results of this study could contribute to empirical financial 
literatures on the topics related to corporate governance. Finally we mention here, that there is a 
great difference between the economic situation and social set up of the Pakistan and developed 
western countries, so, this study is only applicable to Pakistani corporate market and may be useful 
for other emerging economies which are in the stage of transition. 
 

6.1.4 Data Processing 
 
Data processing for research purpose is the procedure of preparing the collected data for the 
analysis which can finally give us the final outcomes and results. These results become the base for 
the research to give any opinion on the research issue. Data processing includes all the procedures 
through which we can edit structure and code it for the final analysis. According to Peter and 
Donnelly (2004, P.34) the data for the analysis should be clearly labelled to ensure that data sets 
are not misinterpreted or misplaced. 
 
For meeting the purpose of our research, we use the descriptive statistics while processing the data, 
According to Babbie, (2009 p. 247) and Stephen (2006, P.1) the descriptive statistics present 
quantitative data for any relevant research in a manageable size by giving the support of graphs, 
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charts, the tables and the calculation of all such statistical measures that can help in organizing and 
summarizing the available data into useful information. It also helps us in reducing the size of the 
information to a manageable level so that the research can focus on relevant information. 
 

6.1.5 Data Analyzing 
 
This research paper is using quantitative data for analysis, According to Bryman and Bell (2003, p. 
335-362), there are three kinds of analysis that depends on the relationship between variables, they 
are as follows: 
 

• Univariate analysis 
• Bivariate analysis 
• Multivariate analysis. 

 
For this research we applied the T-test for check the normal distribution of the variables for our 
research, after finding the normality test, we found that most of our variables have the normality 
problem and they have skewness, but the most of the data had a cluster near median, these two 
condition fulfilled for applying the non-parametric test to analyse the correlation between our 
variables for this research. For this purpose we have used Spearman Correlation test to find out the 
relation between the two variables under analysis. We will use SPSS software as helping statistical 
tool. We will analyse our hypothesis based on three variables to assess the ownership which are: 
Shares ownership by top 5 shareholders, percentage of shareholding by financial institutions, 
shareholding by associated companies and 3 variable to assess the board composition which are: 
number of members in the board, number of females in the board and the number of independent 
directors in the audit committee. Then we will measure the performance of the company with 
accounting perspective by taking ROA and Tobin’s of the companies under research as measure of 
accounting performance of the company. And then Using SPSS we will find the Spearman rank 
correlation results for our variables. These results will help us in finding the relation between the 
ownership and board composition and the financial performance of the company. 
 

6.2 Sampling and Sample Data: 

 
To find out the answer for our research question in our research study, we have taken samples 
from the Pakistani listed companies. Our sample consists of 200 listed companies of Karachi stock 
exchange out which 100 companies are taken from the KSE 100 index companies list, and they are 
representing more than 80 % of the market capitalization. Even the companies which are not 
included in the index they are operational for in the market for last 5 years in 2009, so we have not 
included any newly listed company in our sample to avoid any biasness of financial results. We 
have included all the major companies of all the sectors of the economy which have the place in 
KSE 100 index.  
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6.2.1 Population: 
 
Karachi Stock exchange was formulated in 1949 and 651 companies were listed on the stock 
exchange up till 31-12-2009. Total Market Capitalization of the Karachi Stock Exchange was 
2,705,879.83 (Million Rupees). Our sample includes all the companies in the KSE 100 index and 
our sample represents more than 80 % of the market capitalization. 
 

6.2.2 Sampling Method: 
 
For our research paper, we retrieve financial data and information related to board and 
shareholding composition from annual reports of 200 listed companies for the year 2009. We 
selected the all the listed companies included in KSE 100 index so our data represents most 
prominent sectors of the corporate market, we have followed the cluster sampling technique for 
classification our population, we created different clusters of companies with respect to sectors of 
the economy to know the impact of ownership and board size on the financial performance of the 
firms. Our intention was to know to get the results of impact of ownership and board size on the 
financial of the companies for the overall economy, so we take into consideration about the sectors 
distribution, this study does not focus on a certain sector but covers all the major sector 
corporations (Including manufacturing, finance and service sector corporations). After creating 
cluster of our population we selected our companies on random sampling basis with the created 
clusters of the economy, but here we take special take not to take any company which is newly 
listed or which is not active on the stock exchange for trading purpose. So here we want to clarify 
that we also give special attention to ensure that corporations from all the major sectors of the 
economy are included in it, so we were very careful during selection of sample companies, their 
attribute, and sector of the economy. 

6.2.3 Sample It self:  
 
During our selection process we gave preference to the companies which have place in index, 
because they have better disclosure in annual reports due to strict rules to qualify to be the part of 
index of the stock market, our samples also include all listed companies having place and weight 
age in KSE 100 Index and also which have given transparent disclosure. Finally we say that the 
selection of sample companies is mostly based on their contribution in the percentage of the 
market capitalization of stock exchange and their inclusion in KSE 100 index. 
 
The second main reason for limiting the sample of listed companies for this research is the 
constraint of disclosure and information about the board of directors and financial information. 
The access to the annual financial results of fully government owned corporation is not available 
publically and most of them are also not listed on stock exchange, the companies which are listed 
on the stock exchange (both the companies having place in index and other listed companies) 
release their annual financial and quarterly financial results by the issuance of annual and quarterly 
reports which give disclosure about the board members, board size, and the ownership structure of 
the company. We have taken the financial and board information of the companies from the 
consolidated financial statements of the company which include the income statement, balance 
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sheet and cash flow statements, some of the information about the companies has been taken from 
the notes to the accounts. We have done the data’s statistical tests on SPSS, which is used as a 
common tool for such type of analysis in empirical studies. On the next page we are giving our 
sample data list taken from the population. We have highlighted the companies cluster by different 
colours and have classified them on sector wise. 
 
List of Companies Included in our sample: 
 
1 Bank Alfalah 41 Escort investment bank of Pakistan 
2 Bank-Al-habib 42 IGI investment bank of Pakistan 
3 Allied Bank 43 Grays leasing limited co of Pakistan 
4 Askari Commercial Bank 44 invest capital ivestment bank  of Pakistan 
5 bank of khyber 45 first capital mutual fund ltd of Pakistan 
6 Bank of punjab 46 javeed omar vohra and co of Pakistan 
7 Bank islami of Pakistan 47 jahangir siddiqui and co ltd of Pakistan 
8 faysal bank 48 js global capital limited co of Pakistan 
9 Habib bank 49 js investment limited of Pakistan 
10 Habib metropolitan bank 50 KASB securities ltd 
11 JS bank 51 Orix leasing company limited of Pakistan 
12 Kasb bank 52 Pak gulf leasing co ltd of Pakistan 
13 MCB bank 53 standard chartered leasing co of Pakistan 
14 Meezan bank 54 saudi pak leasing co of Pakistan 
15 My bank limited 55 security leasing corporation co of Pakistan 
16 National bank of Pakistan 56 trust investment bank of Pakistan 
17 NIB bank 57 trust  securities and brokerage ltd 
18 Samba bank 58 attock cement Pakistan ltd 
19 Silk bank limited 59 Balochistan galss ltd of Pakistan 
20 Soneri bank limited 60 Burger painta of Pakistan ltd 
21 Standard chartered bank 61 Bestway cement of Pakistan ltd 
22 united bank limited 62 D J khan cement ltd of Pakistan 
23 Atlas battery 63 cherat cement ltd of Pakistan 
24 Atlas engineering 64 dadabhoy cement ltd of Pakistan 
25 Balochistan wheels Ltd 65 dadex eternit ltd of Pakistan 
26 Dewan farooque motors 66 dandot cement co of Pakistan 
27 Exide Pakistan Ltd 67 dewan cement co of Pakistan 
28 General tyre & Rubber co of Pakistan Ltd 68 fauji cement ltd of Pakistan 
29 Ghandhara Nissan Ltd 69 fecto cement ltd of Pakistan 
30 Indus motors co Ltd 70 flying cement ltd of Pakistan 
31 Hub power co ltd 71 javeden cement ltd of Pakistan 
32 japan power generation co ltd 72 kohat cement co of Pakistan 
33 karachi supply co of Pakistan 73 Lafarge Pakistan cement 
34 kohinoor energy ltd of Pakistan 74 Lucky cement ltd of Pakistan 
35 nishat (chunian) power ltd of Pakistan 75 maple leaf cement company of Pakistan 
36 sitara chemical industries ltd of Pakistan 76 pioneer cement ltd of Pakistan 
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37 OGDCL 77 safe mix concrete of Pakistan 
38 Arif habib corporation of Pakistan 78 shabir tiles and ceramics ltd of Pakistan 
39 Arif habib limited of Pakistan 79 thatta cement ltd of Pakistan 
40 Dawood equities limitd 80 first fidelity leasing modarabas ltd of pak 

 
List of Companies Included in our sample: 
 
