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Abstract 
Although there is worldwide consensus that corporate governance is 

important determinant of financial performance, market value, capital 

structure, cost of capital and economic instability, but latest research 

has proved that there is no significant relationship between corporate 

governance and firm performance. However, still recent debates are on 

the conflicts regarding measurement of corporate governance. In this 

study, we used two criteria to measure the corporate governance 

quality and investigated impact on selected firm performance measures 

(firm profitability and value). We compared our findings for two 

periods: before crisis 2004-06, and during crisis 2007-09. We found 

that governance measures calculated by indicated method don’t have 

any significant influence on firm performance. Careful recap of 

previous literature with context of Pakistan shows that previous 

studies, which suggest governance variables as significant 

determinants of the firm performance, have heterogeneous research 

methods, estimation techniques and study periods. By using 

appropriate research methods and estimation techniques, we conclude 

that there is no effect of corporate governance quality on firm 

performance; neither there is any effect of financial crisis on the scores 

of these governance measures. We propose further research to consider 

the macroeconomic factors like political influence, business cycle, 

inflation, and unemployment.           
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I. Introduction 
Problem of economic choice led the emergence of complex management 

structures, theories, and other dynamics. Corporate governance is one of these notions 

that developed in this process, which was just a difficult to understand phrase to all but 

some of academicians and practitioners before some decades. Governance matters has got 

too much attention in today’s corporate world that it has become the subject matter of 

scholar’s research, meetings in boardrooms and manager’s education. Corporate 

governance became more hot issue during the wave of financial crises and this notion 

arose with full strength when largest companies of the world gone bankrupt. 

 

 Due to quick popularity, the term is still not clearly defined. The term is used in 

too widely that often its users fail to describe it comprehensively. The domain is newly 

originated that’s why there is no universal definition to agree upon by all the researchers 

and practitioners. Many textbooks on the subject do not provide an explicit definition of 

the term corporate governance; some have provided these definitions in glossary only. 

Similarly the some researchers provide the definition and others do not. Armstrong, 

Guay, and Weber (2010) view corporate governance ‘‘as the subset of a firm’s contracts 

that help align the actions and choices of managers with the interests of shareholders”.  

 

 Schleifer and Vishny (1997) views corporate governance as ‘‘the ways in which 

suppliers of finance to corporations assure themselves of getting a return on their 

investment.’’ Larcker et al. (2007, p. 964) define the term more generally as “the set of 

mechanisms that influence the decisions made by managers when there is separation of 

ownership and control”. Though a web search several definitions of corporate governance 

can be found. While common definitions focus on the separation of ownership and 

control at the top of the corporation, some focus narrowly on the control function of the 

board of directors, and others include a wide range of control mechanisms (boards, 

incentive compensation, audited financial statement, analysts, credit rating agencies, 

banks, regulators, courts, media, customers, and so on). Some commentators take the 

perspective that the objective of governance is to maximize shareholder wealth, while 

others take a broader stakeholder/social perspective.  

 

 The 2007-2008 financial crises are commonly viewed as the worst financial crisis 

since the Great Depression of the 1930s (Brunnermeier, 2009). Motivated by the 

significance of the 2007–2008 financial crises, an emerging body of literature has 

attempted to identify and examine the global roots of the crisis. This literature proposes 

that a combination of macroeconomic factors such as loose monetary policies and 

complex securitizations have contributed to the crisis (Taylor, 2009). 

 

 In Pakistan’s capital market corporate sector is monitored by the SECP (Securities 

and Exchange Commission of Pakistan) and the accounting and financial reporting 

function is controlled by the ICAP (Institute of Chartered Accountants Pakistan). Other 

provisions for the financial reporting are adopted with compliance to the pronouncements 

of IFRS (International Financial Reporting Standards) foundation. After the accounting 

frauds of “Enron” and “WorldCom” and issuance of Sarbanes-Oxley act in 2002, in 

Pakistan SECP also issued the code of corporate governance in same year and referred its 

adoption mandatory. Later on this code was reviewed and revised in 2012. 
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 Pakistan confronted financial emergency throughout that time when world is 

additionally confronting worldwide emergency. Obviously it appears that Pakistan's 

financial emergency is because of the worldwide monetary emergency on the grounds 

that the timings of the two emergencies are same. Anyhow it is not any rationale to reach 

determination. In the event that we painstakingly examine the sensation then we can see, 

Pakistan saw real interruptions in its typical financial exercises as the aftereffect of 

intense vitality emergency, high rate of premium, high cost of creation, expansion, 

breaking down peace circumstance, poor modern base, decrease in FDI and joint wander 

with outside speculators, a baffling stock exchange, a distinguishable log jam in the 

assembling and administrations segments. 