81 first national bank modaraba of Pakistan 121 IGI insurance co ltd of Pakistan 
82 modaraba Al-Mali ltd of Pakistan 122 New Jubilee insurance co ltd of Pakistan 
83 Meezan cah fund ltd 123 Pakistan general insurance co of Pakistan 
84 Allied Rental Modaraba ltd of Pakistan 124 Pakistan reinsurance co ltd of Pakistan 
85 Asian stocks fund ltd of Pakistan 125 PICIC insurance co ltd of Pakistan 
86 Atlas fund of funds ltd of Pakistan 126 Premier insurance co ltd of Pakistan 
87 B F modaraba ltd of Pakistan 127 Reliance insurance co ltd of Pakistan 
88 B R R guardian modaraba ltd of Pakistan 128 shaheen insurance co ltd of Pakistan 
89 crescent standard modaraba ltd of pak 129 Silver star insurance ltd of Pakistan 
90 first capital mutual fund ltd of Pakistan 130 cresent steel and Allied product ltd 
91 I B L modaraba ltd of Pakistan 131 Huffaz seamless pipe industries ltd 
92 first imrooz modaraba ltd of Pakistan 132 siddiq sons tin plate ltd of Pakistan 
93 first dawood mutual fund ltd of Pakistan 133 Abbot laboratories Pakistan ltd 
94 paramount modaraba first ltd of Pakistan 134 Ferozsons laboratories ltd of Pakistan 
95 KASB modarab ltd of Pakistan 135 Glaxosmithkline ltd of Pakistan 
96 Meezan balance fund ltd of Pakistan 136 highnoon laboratories ltd of Pakistan 
97 Al-Meezan mutual fund ltd 137 Otsuka Pakistan ltd of Pakistan 
98 Pak oman advantage fund ltd of Pakistan 138 Searle Pakistan ltd of Pakistan 
99 PICIC energy fund ltd of Pakistan 139 wyeth Pakistan ltd 
100 PICIC growth fund ltd of Pakistan 140 Adam suger mills ltd of Pakistan 
101 PICIC investment fund ltd of Pakistan 141 Al-Abbas suger mills ltd of Pakistan 
102 first punjab modaraba ltd of Pakistan 142 chashma suger mills ltd of Pakistan 
103 standard chartered modaraba ltd of pak 143 clover Pakistan ltd 
104 safeway mutual fund ltd of Pakistan 144 colony suger mills ltd of Pakistan 
105 trust modaraba ltd of Pakistan 145 crescent suger ans distillery ltd 
106 UDL modaraba first ltd of Pakistan 146 Dewan suger mills ltd of Pakistan 
107 cherat papersack ltd of Pakistan 147 Faran suger mills ltd of Pakistan 
108 dadabhoy sack ltd of Pakistan 148 fecto suger mills ltd of Pakistan 
109 ECO PACK ltd of Pakistan 149 Habib suger mills ltd of Pakistan 
110 Ghani Glass ltd of Pakistan 150 husein syger mills ltd of Pakistan 
111 Merit packaging ltd of Pakistan 151 JDW suger mills ltd of Pakistan 
112 Packages ltd of Pakistan 152 kohinoor suger mills ltd of Pakistan 
113 tri-pack films ltd of Pakistan 153 Mehran suger mills ltd of Pakistan 
114 Adamjee insurance co ltd of Pakistan 154 Mirza suger mills ltd of Pakistan 
115 Askari general insurance co of Pakistan 155 Nestle Pakistan ltd of Pakistan 
116 Atlas insurance co ltd of Pakistan 156 Pangiro suger mills ltd of Pakistan 
117 century insurance co ltd of Pakistan 157 Rafhan maize products ltd of Pakistan 
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118 EFU general insurance co ltd of Pakistan 158 Sakrand suger mills ltd of Pakistan 
119 East West insurance co ltd of Pakistan 159 shahtaj suger mills ltd of Pakistan 
120 Habib insurance co ltd of Pakistan 160 shahkarganj suger mills ltd of Pakistan 

 
List of Companies Included in our sample: 
 
161 unilever Pakistan  limited 
162 unilever Pakistan food  limited 
163 wazir Ali industries ltd of Pakistan 
164 Artistic Denim mills ltd  
165 Babri cotton mills ltd 
166 Bannu woollen mills ltd 
167 Bata Pakistan ltd  
168 Bhanero textile mills ltd 
169 Faisal spinning mills ltd 
170 colgate palmolive Pakistan ltd 
171 colony thal textile mills ltd 
172 crescent jute products ltd 
173 crescent textile mills  ltd 
174 crescent fibers ltd 
175 D.M textile mills ltd 
176 Dewan mushtaq textile mills ltd 
177 Dewan khalid textile mills ltd 
178 Dewan textile mills ltd 
179 Din textile ltd 
180 Fateh textile mills ltd 
181 Fazal textile mills ltd 
182 Gadoon textile mills ltd 
183 Gul Ahmed textile mills ltd 
184 Hira textile mills ltd 
185 Ibrahim fibers textile ltd 
186 Janana de malucho textile mills ltd 
187 kohat textile mills ltd 
188 Mahmood textile mills ltd 
189 nadeem textile mills ltd 
190 Feroze 1888 mills ltd(nakshbandi industries) 
191 singer Pakistan ltd 
192 Tariq glass industries ltd 
193 pak datacom ltd of Pakistan 
194 Pakistan telecommunication ltd 
195 worldcall telecom ltd of Pakistan 
196 century paper and board mills ltd of pak 
197 security papers ltd of Pakistan 
198 Murree Brewary of Pakistan ltd 
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199 EFU life insurance co of Pakistan 
200 New jubilee life insurance co of Pakistan 

 
 
Sector Number of companies 
Banks 22 

Automobile and parts 8 

Electricity 7 

Financial Service 20 

Construction and material 22 

Equity and investment instrument 27 

General industries 7 

Non life insurance 16 

industrial metals and mining 3 

Pharma and bio tech 7 

food producers 24 

Personal goods 26 

others 11 

Total number of Companies 200 
 
Table: 6 a: Number of companies in the sample from various sectors. 
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Figure 6A: Percentage of companies in the sample from various sectors. 
 
All the related information such as the value of the total assets, market value of the shares, total 
number of shares, current and historic book value of the total equity can be taken from these 
annual reports of the company, we obtained all the related information of the companies from the 
released annual statements of the companies. We obtained all the board information such as size 
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and the ownership composition and percentage of shares held by top 5 shareholders from these 
financial statements. 
 
To explore the impact of board size and ownership composition on the financial performance of 
the company, Tobin’s Q, ROA and return on equity has been used as measuring instruments. The 
sample of 200 firm is selected, which are the representative of all the major sectors of the economy 
and also active in their respective sector, the sample comprises of more than 80 % of the market 
capitalization of the listed companies of KSE. The Tobin’s and ROA and other control variables 
are constructed and average of these variables is taken out for these companies in the sample taken 
for this study.  
 
Besides mentioned secondary sources of data we have used academic working papers, books, and 
research surveys and internet sources. Scientific articles from Journal of Business Venturing, 
Journal of Corporate Ownership & Control, Pacific-Basin Finance Journal, Journal of Multi 
Finance and Management, The Journal of Finance, Journal of Empirical Finance, The International 
Journal of Accounting and Accounting Forum Journal have been used for this research. 

6.3 Variables 
 

6.3.1 Dependent variables: 

 
1. Return on Assets (ROA):  
 
Return of assets is an effective tool to measure the profitability of the company with respect to the 
total amount of resources invested in the assets by the company. The ROA is a very good tool to 
measure the effectiveness of the management to utilize the assets and generate the earnings for the 
shareholders of the company. The ROA is calculated as Follows: 
 
ROA = Net profit after tax / Total assets of the company. 
 
Some researcher has used EBITDA (Earning before interest, tax and dividend) instead of net profit 
after tax the logic behind using EBIT is that they want to exclude the capital cost deduction from 
the return earned by the total assets of the company. 
 
2. Tobin’s Q (Q): 
 
To calculate the ‘Q’ of any company we have to divide the market value of the company with the 
book value of the total assets of the company. 
 
Tobin’s Q Ratio =        Total Market Value of the equity + Total Assets - Equity (Book Value) 

Total Assets  
If the value of the ‘Q’ is low i.e. between 0 to 1, its means that the replacement cost of the existing 
assets are greater than the market value of the firm. The previous situation indicates that the stocks 
of the firm are undervalued. And opposite to it, if the value of ‘Q’ is greater than 1 it shows that 
firm’s stocks are more expensive than the book value of the assets, which shows that stocks are 
overvalued. 
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6.3.2 Independent Variables: 

 
For Board Composition: 
 
a. BSIZE = Board Size (It represents the number of members in the board. 
 
b. Female %age in the Board = It represents the percentage of female in the board of directors. 
 
c. Percent of Independent Directors in Audit Committee = Percentage of independent directors 
(Non executive out side Directors in the audit committee 
 
For Ownership Composition:  
 
d. Shareholding of Fin institution = Percentage of ownership held by financial institutions in the 
share capital 
 
e. Shareholding of Ass Companies = Percentage of ownership held by Associated Companies in 
the share capital 
 
f. Ownership of Top 5.shareholders = Percentage of ownership held by Top 5 shareholders in the 
share capital 

6.4 Statistical Test: 
 
We have applied the T-test on each variable of our data to find the normality of the data, whether 
the data of the variable is normally distributed round the mean. All the variables of our data have 
the abnormal Skewness and Kurtosis value which shows that they are not normally distributed, 
hence we can not apply parametric tests to check the correlation between our dependent and 
independent variables, so we have to apply non parametric Spearman rank correlation analysis test 
to check the correlation between our variables. 
 

6.4.1 Significant Level Test 
 
 We have applied a significant level of 5 %, which is most commonly used for the establishment of 
rejection rule for the null hypothesis, and determine whether the probability for the observed 
correlation happened by chance or not. According to Bryman and Bell (2003, P. 370) the null 
hypothesis will be rejected if their significant level will become below the 5 % limits other wise it 
would be accepted. 
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6.4.2 Correlations 
 
Correlation analysis checks the level of strength for any relation between the two variables, 
although the value of the correlation coefficient is not showing causation, for this analysis we 
should have two variables X and Y as paired observation. Two very common methods of analysing 
the correlation between the two variables are: 
 

• Pearson correlation coefficient 
• Spearman Rank correlation. 

 
According to Salkind (2010, p 114-115) If the value of coefficient is zero then it shows that there 
is no linear relationship and there will be scatter plot and it will not show a straight line at all. But 
if the magnitude of the coefficient is -1 or +1 then it shows a perfect linear relationship, it means 
all the dots were lying on the exact straight line. The ‘+’ plus and ‘-‘minus sign of the correlation 
coefficient indicates us the direction of the correlation. The ‘+’ positive sign with the correlation 
coefficient shows that if the values of the one variable increase then the value of the other variable 
will tend to increase,  
 
According to Altman (1991, p. 106) to calculate the Pearson correlation coefficient test, it is 
necessary to assume that both variables are fulfilling the condition of normality. But no such 
assumption is necessary for the tests on Spearman’s rank correlations. As we have already told that 
our variable for the research are not normally distributed hence we will use Spearman rank 
correlation coefficient test to analyse the relation between these variables. Because according to 
Altman (1991, p. 107) Spearman correlation coefficient test gives more information as compared 
to Pearson correlation coefficient and is of wider validity. 
 
a. The Relation between Board Composition and Financial performance of the firm 
 
Board composition has been measured in terms of three variables: 
 

• Total of number of both executive and non executive directors. 
• Number of Females on the board. 
• Number of Independent directors in audit committee. 

 
Ho: there is no significant relationship between board composition and financial performance of 
the firm (ROA, Tobin’s Q) 
H1: there is significant relationship between board composition and financial performance of the 
firm (ROA, Tobin’s Q) 
 
The above hypothesis statement denoted statistically as follows 
 
H0:  r = 0 
 
H1: r >, < 0 
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Here ‘r’ is the level of correlation between the two variables. If value of ‘r’ will become ‘0’ zero 
then as stated above, the null hypothesis is Ho: r = 0 will prove to be true and we will accept our 
hypothesis with 95 % confidence level. Otherwise the alternative hypothesis H1: r > 0 or H1: r < 0 
will apply. We will also consider the results of previous researches for the Pakistani Market. 
 
B. The Relation between Ownership Composition and financial performance of the firm. 
 
The Ownership composition has been measured in terms of  
 

• The percentage of shares held by 5 large shareholders in the share capital of the company. 
• The percentage of shares held by financial institutions in the share capital of the company. 
• The percentage of shares held by associated companies in the share capital of the company. 

 
Ho: there is no significant relationship between ownership composition and financial performance 
of the firm (ROA, Tobin’s Q) 
 
H1: there is significant relationship between ownership concentration and financial performance of 
the firm (ROA, Tobin’s Q) 
 
The above hypothesis statement denoted statistically as follows 
 
H0:  r = 0 
 
H1: r >, < 0 
 
Here ‘r’ is the level of correlation between the two variables. If value of ‘r’ will become ‘0’ zero 
then as stated above, the null hypothesis is Ho: r = 0 will prove to be true and we will accept our 
hypothesis with 95 % confidence level. Otherwise the alternative hypothesis H1: r > 0 or H1: r < 0 
will apply. It tests if there is any significant impact of heavily concentrated ownership structure on 
firm performance in Pakistani large and middle level listed companies, which can be analyzed in 
such way that whether in Pakistan the high proportion of shares held by few shareholders, give 
benefit to firm to perform a better business. We will also consider the results of previous 
researches for the Pakistani Market. 
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Chapter 7: Empirical Study and Analysis 
 
This chapter will describe our empirical findings based on the descriptive statistics of the sample 
under analyses which we have collected the data. The later part of the chapter will analyze the 
findings; further the chapter will show the results of the research by defining and testing the 
hypothesis with the use of correlation as a statistics tool. 
 

7.1 Descriptive Statistics of Our Sample 
 
We are hereby presenting the descriptive statistics for the sample of large and mid cap in Karachi 
stock exchange in Pakistan. We have already mentioned in previous chapter that the data of 225 
companies selected with the information for the year 2009. From these firms we have to exclude 
25 firms due to non-availability of complete data about shareholding pattern and audit committee 
information. Thus the data of 200 firms for the year 2009 were left to perform the research. 
 
In the following table we are mentioning the descriptive statistics of our variables related to Board 
composition of our sample companies. 
 
Descriptive Statistics for Board Composition 

 
Board.Size 

Percentage.of.Fem
ale 

Percentage.of 
IND.Directors 

N Valid 200 200 200 

Missing 0 0 0 
Mean 7,7500 6,9707 4,5083 

Std. Error of Mean ,10953 ,85092 ,83966 

Median 7,0000 ,0000 ,0000 

Mode 7,00 ,00 ,00 

Std. Deviation 1,54903 12,03376 11,87455 

Variance 2,399 144,811 141,005 

Skewness ,458 1,754 3,826 

Std. Error of Skewness ,172 ,172 ,172 

Kurtosis 1,140 2,423 21,762 

Std. Error of Kurtosis ,342 ,342 ,342 

Range 10,00 57,14 100,00 

Minimum 3,00 ,00 ,00 

Maximum 13,00 57,14 100,00 

Sum 1550,00 1394,14 901,67 

Table 7.a: The descriptive statistics of Board compositions. 
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Figure 7.a: Histogram of Board Size in listed Companies  Figure 7.b: Histogram of board size in Different Sectors. 

 
The previous table and histogram explains that the range of the number of board members in 
Pakistani listed companies is 10, (Minimum 3 and Max 13), the standard deviation is 1.54 and the 
Median is 7, the above descriptive statistics table also shows that the board size has the mean 
equals to 7.75 and has the standard deviation of 1.549. Skewness of the data is 0.458 (standard 
value of the normal distribution should be ‘0’ zero) and the Kurtosis is equal to 1.140 (standard 
value of the normal distribution should be equal to ‘3’) both value of our variable (Board size) 
shows that the data is not fully normally distributed and have skewness in it. For further 
confirmation we applied the T-test for the variable which shows the following results. 
 
One-Sample T-Test for Board Size 

 

Test Value = 7                                        

t df Sig. (2-tailed) Mean Difference 

95% Confidence Interval of the 
Difference 
Lower Upper 

Board.Size 6,847 199 ,000 ,75000 ,5340 ,9660 

 
 
The results of the test show the‘t’ value of 6.847 and significant level is 0.000 which is lower than 
the standard of 0.05, so at 95 % level of confidence, we can say that the data is normally 
distributed. The mean difference is 0.75. The following diagram further can explain our analysis. 
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The previous diagram shows the distribution of data in the whole sample, it has some skewness on 
positive side so we can say that the above data does not represent a fully normal distribution. For 
the sample of 200 companies the median 7 and the standard error of mean is 0.10953. Skewness 
value is 0.458 (normal is zero) which shows that there are little skewness in the data. 
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Figure: 7.c: Line chart of %age of Females in the Board. Figure: 7.d: Histogram of %age of females in board in various sectors. 

 
The previous table and histogram explains that the range of the %age of female in board is 
57.14%, (Minimum 0 and Max 57.14), The above table of descriptive statistics shows that the 
Female percentage in the board has the mean equals to 6.97 and has the standard deviation of 
12.033. Skewness of the data is 1.754 (standard value of the normal distribution should be ‘0’ 
zero) and the Kurtosis is equal to 2.423 (standard value of the normal distribution should be equal 
to ‘3’) both value of our variable (female percentage in board) shows that the data is not fully 
normally distributed and have skewness in it. For further confirmation we applied the T-test for the 
variable which shows the following results. 
 
One-Sample T-Test for Percentage of female in the Board 

 

Test Value = 6                                        

t df Sig. (2-tailed) Mean Difference 

95% Confidence Interval of the 
Difference 
Lower Upper 

Percentage.of.Female 1,141 199 ,255 ,97069 -,7073 2,6487 

 
The results of the test show the‘t’ value of 1.141 and significant level is 0.255 which is quite far 
from the standard value of 0.05, so at 95 % level of confidence, we can say that the data is not 
normally distributed. The following diagram further can explain our analysis. 
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The above diagram shows the distribution of data in the whole sample, it has skewness so we can 
say that the above data does not represent a fully normal distribution. For the sample of 200 
companies the median 0, mean is 6.97 and the standard error of mean is 0.85092. Skewness value 
is 1.754 (normal is zero) which shows that there are skewness in the data. 
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Figure 7.e: Line chart of % of Independent directors in audit Committee Figure 7.f: Percentage of Independent Directors in audit committee sectors wise 

 
The previous table and histogram explains that the range of the %age of independent directors in 
the audit committee is 100%, (Minimum 0 and Max 100), the standard deviation is 11.85 and the 
Median is 0, the above table of descriptive statistics shows that the independent directors’ 
percentage in the audit committee has the mean equals to 4.5083 and has the standard deviation of 
11.87. Skewness of the data is 3.826 (standard value of the normal distribution should be ‘0’ zero) 
and the Kurtosis is equal to 21.762 (standard value of the normal distribution should be equal to 
‘3’) both value of our variable (independent directors percentage in the audit committee) shows 
that the data is not normally distributed and have high skewness in it. For further confirmation we 
applied the T-test for the variable which shows the following results. 
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One-Sample T-Test for the Percentage of Independent Directors 

 

Test Value = 4                                        

t df Sig. (2-tailed) Mean Difference 

95% Confidence Interval of the 
Difference 
Lower Upper 

Percentage.of.IND.Directors ,605 199 ,546 ,50833 -1,1474 2,1641 

 
The results of the test show the‘t’ value of 0.605 and significant level is 0.546 which is quite far 
from the standard value of 0.05, so at 95 % level of confidence, we can say that the data is not 
normally distributed. The following diagram further can explain our analysis. 
 

 
 
 
The above diagram shows the distribution of data in the whole sample, it has skewness so we can 
say that the above data does not represent a fully normal distribution. For the sample of 200 
companies the median 0, mean is 4.51 and the standard error of mean is 0.83966. Skewness value 
is 3.826 (normal is zero) which shows that there are skewness in the data. 
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In the following table we are mentioning the descriptive statistics of our variables related to 
ownership composition of our sample companies. 
 
Descriptive Statistics of Ownership Composition 

 
Ownership.percentage.of.Financial.Institu
tions 

Ownership.percentage.of.Ass
ociated.Firms 

Ownership.percentage.of.
Top.5.shreholders 

N Valid 200 200 200 

Missing 0 0 0 
Mean 6,1456 25,7623 60,8424 
Std. Error of Mean ,69215 2,08874 1,62819 
Median 1,7327 13,1620 61,6277 
Mode ,00 ,00 83,47 
Std. Deviation 9,78847 29,53921 23,02613 
Variance 95,814 872,565 530,203 
Skewness 2,414 ,810 -,580 
Std. Error of Skewness ,172 ,172 ,172 
Kurtosis 6,134 -,728 -,190 
Std. Error of Kurtosis ,342 ,342 ,342 
Range 51,35 98,99 98,71 
Minimum ,00 ,00 1,18 
Maximum 51,35 98,99 99,89 
Sum 1229,12 5152,46 12168,47 

Table: 7.b: The descriptive statistics of ownership composition. 
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Figure 7.g: Histogram of % age of shareholding held by Financial Institutions.     Figure 7.h: Histogram of % age shareholding of Financial Institutions sector wise. 
 

 
 
The previous table and histogram explains that the range of the % age of shareholding of financial 
institutions is 51.35%, (Minimum 0 and Max 51.35), the standard deviation is 9.81 and the Median 
is 1.76, The above table of descriptive statistics also shows that the ownership percentage of 
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financial institutions has the mean equals to 6.1456 and has the standard deviation of 9.78847. 
Skewness of the data is 2.414 (standard value of the normal distribution should be ‘0’ zero) and the 
Kurtosis is equal to 6.134 (standard value of the normal distribution should be equal to ‘3’) both 
value of our variable (ownership percentage of financial institutions) shows that the data is not 
normally distributed and have high skewness in it. For further confirmation we applied the T-test 
for the variable which shows the following results. 
 
One-Sample T- Test for Financial Institutions Ownership Percentage 

 

Test Value = 6                                        

t df Sig. (2-tailed) Mean Difference 

95% Confidence Interval of the 
Difference 
Lower Upper 

Ownership.percentage.of.Financ
ial.Institutions 

,210 199 ,834 ,14562 -1,2193 1,5105 

 
The results of the test show the‘t’ value of 0.210 and significant level is 0.834 which is quite far 
from the standard value of 0.05, so at 95 % level of confidence, we can say that the data is not 
normally distributed. The following diagram further can explain our analysis. 
 

 
 
The above diagram shows the distribution of data in the whole sample, it has skewness so we can 
say that the above data does not represent a fully normal distribution. For the sample of 200 
companies the median 1.7327, mean is 6 .1456 and the standard error of mean is 9.78847. 
Skewness value is 2.414 (normal is zero) which shows that there are skewness in the data. 
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Figure: 7.i: Line chart of % of shareholding held by top 5 shareholders.   Figure: 7.j: Histogram of %age of shareholding held by top 5 shareholders. 