 

 Keeping in view all the facts, study has following objectives to be fulfilled with 

context of Pakistan: 

 

i. Measuring corporate governance quality using governance measures based on 

Shah and Butt (2009) and Reverte (2009). 

ii. Seeking trends of corporate governance during financial crisis and testing for 

significant differences between composite governance quality measures for pre 

and during crisis era. 

iii. Investigating the relationship of governance quality on financial performance 

(profitability, and firm value) for pre and during crisis period. 

 

II. Literature Review 
 Research into the theory and practice of corporate governance has been heavily 

focused in English speaking countries and the US in particular. Most of the available 

empirical evidence comes from the United States (Shleifer and Vishny 1997). 

Hollingsworth, Schmitter & Streeck (1994) state: “In the 1950s and 1960s, hardly anyone 

disagreed with the assumption that the more traditional and, therefore, backward 

economies like Japan, Germany, or Europe as a whole would have to adopt American 

patterns of industrial organization”. 

 

 Several studies find a connection between a measure of firm-level governance and 

firm value in a single country. Related papers studying emerging markets include Black 

(2001) (Russia); Black et al. (2006a) (Korea); Black et al. (2006c) (Korea). Another 

strand of this literature finds similar results on a cross-country basis (Durnev and Kim, 

2005 and Klapper and Love, 2004). 

 

 Bhagat and Bolton (2008) in his study sheds light on certain questions about the 

measurement of corporate governance and also inspect relationship of corporate 

governance with performance of the firm. They measured performance through Tobin’s 

Q and Return on assets and employed regression analysis. Findings of the study shown 

that good corporate governance has significant positive relation with performance of the 

firm. Another similar study is Mashayekhi and Bazaz (2008). They also investigated the 

impact of corporate governance features on performance of the firm. By using board 

leadership, size of the board, board independence, and institutional representative 

directors and performance is measured by return on assets, return on equity and earnings 

per share. The study is conducted in Iran and 240 firms were included in sample. They 
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used different statistic techniques for data explanation and results estimation; these are 

descriptive Statistics, correlation matrix and Regression analysis. Findings of the study 

are about the relationship of each corporate governance features relation with 

performance of the firm. Started with board size that is inversely associated to 

performance of the firm, board independence is positively associated to performance of 

the firm and institutional representative directors are not associated to performance of the 

firm. While Sami et al. (2011) studied corporate governance association with firm value 

in China. The research used four measures of performance as a dependent variable (Tobin 

s Q, Return on assets, and Return on equity), Composite measure of corporate 

governance is used as an independent variable and leverage is also considered. 1236 

firms are taken from China. Descriptive statistics, correlation matrix and regression 

analysis are used for results estimation. Results showed that corporate governance 

features are significant and have positive relation to performance of the firm and firm 

value.  

 

 Black et al. (2006) addressed the issue about the association between governance 

and value of the firm. They present time series evidence for the year 1999-2006. Sample 

consists of 964 firms Russia. By using OLS and fixed effects specifications they find 

strong correlation between the above mentioned relationships. Findings further reveals 

that there is large difference in significance level of fixed effect specifications and 

Ordinary least square methods. Balasubramanian et al. (2010) this study is conducted to 

provide evidence about weak or strong corporate governance practices of in India. Issue 

was to find out relation of corporate governance index and firm valuation. Valuation of 

the firm is done through Tobin’s Q. Sample comprised of two thousand and five hundred 

firms from India. Descriptive statistics and regression analysis were used to estimate 

results of the current study. Findings suggest that governance index has positive relation 

with firm value. The above mentioned relationship is found well-built for more profitable 

firms of India. Likewise Ammann et al. (2011) conducted a study to investigate corporate 

governance and firm value relationship. Measurement of Firm value is done through 

Tobin’s Q. Sample consists of 6663 observations from twenty two developed countries. 

Estimation techniques Principal component analysis, regression analysis are used in this 

study for results estimation. They reported statistically significant and direct correlation 

between corporate governance and firm value. 