 
The previous table and histogram explains that the range of the ownership concentration held by 
top five shareholders is 98.71%, (Minimum 1.18 and Max 99.89), the standard deviation is 23.07 
and the Median is 61.87 %, The above table of descriptive statistics also shows that the ownership 
percentage of top 5 shareholders has the mean equals to 60.8424 and has the standard deviation of 
23.02613. Skewness of the data is -0.580 (standard value of the normal distribution should be ‘0’ 
zero) and the Kurtosis is equal to -0.190 (standard value of the normal distribution should be equal 
to ‘3’) both value of our variable (ownership percentage of top 5 shareholders) shows that the data 
is not normally distributed and have high skewness in it. For further confirmation we applied the 
T-test for the variable which shows the following results. 
 
One-Sample T-Test for the Ownership percentage of Top 5 shareholders. 

 

Test Value = 60                                       

t df Sig. (2-tailed) Mean Difference 

95% Confidence Interval of the 
Difference 
Lower Upper 

Ownership.percentage.of.Top.5.
shreholders 

,517 199 ,605 ,84237 -2,3684 4,0531 

 
 
The results of the test show the‘t’ value of 0.517 and significant level is 0.605 which is quite far 
from the standard value of 0.05, so at 95 % level of confidence, we can say that the data is not 
normally distributed. The following diagram on the next page further can explain our analysis. 
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The above diagram shows the distribution of data in the whole sample, it has skewness so we can 
say that the above data does not represent a fully normal distribution. For the sample of 200 
companies the median 61.6277, mean is 60.8424 and the standard error of mean is 1.62819. 
Skewness value is -0.580 (normal is zero) which shows that there are skewness in the data. 
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Figure 7.k. Histogram of %age of shareholding of Associated Companies.  Figure 7.l: Histogram of %age of shareholding of associated companies sector wise. 

 
The previous table and histogram explains that the range of the percentage shareholding of 
associated companies held by top five shareholders is 98.99%, (Minimum 0 and Max 98.99), the 
standard deviation is 23.02 and the Median is 13.1620 %, The above table of descriptive statistics 
also shows that the ownership percentage of associated companies has the mean equals to 60.8424 
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and has the standard deviation of 23.02613. Skewness of the data is -0.580 (standard value of the 
normal distribution should be ‘0’ zero) and the Kurtosis is equal to -0.190 (standard value of the 
normal distribution should be equal to ‘3’) both value of our variable (ownership percentage of 
associated companies) shows that the data is not normally distributed and have high skewness in it. 
For further confirmation we applied the T-test for the variable which shows the following results. 
 
One-Sample T- Test for Ownership percentage of Associated Companies 

 

Test Value = 25                                       

t df Sig. (2-tailed) Mean Difference 

95% Confidence Interval of the 
Difference 
Lower Upper 

Ownership.percentage.of.Associ
ated.Firms 

,365 199 ,716 ,76232 -3,3566 4,8812 

 
The results of the test show the‘t’ value of 0.365 and significant level is 0.716 which is quite far 
from the standard value of 0.05, so at 95 % level of confidence, we can say that the data is not 
normally distributed. The following diagram on the next page further can explain our analysis. 
 

 
 
 
The above diagram shows the distribution of data in the whole sample, it has skewness so we can 
say that the above data does not represent a fully normal distribution. For the sample of 200 
companies the median 13.1620, mean is 25.7623 and the standard error of mean is 2.08874. 
Skewness value is 0.810 (normal is zero) which shows that there are skewness in the data. 
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Descriptive Statistics of performance Measures 
 Return.on.Assets TobinQ 
N Valid 200 200 

Missing 0 0 
Mean -57,0806 2679,3989 
Std. Error of Mean 59,36093 902,64815 
Median 1,5164 28,2250 
Mode 1,56 1,06a 
Std. Deviation 839,49037 12765,37255 
Variance 704744,079 1,630E8 
Skewness -14,126 7,905 
Std. Error of Skewness ,172 ,172 
Kurtosis 199,702 69,898 
Std. Error of Kurtosis ,342 ,342 
Range 11987,62 134767,73 
Minimum -11865,57 ,67 
Maximum 122,05 134768,40 
Sum -11416,13 535879,78 

a. Multiple modes exist. The smallest value is shown 
 

Table: 7.c: The descriptive statistics of performance measures 
 
The previous table explains that the range of the return on assets is 11987.62 %, (Minimum -
11865.57 and Max 122.05), the standard deviation is 839.49037 and the Median is 1.5164 %, the 
above table of descriptive statistics also shows that the return on assets has the mean equals to -
57.0806 and has the standard deviation of 839.49037. Skewness of the data is -14.126 (standard 
value of the normal distribution should be ‘0’ zero) and the Kurtosis is equal to 199.702 (standard 
value of the normal distribution should be equal to ‘3’) both value of our variable (return on assets) 
shows that the data is not normally distributed and have high skewness in it. For further 
confirmation we applied the T-test for the variable which shows the following results. 
 
One-Sample T- Test for return on assets. 

  

Test Value = -57                                      

t df Sig. (2-tailed) Mean Difference 

95% Confidence Interval of the 
Difference 
Lower Upper 

Return.on.Assets -,001 199 ,999 -,08065 -117,1378 116,9765 

 
The results of the test show the‘t’ value of -0.001 and significant level is 0.999 which is quite far 
from the standard value of 0.05, so at 95 % level of confidence, we can say that the data is not 
normally distributed. The following diagram on the next page further can explain our analysis. 
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The above diagram shows the distribution of data in the whole sample, it has skewness so we can 
say that the above data does not represent a fully normal distribution. For the sample of 200 
companies the median 1.5164, mean is -57.0806 and the standard error of mean is 59.36093. 
Skewness value is -14.126 (normal is zero) which shows that there are skewness in the data. 
 
For Tobin’s Q, The previous table explains that the range of the Tobin’s Q is 134767.73 %, 
(Minimum 0.67 and Max 134768.40), the standard deviation is 12765.37255 and the Median is 
28.2250 %, the above table of descriptive statistics also shows that the return on assets has the 
mean equals to 2679.3989 and has the standard deviation of 12765.37255. Skewness of the data is 
7.905 (standard value of the normal distribution should be ‘0’ zero) and the Kurtosis is equal to 
69.898 (standard value of the normal distribution should be equal to ‘3’) both value of our variable 
(return on assets) shows that the data is not normally distributed and have high skewness in it. For 
further confirmation we applied the T-test for the variable which shows the following results. 
 

 
 
The above diagram shows the distribution of data in the whole sample, it has skewness so we can 
say that the above data does not represent a fully normal distribution. For the sample of 200 
companies the median 28.2250, mean is 2679.3989 and the standard error of mean is 902.64815. 
Skewness value is 7.905 (normal is zero) which shows that there are skewness in the data. 
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7.2 Results of Correlation for the Board composition and the 

firm’s financial performance: 
 

7.2.1 Relation between Board size and financial performance. 

 
Ho: there is no significant relationship between board size and financial performance of the firm 
(ROA, Tobin’s Q) 
 
H1: there is significant relationship between board size and financial performance of the firm 
(ROA, Tobin’s Q) 
 
The above hypothesis statement denoted statistically as follows 
 
H0:  r = 0 
 
H1: r >, < 0 
 
Here ‘r’ is the level of correlation between the two variables. If value of ‘r’ will become ‘0’ zero 
then as stated above, the null hypothesis is Ho: r = 0 will prove to be true and we will accept our 
hypothesis with 95 % confidence level. Otherwise the alternative hypothesis H1: r > 0 or H1: r < 0 
will apply.  
 
 

  
 
 
The above two scattered point’s charts showing the linear association between the board size and 
financial performance measures (Tobin’s Q and Return of Assets (ROA). The R2 (coefficient of 
determination) value for relation between the Board size and the return on assets is 3.987, where as 
the R2 (coefficient of determination) value for the relation between the board size and the Tobin’s 
Q is 0.004, which states the level of strength for this linear relation. 
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Further we applied the Spearman rank correlation coefficient test on the values of both variables 
calculated for our sample of 200 companies. For the relation between the board size and the return 
on assets we found the following results of Spearman correlation test. 
 
Correlations 

 Board.Size Return.on.Assets 
Spearman's rho Board.Size Correlation Coefficient 1,000 ,120 

Sig. (2-tailed) . ,091 
N 200 200 

Return.on.Assets Correlation Coefficient ,120 1,000 
Sig. (2-tailed) ,091 . 
N 200 200 

 
As we can see from the correlation results that there is a weak positive relation between the board 
size and the return on assets, the significance level of our Spearman correlation coefficient test is 
0.091 which is beyond the standard level of 0.05. So we can not say this relation as significance. 
Hence the null hypothesis can not be rejected, which states that there is no significant relation 
between the board size and return on assets of the company.  
 
Now we are presenting the research results for the Spearman rank correlation coefficient test for 
the relation between the board size and the Tobin’s Q of the sample companies. 
 
Correlations 

 Board.Size TobinQ 
Spearman's rho Board.Size Correlation Coefficient 1,000 ,258**  

Sig. (2-tailed) . ,000 
N 200 200 

TobinQ Correlation Coefficient ,258**  1,000 
Sig. (2-tailed) ,000 . 
N 200 200 

**. Correlation is significant at the 0.01 level (2-tailed). 

 
As we can see from the correlation results that there is a weak positive relation between the board 
size and the Tobin’s Q, the significance level of our Spearman correlation coefficient test is 0.000 
which is within the standard level of 0.05. So we can say this relation as significance. Hence the 
null hypothesis can be rejected, which states that there is no significant relation between the board 
size and return on assets of the company.  
 

7.2.2 Relation between female percentage in the board and financial performance. 

 

Ho: there is no significant relationship between female percentage in the board and financial 
performance of the firm (ROA, Tobin’s Q) 
 
H1: there is significant relationship between female percentage in the board and financial 
performance of the firm (ROA, Tobin’s Q) 
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The above hypothesis statement denoted statistically as follows: 
 
H0:  r = 0 
 
H1: r >, < 0 
 
Here ‘r’ is the level of correlation between the two variables. If value of ‘r’ will become ‘0’ zero 
then as stated above, the null hypothesis is Ho: r = 0 will prove to be true and we will accept our 
hypothesis with 95 % confidence level. Otherwise the alternative hypothesis H1: r > 0 or H1: r < 0 
will apply.  
 

 
 
The above two scattered point’s charts showing the linear association between the female 
percentage in the board and financial performance measures (Tobin’s Q and Return of Assets 
(ROA). The R2 (coefficient of determination) value for relation between the female percentage in 
the board and the return on assets is 0.002, where as the R2 (coefficient of determination) value for 
the relation between the female percentage in the board and the Tobin’s Q is 2.72, which states the 
level of strength for this linear relation. Further we applied the Spearman rank correlation 
coefficient test on the values of both variables calculated for our sample of 200 companies. For the 
relation between the female percentage in the board and the return on assets we found the 
following results of Spearman correlation test. 
 
Correlations 

 Percentage.of.Fema
le Return.on.Assets 

Spearman's rho Percentage.of.Female Correlation Coefficient 1,000 ,094 
Sig. (2-tailed) . ,187 
N 200 200 

Return.on.Assets Correlation Coefficient ,094 1,000 
Sig. (2-tailed) ,187 . 
N 200 200 

 
As we can see from the correlation results that there is a weak positive relation between the female 
percentage in the board and the return on assets, the significance level of our Spearman correlation 
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coefficient test is 0.187 which is beyond the standard level of 0.05. So we can not say this relation 
as significance. Hence the null hypothesis can not be rejected, which states that there is no 
significant relation between the female percentage in the board and return on assets of the 
company.  
 
 
Correlations 

 Percentage.of.Fema
le TobinQ 

Spearman's rho Percentage.of.Female Correlation Coefficient 1,000 -,041 
Sig. (2-tailed) . ,568 
N 200 200 

TobinQ Correlation Coefficient -,041 1,000 
Sig. (2-tailed) ,568 . 
N 200 200 

 
As we can see from the correlation results that there is a weak negative relation between the female 
percentage in the board and the Tobin’s Q, the significance level of our Spearman correlation 
coefficient test is 0.568 which is beyond the standard level of 0.05. So we can not say this relation 
as significance. Hence the null hypothesis can not be rejected, which states that there is no 
significant relation between the female percentage in the board and return on assets of the 
company.  
 

7.2.3 Relation between Independent directors’ percentage in the audit committee and 

financial performance. 

 
Ho: there is no significant relationship between independent directors’ percentage in audit 
committee and financial performance of the firm (ROA, Tobin’s Q) 
 
H1: there is significant relationship between independent directors’ percentage in audit committee 
and financial performance of the firm (ROA, Tobin’s Q) 
 
 
 
The above hypothesis statement denoted statistically as follows: 
 
H0:  r = 0 
 
H1: r >, < 0 
 
Here ‘r’ is the level of correlation between the two variables. If value of ‘r’ will become ‘0’ zero 
then as stated above, the null hypothesis is Ho: r = 0 will prove to be true and we will accept our 
hypothesis with 95 % confidence level. Otherwise the alternative hypothesis H1: r > 0 or H1: r < 0 
will apply.  
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The above two scattered point’s charts showing the linear association between the independent 
directors’ percentage in the audit committee and financial performance measures (Tobin’s Q and 
Return of Assets (ROA). The R2 (coefficient of determination) value for relation between the 
independent directors percentage in the audit committee and the return on assets is 6.88, where as 
the R2 (coefficient of determination) value for the relation between the independent directors 
percentage in the audit committee and the Tobin’s Q is 2.26, which states the level of strength for 
this linear relation. Further we applied the Spearman rank correlation coefficient test on the values 
of both variables calculated for our sample of 200 companies. For the relation between the 
independent directors’ percentage in the audit committee and the return on assets we found the 
following results of Spearman correlation test. 
 
 
Correlations 

 Percentage.of.IND.
Directors Return.on.Assets 

Spearman's rho Percentage.of.IND.Directors Correlation Coefficient 1,000 ,062 
Sig. (2-tailed) . ,382 
N 200 200 

Return.on.Assets Correlation Coefficient ,062 1,000 
Sig. (2-tailed) ,382 . 
N 200 200 

 
As we can see from the correlation results that there is a weak positive relation between the 
independent directors’ percentage in the audit committee and the return on assets, the significance 
level of our Spearman correlation coefficient test is 0.382 which is beyond the standard level of 
0.05. So we can not say this relation as significance. Hence the null hypothesis can not be rejected, 
which states that there is no significant relation between the independent directors’ percentage in 
the audit committee and return on assets of the company.  
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Correlations 

 Percentage.of.IND.
Directors TobinQ 

Spearman's rho Percentage.of.IND.Directors Correlation Coefficient 1,000 ,071 
Sig. (2-tailed) . ,315 
N 200 200 

TobinQ Correlation Coefficient ,071 1,000 
Sig. (2-tailed) ,315 . 
N 200 200 

 
As we can see from the correlation results that there is a weak positive relation between the 
independent directors’ percentage in the audit committee and the Tobin’s Q, the significance level 
of our Spearman correlation coefficient test is 0.315 which is beyond the standard level of 0.05. So 
we can not say this relation as significance. Hence the null hypothesis can not be rejected, which 
states that there is no significant relation between the female percentage in the board and return on 
assets of the company.  

7.3 Results of Correlation for the ownership composition and the 

firm’s financial performance: 
 

7.3.1 Relation between ownership percentages held by Top 5 shareholders and financial 

performance. 

 
Ho: there is no significant relationship between ownership percentage held by top five 
shareholders and financial performance of the firm (ROA, Tobin’s Q) 
 
H1: there is significant relationship between ownership percentage held by top five shareholders 
and financial performance of the firm (ROA, Tobin’s Q) 
 
 
 
The above hypothesis statement denoted statistically as follows: 
 
H0:  r = 0 
 
H1: r >, < 0 
 
Here ‘r’ is the level of correlation between the two variables. If value of ‘r’ will become ‘0’ zero 
then as stated above, the null hypothesis is Ho: r = 0 will prove to be true and we will accept our 
hypothesis with 95 % confidence level. Otherwise the alternative hypothesis H1: r > 0 or H1: r < 0 
will apply.  
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The above two scattered point’s charts showing the linear association between the ownership 
percentage held by top 5 shareholders and financial performance measures (Tobin’s Q and Return 
of Assets (ROA). The R2 (coefficient of determination) value for relation between the ownership 
percentage held by top 5 shareholders and the return on assets is 0.034, where as the R2 (coefficient 
of determination) value for the relation between the ownership percentage held by top 5 
shareholders and the Tobin’s Q is 0.036, which states the level of strength for this linear relation. 
Further we applied the Spearman rank correlation coefficient test on the values of both variables 
calculated for our sample of 200 companies. For the relation between the ownership percentage 
held by top 5 shareholders and the return on assets we found the following results of Spearman 
correlation test. 
 
Correlations 

 
Ownership.percent
age.of.Top.5.shreh
olders Return.on.Assets 

Spearman's rho Ownership.percentage.of.Top.5.s
hreholders 

Correlation Coefficient 1,000 -,003 
Sig. (2-tailed) . ,970 
N 200 200 

Return.on.Assets Correlation Coefficient -,003 1,000 
Sig. (2-tailed) ,970 . 
N 200 200 

 
As we can see from the correlation results that there is a weak negative relation between the 
ownership percentage held by top 5 shareholders and the return on assets, the significance level of 
our Spearman correlation coefficient test is 0.970 which is beyond the standard level of 0.05. So 
we can not say this relation as significance. Hence the null hypothesis can not be rejected, which 
states that there is no significant relation between the ownership percentage held by top 5 
shareholders and return on assets of the company.  
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Correlations 

 
Ownership.percent
age.of.Top.5.shreh
olders TobinQ 

Spearman's rho Ownership.percentage.of.Top.5.s
hreholders 

Correlation Coefficient 1,000 ,051 
Sig. (2-tailed) . ,471 
N 200 200 

TobinQ Correlation Coefficient ,051 1,000 
Sig. (2-tailed) ,471 . 
N 200 200 

 
As we can see from the correlation results that there is a weak positive relation between the 
ownership percentage held by top 5 shareholders and the Tobin’s Q, the significance level of our 
Spearman correlation coefficient test is 0.471 which is beyond the standard level of 0.05. So we 
can not say this relation as significance. Hence the null hypothesis can not be rejected, which states 
that there is no significant relation between the ownership percentage held by top 5 shareholders 
and return on assets of the company. 
 

7.3.2 Relation between ownership percentages held by associated companies and financial 

performance. 

 
Ho: there is no significant relationship between ownership percentage held by associated 
companies and financial performance of the firm (ROA, Tobin’s Q) 
 
H1: there is significant relationship between ownership percentage held by associated companies 
and financial performance of the firm (ROA, Tobin’s Q) 
 
The above hypothesis statement denoted statistically as follows: 
 
H0:  r = 0 
 
H1: r >, < 0 
 
Here ‘r’ is the level of correlation between the two variables. If value of ‘r’ will become ‘0’ zero 
then as stated above, the null hypothesis is Ho: r = 0 will prove to be true and we will accept our 
hypothesis with 95 % confidence level. Otherwise the alternative hypothesis H1: r > 0 or H1: r < 0 
will apply 
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The above two scattered point’s charts showing the linear association between the ownership 
percentage held by associated companies and financial performance measures (Tobin’s Q and 
Return of Assets (ROA). The R2 (coefficient of determination) value for relation between the 
ownership percentage held by associated companies and the return on assets is 0.004, where as the 
R2 (coefficient of determination) value for the relation between the ownership percentage held by 
associated companies and the Tobin’s Q is 0.036, which states the level of strength for this linear 
relation. Further we applied the Spearman rank correlation coefficient test on the values of both 
variables calculated for our sample of 200 companies. For the relation between the ownership 
percentage held by associated companies and the return on assets we found the following results of 
Spearman correlation test. 
 
Correlations 

 
Ownership.percent
age.of.Associated.F
irms Return.on.Assets 

Spearman's rho Ownership.percentage.of.Associa
ted.Firms 

Correlation Coefficient 1,000 -,116 
Sig. (2-tailed) . ,103 
N 200 200 

Return.on.Assets Correlation Coefficient -,116 1,000 
Sig. (2-tailed) ,103 . 
N 200 200 

 
As we can see from the correlation results that there is a weak negative relation between the 
ownership percentage held by associated companies and the return on assets, the significance level 
of our Spearman correlation coefficient test is 0.103 which is beyond the standard level of 0.05. So 
we can not say this relation as significance. Hence the null hypothesis can not be rejected, which 
states that there is no significant relation between the ownership percentage held by associated 
companies and return on assets of the company.  
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Correlations 

 
Ownership.percent
age.of.Associated.F
irms TobinQ 

Spearman's rho Ownership.percentage.of.Associa
ted.Firms 

Correlation Coefficient 1,000 ,172* 
Sig. (2-tailed) . ,015 
N 200 200 

TobinQ Correlation Coefficient ,172* 1,000 
Sig. (2-tailed) ,015 . 
N 200 200 

*. Correlation is significant at the 0.05 level (2-tailed). 