 

 Ehikioya (2009) observed the relation of corporate governance and performance of 

the firm. Sample consists of 107 companies from Nigerian Stock Exchange. This study 

used the regression model to evaluate available data. The observed findings showed that 

concentrated ownership has a positive relation with performance, Board composition has 

no impact on performance of firm, CEO role duality negatively related to performance of 

the firm. Whereas Yammeesri and Herath (2010) aim of the authors is to investigate the 

influence of corporate board structure, board leadership and committee composition on 

value (Tobin’s Q). Board structure includes board independence, board size, insider 

directors. Sample consists of 245 listed non-financial firms of Thailand. Estimation 

techniques used for results are descriptive statistics, correlation matrix and Regression 

analysis. Findings of the Study do not reveal significant relationship of the above-said 

variables to the firm value.  
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 Two frequently cited studies on the corporate governance and financial crisis, 

Erkens, Hung, and Matos (2012) and Guptaa, Krishnamurti, and Tourani-Rad (2013) 

have been found. Erkens, Hung, and Matos (2012) the influence of corporate governance 

on financial firms' performance during the 2007–2008 financial crisis. Using a unique 

dataset of 296 financial firms from 30 countries that were at the center of the crisis, they 

find that firms with more independent boards and higher institutional ownership 

experienced worse stock returns during the crisis period. Further exploration suggests that 

this is because (1) firms with higher institutional ownership took more risk prior to the 

crisis, which resulted in larger shareholder losses during the crisis period, and (2) firms 

with more independent boards raised more equity capital during the crisis, which led to a 

wealth transfer from existing shareholders to debt holders. Guptaa, Krishnamurti, and 

Tourani-Rad (2013) studied the impact of internal corporate governance on performance 

during the current financial crisis for a comprehensive cross-country sample of 4046 

publicly traded non-financial firms from the U.S. and 22 developed countries. Using a 

broad-based index of corporate governance quality, authors find that well governed firms 

do not outperform poorly governed firms.  

 

 Most of the previous studies were conducted in the developed or western 

countries. In Pakistan, studies on the issue are the Chaudhary, Goergen and Syed, (2006); 

Javaid and iqbal, (2007, 2010); Hasan and Butt (2009); Rehman et al. (2011); Khatab et 

al. (2011); Yasser, (2011a); Yasser, (2011b); Dar et al. (2011); Latif et al. (2013); Sajid et 

al. (2012); Ahmed et al. (2012); and Gul et al. (2012). However, following issues are 

found:  

 

 No consensus among results 

 Differences on the methodological issues  

 None of these studies addressed all these issue by forming composite governance 

quality 

 Moreover no study incorporated financial crisis 

 

 By undertaking this study, we enhance current understanding regarding corporate 

governance and firm performance, as well as the perceptions regarding role of financial 

crisis by adding towards literature with context of Pakistan. 

 

III. Research Design 
A. Measurement of variables 

 Corporate governance quality is measured by two criteria: Based on Shah and Butt 

(2009), corporate governance scores are calculated as follows:  

 

Score = [(Ownership concentration scores + Managerial ownership scores)*(0.45) + 

(Board Independence Scores + Audit Committee Independence)*(0.55)] 

 

Whereas, the scores of individual governance measure are based on following method: 

 

Table 1: Corporate governance scores as per Shah and Butt (2009) 
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Ownership Concentration 
Range    Score  
0%--------20%   5  
21%-------- 40%   4  
41%---------60%   3  
61%---------80%   2  
81% and above   1 

Ownership of Executives 
Range    Score  
0%--------20%   5  
21%-------- 40%   4  
41%---------60%   3  
61%---------80%   2  
81% and above   1 

Board Independence 
Range    Score  
0%--------20%   1  
21%-------- 40%  2  
41%---------60%   3  
61%---------80%   4  
81% and above   5 

Audit Committee Independence 
Range    Score  
0%--------20%   1  
21%-------- 40%   2  
41%---------60%   3  
61%---------80%   4  
81% and above   5 

 

 We termed this variable as GOV_SB. 