 
As we can see from the correlation results that there is a positive relation between the ownership 
percentage held by associated companies and the Tobin’s Q, the significance level of our 
Spearman correlation coefficient test is 0.015 which is with in the standard level of 0.05. So we 
can say this relation as significance. Hence the null hypothesis can be rejected, which states that 
there is no significant relation between the ownership percentage held by associated companies 
and return on assets of the company. 
 

7.3.3 Relation between ownership percentages held by financial institutions and financial 

performance. 

 
Ho: there is no significant relationship between ownership percentage held by financial institutions 
and financial performance of the firm (ROA, Tobin’s Q) 
 
H1: there is significant relationship between ownership percentage held by financial institutions 
and financial performance of the firm (ROA, Tobin’s Q) 
 
The above hypothesis statement denoted statistically as follows: 
 
H0:  r = 0 
 
H1: r >, < 0 
 
Here ‘r’ is the level of correlation between the two variables. If value of ‘r’ will become ‘0’ zero 
then as stated above, the null hypothesis is Ho: r = 0 will prove to be true and we will accept our 
hypothesis with 95 % confidence level. Otherwise the alternative hypothesis H1: r > 0 or H1: r < 0 
will apply 
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The above two scattered point’s charts showing the linear association between the ownership 
percentage held by financial institutions and financial performance measures (Tobin’s Q and 
Return of Assets (ROA). The R2 (coefficient of determination) value for relation between the 
ownership percentage held by financial institutions and the return on assets is 0.002, where as the 
R2 (coefficient of determination) value for the relation between the ownership percentage held by 
financial institutions and the Tobin’s Q is 5.337, which states the level of strength for this linear 
relation. Further we applied the Spearman rank correlation coefficient test on the values of both 
variables calculated for our sample of 200 companies. For the relation between the ownership 
percentage held by financial institutions and the return on assets we found the following results of 
Spearman correlation test. 
 
Correlations 

 
Ownership.percent
age.of.Financial.Ins
titutions Return.on.Assets 

Spearman's rho Ownership.percentage.of.Financi
al.Institutions 

Correlation Coefficient 1,000 -,076 
Sig. (2-tailed) . ,284 
N 200 200 

Return.on.Assets Correlation Coefficient -,076 1,000 
Sig. (2-tailed) ,284 . 
N 200 200 

 
As we can see from the correlation results that there is a weak negative relation between the 
ownership percentage held by financial institutions and the return on assets, the significance level 
of our Spearman correlation coefficient test is 0.284 which is beyond the standard level of 0.05. So 
we can not say this relation as significance. Hence the null hypothesis can not be rejected, which 
states that there is no significant relation between the ownership percentage held by financial 
institutions and return on assets of the company.  
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Correlations 

 
Ownership.percent
age.of.Financial.Ins
titutions TobinQ 

Spearman's rho Ownership.percentage.of.Financi
al.Institutions 

Correlation Coefficient 1,000 ,023 
Sig. (2-tailed) . ,746 
N 200 200 

TobinQ Correlation Coefficient ,023 1,000 
Sig. (2-tailed) ,746 . 
N 200 200 

 
As we can see from the correlation results that there is a positive relation between the ownership 
percentage held by financial institutions and the Tobin’s Q, the significance level of our Spearman 
correlation coefficient test is 0.746 which is beyond the standard level of 0.05. So we can not say 
this relation as significance. Hence the null hypothesis can not be rejected, which states that there 
is no significant relation between the ownership percentage held by financial institutions and return 
on assets of the company. 

7.4 Summary of Findings. 
 
Correlation between Board composition and Firm's financial performance 
 

Dependent variable: Return on assets  Hypothesis   

Factors Null: Ho Alternative: H1 
Board size Accept Reject 
Female percentage in the Board Accept Reject 
Independent Directors in the audit committee Accept Reject 

According to the spearman rank coefficient test for the return on assets as the dependent variable, 
all the null hypothesis are accepted hence we can say that all the three board composition factors 
have no significant correlation with the return on assets of the company, we can explain these 
results as that in Pakistani listed companies the board composition factors related to size, gender 
and the percentage of independent directorship have no relation with the operational performance 
of the company. So the researchers should also consider the external factors which are affecting 
the financial performance of the company. 
 
Correlation between Board composition and Firm's financial performance 
 

Dependent variable: Tobin's Q  Hypothesis   

Factors Null: Ho Alternative: H1 
Board size Reject Accept 
Female percentage in the Board Accept Reject 
Independent Directors in the audit committee Accept Reject 

According to the spearman rank coefficient test for the Tobin’s Q as the dependent variable, the 
null hypothesis for the board size is rejected and hence the alternative hypothesis was accepted 
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hence we can say that the board size have significant positive correlation with the Tobin’s Q of the 
company, for the remaining two factors of the board composition the null hypothesis can not be 
rejected, hence according to these results we can explain that in Pakistani listed companies the 
board composition factors related gender and the percentage of independent directorship have no 
relation with the operational performance of the company. But the board size has the positive 
relation with the financial performance of the company; hence on the basis of our results we can 
state that bigger board size is positively associated with firm performance. Here the researchers 
should also consider the external factors which are affecting the financial performance of the 
company. 
 
Correlation between ownership composition and Firm's financial performance 
 

Dependent variable: Return on assets  Hypothesis   

Factors Null: Ho Alternative: H1 
Ownership percentage held by Top 5 share holders Accept Reject 
Ownership percentage held by Associated 
Companies Accept Reject 
Ownership percentage held by Financial 
Institutions Accept Reject 

 
According to the spearman rank coefficient test for the return on assets as the dependent variable, 
all the null hypothesis are accepted hence we can say that all the three ownership composition 
factors have no significant correlation with the return on assets of the company, we can explain 
these results as that in Pakistani listed companies the ownership composition factors related to 
ownership concentration, the percentage of ownership held by financial institutions and associated 
companies have no relation with the operational performance of the company. So the researchers 
should also consider the external factors such as volatility of trade policies, imposition of special 
custom duty, import surcharges and taxation policies adapted by the Pakistani government for 
different economical sectors, for analyzing the firm performance in Pakistani corporate market.  
 
Correlation between ownership composition and Firm's financial performance 
 

Dependent variable: Tobin's Q  Hypothesis   

Factors Null: Ho Alternative: H1 
Ownership percentage held by Top 5 share holders Accept Reject 
Ownership percentage held by Associated 
Companies Reject Accept 
Ownership percentage held by Financial 
Institutions Accept Reject 

 
According to the spearman rank coefficient test for the Tobin’s Q as the dependent variable, the 
null hypothesis for the associated companies is rejected and hence the alternative hypothesis was 
accepted hence we can say that the ownership percentage held by associated companies has 
significant positive correlation with the Tobin’s Q of the company, for the remaining two factors 
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of the board composition the null hypothesis can not be rejected, hence according to these results 
we can explain that in Pakistani listed companies the ownership composition factors related 
ownership concentration and the percentage of ownership held by financial institutions have no 
relation with the operational performance of the company. But the associated companies’ 
ownership has the positive relation with the financial performance of the company; hence on the 
basis of our results we can state that more associated companies’ ownership percentage is 
positively associated with firm performance.  
 
Our research results are in consistent with the research results of Himmelberg, C. P. et al (1999); 
they also could not found any relation between the managerial ownership concentration and 
financial performance of the company. However our research results are not consistent with the 
research results of Claessens, S. and Djankov, S. (1999) who investigated the Czech republic 
corporate sector for this issue and found a positive relation between ownership concentration and 
financial performance of the company, also Thomsen, S. and Pedersen, T. (2000) analyzed the 
performance in the largest European companies, they found positive effect of ownership 
concentration on shareholder value (market-to-book value of equity) and profitability (asset 
return). Our research results are also different from the research results of Xu, X.  and Wang, Y.  
(1999), who investigated the Chinese corporate market and found a positive correlation between 
ownership concentration and a firm’s performance.  
 
We found a positive relation between the associated companies ownership and profitability of the 
company, our results are in consistent with the research results of Krivogorsky, V. (2006), Her 
analysis of 87 European firms about the impact of ownership and board structure on the firm 
performance in continental Europe gave results which suggest that there is a strong positive 
relation between the level of relational ownership and profitability ratios but some of our results 
are not matching with some of her results because she also found that there is positive relation 
between the portion of independent directors on the board and the profitability ratio, but we could 
not find any relation between these two variables. And she finally found that there was no strong 
relation between the portion of inside directors or level of managerial ownership and the 
profitability in continental European companies, these results are consistent with our research 
results.  
 
Our research results are also different from the research results of Schiehll, E. (2006) who 
investigated the Canadian corporate sector for the ownership concentration and firm performance, 
as measured by the firm’s Q ratio, Using the panel data from a sample of 159 Canadian public 
firms over a three-years period, the findings of this research suggest large inside shareholdings 
tend to be negatively associated to firm performance, while no association is found in firms with a 
majority of large outside shareholdings or firm combining large inside and outside shareholding in 
its ownership structure. Further in his research findings and conclusion he has mentioned that 
concentrations of voting rights is negatively associated to firm performance only in firms with a 
majority of large outside shareholders, suggesting that the market may not discriminate between 
voting rights and ownership concentration in owner-managed firms. 
 
According to our research results there is a positive relation between board size and firm financial 
performance, our results are not consistent with the research results of Mashayekhi, B. and Bazaz, 
M. S.  (2008) who uses data from companies listed in Tehran stock Exchange for the years 2005-
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2006 to investigate the effects of board size, board leadership and institutional investors on firm 
performance and found that there is negative correlation between the board size and the firm 
performance. We could not find any relation between the independent director presences and the 
firm financial performance but research results of Mashayekhi, B. and Bazaz, M. S.  (2008) 
suggested that the presence of outside directors strengthens the firm’s performance. Our results are 
also not consistent with the research results of Connell, V. O. and Cramer, N. (2010) because they 
found that the board size have the negative association with firm performance. 
 
Our research results about ownership concentration and firm performance about the Pakistan local 
capital market are very much consistent with The research results of Shah et al (2011) about the 
impact of ownership structure on firm performance in emerging market which suggest that 
concentrated ownership at board show weak performance whereas some of our results are not 
consistent with their finding because we could not find the relation of independent director 
presence with the firm’s financial performance where as Shah et al (2011) found that the 
companies in Pakistan with independent directors in board perform better.  
 
Our research results suggest that there is no significant relation between the presences of 
independent directors with the firm’s financial performance, these results are different than the 
research results of Dehaene, A. et al (2001) who investigated Belgian corporate market to find the 
relation between the corporate performance and board structure in Belgian companies.They 
analyzed the composition of the board of directors in a sample of 122 Belgian companies and 
verified whether this composition has an impact on the performance of the firm. They found the 
evidence that board size and percentage of outside directors were positively related to related to 
company size and this variable differ significantly across industries, further research results 
suggest that there is a significant positive relationship between the number of external directors 
and return on equity. 
 
Our research finding are very much close to the research findings of Erickson, J. et al (2005) who 
gave a very new aspect to the issue of relation between the ownership and board composition and 
firm value as well as firm performance, they analyzed financial data of a large number of publicly 
traded Canadian firms over the 1993-1997 period, the results of the research indicate that the 
greater board independence does not have a positive influence on firm value and that the poorly 
performing firms increase the proportion of outside directors in the subsequent periods. 
 
 
Our research results shows that there is positive relation between the associated companies 
ownership and the firm’s financial performance which is not consistent with the research results of 
Farooque, O. A.(2007) et al who analyzed the Bangladesh Corporate market to know the impact of 
ownership structure on corporate performance of the firms, the ownership structure does not have a 
significant impact on performance (Tobin’s Q or ROA). Finally we report that our results show us 
that despite the governance difference between Pakistan and developed equity market economies, 
there are very much similarities in “internal governance system” and implications of agency 
theory. 
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Chapter: 8: Conclusion 
 
We will present our conclusions in this chapter which we have drawn from the analysis in the 
empirical part of this research. This chapter will answer the research question and discuss the 
purpose of the study that was presented in the introduction part of this thesis. 
 
The purpose of this research is to analyze the correlation between the selected ownership and 
board composition factors with the financial performance of the company. To fulfill our purpose 
we draw our conclusions from the results and giving answer to our research question. 
 
Is there any significant relation between the ownership & board composition and the 
financial performance of the listed companies in Pakistan? 
 
For finding the answers of our research question, we selected the important factors of ownership 
and board composition namely: the number of directors, number of females in the board, number 
of independent directors in the audit committee, as the factors measuring the impact of board 
composition on the financial performance of the company. And the percentage of share holding 
held by financial institutions, percentage of shareholding held by associated companies and 
percentage of shareholding held by top 5 shareholders as the factors measuring the impact of 
ownership composition on the financial performance of the company. The financial performance 
of the company was measured by the ratios of Tobin’s Q and Return on assets. There financial 
measures were used to measure the board efficiency to increase the operational performance and 
increasing the market value of the assets of the company. Our study is based on the final sample 
size of 200 Pakistani listed companies. Due to normality problem in our data, We use Spearman 
rank coefficient (r) test to examine the relationship between ownership & board composition 
factors and the measures of firm’s performance in terms of Tobin’s Q, return on asset. On the basis 
of our finding we can draw the following conclusion. 
 

8.1: Conclusions: 
 
As far as considering the relationship between board composition and firm’s performance measure 
(Return on Assets), we found no significant relationship between them. These results show that the 
change in number of directors, female percentage and independent directors’ percentage in audit 
committee does not have significant contribution on profitability of Pakistani listed companies. 
 
But if we consider the relationship between board composition and firm’s performance measure 
(Tobin’s Q), we found significant relationship between the board size and the firm’s financial 
performance which refers us that the bigger board size give firms more opportunity to grow and to 
have better control on the assets of the company. Where as for the remaining two factors such as 
female percentage and independent director percentage in the audit committee could not show any 
relation with the firm’s financial performance so these results show that the change in female 
percentage and independent directors’ percentage in audit committee does not have significant 
contribution on profitability of Pakistani listed companies. 
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As far as considering the relationship between ownership composition and firm’s performance 
measure (Return on Assets), we found no significant relationship between them. These results 
show that the change in the ownership concentration, ownership percentage of associated 
companies and financial institutions does not have significant contribution on profitability of 
Pakistani listed companies. 
 
 
But if we consider the relationship between ownership composition and firm’s performance 
measure (Tobin’s Q), we found significant relationship between the associated companies 
ownership percentage and the firm’s financial performance which refers us that the bigger 
ownership of the associated companies in the share capital of the company provide more 
opportunity to company to grow and to have better control on the assets of the company. Where as 
for the remaining two factors such as ownership concentration and financial institutions percentage 
in the share capital could not show any relation with the firm’s financial performance, so these 
results show that the change in ownership percentage of financial institutions and ownership 
concentration does not have significant contribution on profitability of Pakistani listed companies. 
 
 
Finally for conclusive remarks of our thesis based on extracted results, we report that the gender 
factors of board composition i.e. females in board, and the presentation of independent directors in 
the audit committee have no significance impact on the financial performance of the company. 
Furthermore the ownership factors i.e. ownership concentration and financial institutions holdings 
in capital (other than ownership of associated companies) are not significantly influencing the 
financial performance of the companies. 
 
We further report that equity market in Pakistan is mostly influenced by family based business, 
board size and management structure are also influenced by these family ties so we must consider 
these ground realities before comparing the research results of financial performance of any 
company operating in Pakistan. Here we can drive the conclusion that the financial results of the 
business firms operating in the local market could also be influenced by the external economical 
and social factors prevailing in the surrounding environment. We should not ignore the volatility of 
the political, economical and governmental policies related to taxation of various industrial sectors 
of the economy in Pakistan while considering the results of this research, we should also consider 
the effects of the worst natural disastrous earth quack in the history of man kind in Pakistan during 
the particular frame of time in which this research was taken place. Secondly we should take into 
account the world-wide economic slump during the period of 2008 to 2010 very carefully while 
considering these results, because this world-wide slump has affected the emerging economies like 
Pakistan and many companies has to face a great fluctuation in the profitability, market value and 
the return on investment of the firm.  And since our study mainly focuses on the analysis of the 
impact of internal factors of the firm on the profitability of firms in Pakistan, so the research 
results may have different if some-one would take external factors e.g. volatility of trade policies, 
imposition of special custom duty, import surcharges and taxation policies adapted by the 
Pakistani government for different economical sectors, for analyzing the firm performance in 
Pakistani corporate market. 
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8.2: Recommendations for further studies 
 
In this part, we will present some limitations of the research and suggestions for further studies. 
 
Due to time constraint for this study, we focused on impact of ownership and board composition 
on the financial performance of the listed companies of Pakistan for one year i.e. 2009, which is a 
short period of time to analyze the comprehensive and complex research for the impact of 
ownership and board composition on the financial performance of the firms. We recommend that 
the researchers should extent this study for more than one year so that they can get more 
comprehensive results. 
 
 
We focused on the impact of ownership and board composition on financial performance of the 
firm. Where as fluctuation in interest rate, inflation rate, population expansion, poverty rate, 
purchasing power of the final consumer, governments laws, international geographical and 
political interest of the developed countries, State bank discount rate variations, real estate bubble 
blast and various other external factors are also there existing in the market which should be 
consider by the researchers while analyzing the financial performance of the companies in our 
studies. So we recommend that any prospective researcher should consider also the external 
overall economy and industry specific factors of Pakistan while analyzing the firm performance so 
that the study could be more adequate and better representative for corporate market in Pakistan. 
 
Further research can be done by adding the variables for the interest rate change, inflation rate, 
population growth rate, purchasing power index, laws enforcement index, cost of living index 
along with the our variables used in this research, for the analysis of firm performance. 
 
Finally on the basis of our results, we recommend that the investors interested in the acquisition of 
the equity market securities of any industrial sector in Pakistan should not only consider the 
ownership and board composition but also the external economic conditions of the country and 
specific government taxation policies for that particular industrial sector. 
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Appendix 
sector Amount in Percentage   

Companies financial institutions ownership 
Associated Companies 
ownership Top 5 shareholders ownership 

Bank Alfalah 7 7.24 38.9292304 

Bank-Al-Habib 18.81 0 87.98656624 

Allied Bank 10.64 49.78 85.36560585 

Askari Commercial Bank 4.49 19.84 56.07021535 

bank of khyber 0 0 75.83074996 

Bank of punjab 0.44 64.52 25.64705896 

Bank islami of pakistan 1.49 45.89 73.91571769 

faysal bank 0.14 66.94 68.9860229 

Habib bank 0.3176 0.0732 92.92289609 

Habib metropolitan bank 0 51.18 70.77366266 

JS bank 1.1 67.75 80.61824024 

Kasb bank 0 77.55 8.15611007 

MCB bank 0.324 8.249 43.37911174 

Meezan bank 0.92 86.34 89.59779664 

My bank limited 0 0 58.31609445 

National bank of pakistan 1.3767 0.0005 84.30021577 

NIB bank 3 74.69 82.95524629 

Samba bank 12.25 69.26 81.73244563 

Silk bank limited 0 81.09 85.00424523 

Soneri bank limited 1.5378 51.3293 56.81411925 

Standard chartered bank 0.0701 98.9863 99.16376614 

united bank limited 1.7554 0 53.41897089 

Atlas battery 9.98 67.99 76.27374678 

Atlas engineering 5.04 86.8 95.71283881 

Balochistan wheels Ltd 12.59 24.26 56.65337758 
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Dewan farooque motors 8.21 15.34 59.25329471 