 

 Secondly, composite corporate governance is measured using the scores criteria 

provided by Reverte (2009). This variable is formed by summing the five dummies for 

individual corporate governance measures, so value of 5 indicates the highest governance 

quality and a value of 0 the lowest governance quality. We used GOV_R for notation 

purpose. Detail of dummies measuring the individual governance measures is followed as 

bellow: 

 

Table 2: Definitions of corporate governance measures’ dummies as per Reverte 

(2009) 
Board size Takes the value 1 if a firm’s board size is less than the 

sample median and 0 otherwise for a year. 

Board independence Takes the value of 1 if board independence is of a firm is 
above the sample median and 0 otherwise for a year. 

CEO duality Takes the value of 1 if there is a separation of the chief 
executive and chairman roles in a firm and 0 otherwise for a 
year. 

Existence of Sub-board 
committees 

Takes the value 1 if a firm has board committees and 0 
otherwise for a year. 

Independence of board 
committees 

Takes the value 1 if independence of board committees for a 
firm is above the sample median and 0 otherwise for a year. 

 

 Performance is measured on two dimensions: financial and stock market, 

measured by Return on Assets (ROA) and market to book ratio respectively, except these 

variables, firm size (calculated by taking natural logarithm of total assets) and leverage 

(calculated by debt ratio) are used as independent variables. 

 

B. Sample and data collection 

 50 non-financial companies from KSE-100 index companies are selected. 

Companies are selected on the basis of market capitalization. Two data sets of pre-crisis 

(2004-2006) and during crisis (2007-09) are chosen for analysis purpose. Data for the 

corporate governance is collected through the annual reports of respective companies. 

Other financial data is collected the “Balance Sheet Analysis of Joint Stock Companies 
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Listed at Karachi Stock Exchange” published by State Bank of Pakistan. Data for share 

price were collected through from website of KSE.  

 

C. Research models 

 Following econometrical models are to be tested: 

 

MBit = β0 + β1 GOV_SBit + β2 DRit + β3 LNTAit + εit   Eq. 01 

MBit = β0 + β1 GOV_Rit + β2 DRit + β3 LNTAit + εit   Eq. 02 

  

 Where MB is Market to Book Ratio, GOV_SB is corporate governance quality 

measured using Shah and Butt (2009), GOV_R is corporate governance quality measured 

using Reverte (2009), DR is Debt Ratio, and FS is Firm Size. Βo is the intercept, and β1 to 

β3 are regression slope coefficients.  

 

D. Analysis tools 

 To draw inferences, we used following tools: 

 Descriptive statistics to check the current trends of corporate governance quality 

among the sample companies of KSE-100 Index 

 Independent t-test to investigate whether there is significant change in the 

governance quality for before and during crisis periods 

 Regression analysis to gauge the relationship of governance quality with financial 

performance. As data used for study is of panel type, so we used panel data 

estimation method: Fixed effects. It include several methods, widely used are 

common constant method, fixed effects method, and random effects method; 

Baltagi (2008), however, we used fixed effects estimators as they are always better 

(Judge et al. 1982; Gujrati et al. 2003). 

 

IV. Empirical Findings  
 Based on the descriptive statistics we found that average scores for corporate 

governance under both approaches is median. Figures by alternative techniques yield 

almost same results. Same variation exists in the governance score for both periods. No 

difference is apparently available in corporate governance quality for before and during 

crisis. However, we employed t-test to check the statistical difference for two periods. 

Hypothesis testing based on the t-test to compare means assumes null hypothesis that 

there is no difference between the means of two groups. Alternative hypothesis under 

two-tail approach assumes that two means are significantly different. By employing t-test 

based on hypothesized difference (which is zero) we found that there is no significant 

difference between the corporate governance scores of pre-crisis and during-crisis period. 

Another fact of interest revealed is, results are similar for both employed approaches to 

calculate the corporate governance quality based on composite scores.  

 

Table 3: Descriptive statistics of governance quality variables before financial crisis  

Measure 

GOV_SB GOV_R 

2004 2005 2006 2004 2005 2006 

Mean 4.98 5 5.05 3.62 3.64 3.64 

Mode 3.8 3.8 3.8 4 3 3 
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Standard Deviation 1.72 1.71 1.71 0.92 0.88 0.88 

 

Table 4: Descriptive statistics of governance quality variables during financial crisis  

Measure 

GOV_SB GOV_R 

2007 2008 2009 2007 2008 2009 

Mean 5.14 5.07 5.04 3.64 3.68 3.66 

Mode 3.8 4.25 3.8 3 3 3 

Standard Deviation 1.72 1.75 1.76 0.88 0.84 0.85 

 