Exide pakistan Ltd 0 0 83.59964608 

General tyre & Rubber co of pakistan Ltd 42.64 0 80.14569379 

Ghandhara Nissan Ltd 2.47 69.58 76.66314064 

Indus motors co Ltd 0 6.27 82.29723919 

Hub power co ltd 17.81 0 44.60780669 

japan power generation co ltd 14.415 0 57.42925562 

karachi supply co of pakistan 0.087 0 1.234445804 

kohinoor energy ltd of pakistan 1.9269 36.7936 67.43660313 

nishat (chunian) power ltd of pakistan 4.69 13.61 36.27417136 

sitara chemical industries ltd of pakistan 9.62 0 75.23054459 

OGDCL 0.64 0 51.49715869 

Arif habib corporation of pakistan 2.99 0 70.7562592 

Arif habib limited of pakistan 0.89 0 77.66667 

Dawood equities limitd 13.23 0 41.296 

Escort investment bank of pakistan 47.15 2.8436 72.267322 

IGI investment bank of pakistan 7.64 44.18 61.22051385 

Grays leasing limited co of pakistan 0 55.37 81.58204651 

invest capital ivestment bank  of pakistan 0 14.33 61.32973136 

first capital mutual fund ltd of pakistan 0.004 23.208 70.78916667 

javeed omar vohra and co of pakistan 2.84 0 34.30739394 

jahangir siddiqui and co ltd of pakistan 1.22 0 68.14913523 

js global capital limited co of pakistan 0 0 94.144024 

js investment limited of pakistan 1.63 0 80.847764 

KASB securities ltd 24.29 48.75 48.93794044 

Orix leasing company limited of pakistan 0 49.9 66.72797018 

Pak gulf leasing co ltd of pakistan 0 10.98 61.98630655 

standard chartered leasing co of pakistan 0.52 86.45 90.02194909 

saudi pak leasing co of pakistan 0.6735 45.2428 63.44622402 

security leasing corporation co of pakistan 0 0 99.88904105 

trust investment bank of pakistan 6.69 21.14 67.62120138 

trust  securities and brokerage ltd 5.9 74.05 82.5675 

attock cement pakistan ltd 0.66 0 88.7653977 

Balochistan galss ltd of pakistan 51.3547 0 82.79210023 

Burger painta of pakistan ltd 6.105 52.05 6.350757396 

Bestway cement of pakistan ltd 0 72 86.8335621 

D J khan cement ltd of pakistan 3.26 0 46.87110956 

cherat cement ltd of pakistan 37.1914 0 59.74087803 

dadabhoy cement ltd of pakistan 5.33 0 83.47329753 

dadex eternit ltd of pakistan 0 29.2 66.84016541 

dandot cement co of pakistan 5.33 0 83.47329753 

dewan cement co of pakistan 4.15 41.5 61.92195032 

fauji cement ltd of pakistan 19.1399 49.4871 67.61116328 

fecto cement ltd of pakistan 8.68 0 69.95964912 

flying cement ltd of pakistan 0 4.3605 63.10331932 

javeden cement ltd of pakistan 2.8862 23.4886 71.90869358 

kohat cement co of pakistan 2.85 0.03 51.64564201 

Lafarge pakistan cement 0.75 73.22 80.35667743 

Lucky cement ltd of pakistan 10.43 0 28.96287066 

maple leaf cement company of pakistan 6.4611 50.1287 61.87284171 

pioneer cement ltd of pakistan 13.54 1.92 52.87897828 

safe mix concrete of pakistan 19.5003 0 71.730475 

shabir tiles and ceramics ltd of pakistan 0 5.61 45.70940625 

thatta cement ltd of pakistan 0 86.92 91.07308726 

first fidelity leasing modarabas ltd of pak 0 22.22 39.86192598 
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first national bank modaraba of pakistan 8.4525 10.064 51.554 

modaraba Al-Mali ltd of pakistan 0 12.714 46.99351849 

Meezan cah fund ltd 39.49 15.28 24.63554823 

Allied Rental Modaraba ltd of pakistan 0 0 96.90285833 

Asian stocks fund ltd of pakistan 0 92 93.52685444 

Atlas fund of funds ltd of pakistan 22.84 38.17 31.80417532 

B F modaraba ltd of pakistan 6.5 26.5399 52.52003744 

B R R guardian modaraba ltd of pakistan 14.45 5.05 43.52888553 

crescent standard modaraba ltd of pak 10.16 0 71.2497 

first capital mutual fund ltd of pakistan 0.004 23.208 34.9505193 

I B L modaraba ltd of pakistan 0.01 10.06 84.25250774 

first imrooz modaraba ltd of pakistan 0.05 0 22.82 

first dawood mutual fund ltd of pakistan 7.71 39.01 32.51232991 

paramount modaraba first ltd of pakistan 0 20.2281 32.20935942 

KASB modarab ltd of pakistan 42.42 0 78.56676004 

Meezan balance fund ltd of pakistan 0 25.84 40.4518825 

Al-Meezan mutual fund ltd 39.49 47.68 50.58965834 

Pak oman advantage fund ltd of pakistan 0 0 5.46175 

PICIC energy fund ltd of pakistan 6.74 27.17 20.44653333 

PICIC growth fund ltd of pakistan 4.99 15.34 72.97681799 

PICIC investment fund ltd of pakistan 4.15 34.15 82.45229318 

first punjab modaraba ltd of pakistan 4.6948 39.1696 42.90493533 

standard chartered modaraba ltd of pak 24.5 0 1.182222095 

safeway mutual fund ltd of pakistan 0 82.4 91.62448669 

trust modaraba ltd of pakistan 5.29 8.39 79.66463758 

UDL modaraba first ltd of pakistan 6.73 26.32 54.88072748 

cherat papersack ltd of pakistan 33.9254 1.7298 38.34028322 

dadabhoy sack ltd of pakistan 2.5 0 92.28425 

ECO PACK ltd of pakistan 4.845 0 50.94105319 

Ghani Glass ltd of pakistan 0.8976 0.8553 52.01226726 

Merit packaging ltd of pakistan 29.91 52.91 75.51019462 

Packages ltd of pakistan 0 31.43 43.76986857 

tri-pack films ltd of pakistan 0 61.49 66.98983 

Adamjee insurance co ltd of pakistan 0 40.12 51.55281305 

Askari general insurance co of pakistan 1.061 53.124 76.01387649 

Atlas insurance co ltd of pakistan 0 78.15 80.85318262 

century insurance co ltd of pakistan 0.7 76.65 78.21170883 

EFU general insurance co ltd of pakistan 1.46 27.84 58.27708783 

East West insurance co ltd of pakistan 0 0 59.93368468 

Habib insurance co ltd of pakistan 1.9 0 22.37855462 

IGI insurance co ltd of pakistan 0.77 17.61 59.02661636 

New Jubilee insurance co ltd of pakistan 12.1177 0 1.278154101 

Pakistan general insurance co of pakistan 0 0.01 13.918125 

Pakistan reinsurance co ltd of pakistan 1.07 24.78 79.78234633 

PICIC insurance co ltd of pakistan 0.06 30 69.51156857 

Premier insurance co ltd of pakistan 1.71 12.3 25.75082814 

Reliance insurance co ltd of pakistan 1.54 0 32.16911787 

shaheen insurance co ltd of pakistan 0.0035 95.8216 8.392001 

Silver star insurance ltd of pakistan 0.18 0 49.81904119 

cresent steel and Allied product ltd 0 21.98 34.53578537 

Huffaz seamless pipe industries ltd 5.001 0 31.35301278 

siddiq sons tin plate ltd of pakistan 0 54.25 54.33272287 

Abbot laboratories pakistan ltd 5.33 78.84 84.1819395 

Ferozsons laboratories ltd of pakistan 11.57 0 50.70063574 

Glaxosmithkline ltd of pakistan 0 78.78 90.09151445 
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highnoon laboratories ltd of pakistan 4.63 0 30.9503542 

Otsuka pakistan ltd of pakistan 15.3 0 15.2253842 

Searle pakistan ltd of pakistan 6.36 0 62.94259091 

wyeth pakistan ltd 18.83 0 94.2966737 

Adam suger mills ltd of pakistan 0.08 0 80.7499201 

Al-Abbas suger mills ltd of pakistan 16.7069 67.8846 71.64210963 

chashma suger mills ltd of pakistan 0.77 66.72 87.68689879 

clover pakistan ltd 0.01 94.56 95.1336106 

colony suger mills ltd of pakistan 3.96 0 61.38258635 

crescent suger ans distillery ltd 13.65 0 27.69810826 

Dewan suger mills ltd of pakistan 12.31 17.71 56.52490608 

Faran suger mills ltd of pakistan 25.03 0 41.16701717 

fecto suger mills ltd of pakistan 8.68 0 57.17921491 

Habib suger mills ltd of pakistan 24.63 0 51.2014875 

husein syger mills ltd of pakistan 0.1 0 45.20229752 

JDW suger mills ltd of pakistan 1.0586 0 84.23420235 

kohinoor suger mills ltd of pakistan 0.032 2.6841 54.8407546 

Mehran suger mills ltd of pakistan 0.06 0 81.21080212 

Mirza suger mills ltd of pakistan 2.21 0 35.66723404 

Nestle pakistan ltd of pakistan 0.95 19.38 88.80107478 

Pangiro suger mills ltd of pakistan 2.45 0 49.48503226 

Rafhan maize products ltd of pakistan 0 0 81.89813205 

Sakrand suger mills ltd of pakistan 14.52 0 60.37821858 

shahtaj suger mills ltd of pakistan 14 0 32.68148052 

shahkarganj suger mills ltd of pakistan 1.46 39.92 54.77717155 

unilever pakistan  limited 7.19 75.07 88.57254666 

unilever pakistan food  limited 0 75.85 85.6444976 

wazir Ali industries ltd of pakistan 0.2418 73.65125 89.22134326 

Artistic Denim mills ltd  0.12 2.17 81.04914762 

Babri cotton mills ltd 3.92 62.06 69.91540055 

Bannu woollen mills ltd 0.01 34.04 52.13251808 

Bata pakistan ltd  0 29.56 89.94657407 

Bhanero textile mills ltd 0 37.57 50.6428 

Faisal spinning mills ltd 0.08 36.53 44.1874 

colgate palmolive pakistan ltd 0.13 61.54 84.44540163 

colony thal textile mills ltd 3.11 0 51.18276094 

crescent jute products ltd 3.57 22.83 59.87602904 

crescent textile mills  ltd 0.05 9.66 36.59385804 

crescent fibers ltd 15.08 0.48 54.58528496 

D.M textile mills ltd 0.042 0 59.67588435 

Dewan mushtaq textile mills ltd 7.62 6.73 52.49380466 

Dewan khalid textile mills ltd 10.67 7.94 49.13616638 

Dewan textile mills ltd 0 9.68 63.05884902 

Din textile ltd 3.33 0.03 59.03015927 

Fateh textile mills ltd 9.45 0 61.104 

Fazal textile mills ltd 2.24 0 43.86433429 

Gadoon textile mills ltd 0 0 5.383624533 

Gul Ahmed textile mills ltd 0 0 50.39840231 

Hira textile mills ltd 0 0 60.5200805 

Ibrahim fibers textile ltd 0.1603 19.7116 68.35496701 

Janana de malucho textile mills ltd 0.45 41.75 56.02378809 

kohat textile mills ltd 14.47 78.92 93.54808173 

Mahmood textile mills ltd 0 0 32.66361135 

nadeem textile mills ltd 0 0 65.86470246 

Feroze 1888 mills ltd(nakshbandi 33.51 0 59.45175254 
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industries) 

singer pakistan ltd 0 70.31 94.42689713 

Tariq glass industries ltd 7.33 0 68.06852814 

pak datacom ltd of pakistan 3.71 55.08 76.34455668 

pakistan telecommunication ltd 0 63.71 8.927376065 

worldcall telecom ltd of pakistan 4.8 65.77 77.42608847 

century paper and board mills ltd of pak 5.67 61.01 66.67753909 

security papers ltd of pakistan 18.26 60.03 80.07231302 

Murree Brewary of pakistan ltd 0 35.64 43.45241579 

EFU life insurance co of pakistan 2.04 62.85 75.33747067 

New jubilee life insurance co of pakistan 9.7927 16.046 80.15562731 

 
 