 

Table 5: Results of two-tail t-test for comparing mean corporate governance scores 
  GOV_SB(1) GOV_SB(2) GOV_R(1) GOV_R(2) 

Mean 5.01 5.08 3.633 3.66 

Variance 2.90 2.99 0.78 0.72 

Observations 150 150 150 150 

Pooled Variance 2.95 0.75 

Hypothesized Mean Difference 0 0 

Df 298 298 

t Stat -0.38 -0.27 

t Critical two-tail 1.97 1.97 

P(T<=t) two-tail 0.70 0.79 

 

 To check the impact of corporate governance quality on firm performance and 

gauge the role of financial crisis we used six different regressions. At first we divided 

data into three sets: whole period regression model, before crisis period regression model, 

and during crisis period model. All three models are computed twice, fist by using the 

corporate governance measure of GOV_SB and second by using other measure: GOV_R. 

Based on the data type, we used panel regression techniques. Panel regression techniques 

include the common constant method, fixed effects method, and random effects. To 

decide which estimators are best, two diagnostic tests are widely used: redundant fixed 

effects likelihood test and Hausman test. Both of the tests are available to compute in the 

Eviews 7. Redundant fixed effects test investigates that whether data supports a common 

constant regression model or have some sort of group-wise heterogeneity. Based on F-

distribution and chi-squared distribution test statistics and p-values are provided in the 

following table-6. Hausman, test on the other side; test the tradeoff between the random 

effects and fixed effects. Here null hypothesis assumed is “Both random affects 

estimators and fixed effects estimators are consistent but random effects estimators are 

efficient” and alternative hypothesis states that “both fixed effects and random effects 

estimators are consistent”. Results for Hausman test are also provided in the table-7. As 

for full period regression model, redundant fixed effects test shows that common constant 

method is inappropriate, so we explored it further by Hausman test, which indicate that 

fixed effects estimators are consistent. So here for full period regression model we 

employed cross-sectional fixed effects method which is also referred as the least squares 

dummy variable model (LSDV). This model includes dummies for cross-sectional effects 

and then uses least squares principle to calculate the coefficients of regression model. For 
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before and during crisis period models evidence supports the employment of random 

effects which is based on generalized least squares principle.  

 

 After deciding about the appropriate method, we calculated regression estimators 

as per indicated method. These results are reported in the following table-7. Fr full period 

regression model, figures shown that there is significant effect of the control variables i.e. 

debt (measured by DR) and firm size (calculated as log natural of total assets: LNTA). 

However corporate governance (GOV_SB) doesn’t seem to have any relationship over 

the market to firm performance (book ratio) for whole study period regression model. It’s 

important to note that overall model specification is valid as indicated by p-value of F-

stat. R-squared in the case is 74%, however, high r-squared is the main issue in the fixed 

effects model. So this figure is not much important in this scenario. 

 

Table 6: Panel Diagnostic Results for Regression using GOV_SB 

Model 

Redundant Fixed Effect 
Test 

Hausman Test 
Suggested 

Method 
Test-stat D.F. Prob. 

Test-
stat 

D.F. Prob. 

Full 
Period 

353.85 49 0.00 8.55 3 0.04 Fixed Effects 

Before 
Crisis 

408.08 49 0.00 3.13 3 0.37 Random Effects 

During 
Crisis 

112.79 49 0.00 5.20 3 0.16 Random Effects 

 

  After calculating overall regression model, we segregated the data into two sub-

models: before crisis regression model (2004-07) and during crisis period regression 

model (2007-09). Column with the heading of Model-2 contains the results of before 

crisis period regression mode. Here again control variables are significant but, target 

explanatory variable GOV_SB is not providing any statistical evidence that it explains ay 

variations in the firm performance variable. This model is estimated with random effects 

method, so here r-squared is weighted. F-stat’s significance shows the overall model 

validity. Third model describes the results of regression model for during crisis data. 

Now there is change in the results. GOV-SB is significant at 10% and debt ratio is not 

significant, whereas the firm size is significant at 1%. For during crisis the corporate 

governance quality measure (calculated by Shah and Butt’s method) is significant with 

the coefficient of 34.87. Here its shows very strong relationship with firm performance 

although the statistical evidence available is very low. 

 

Table 7: Regression Results using GOV_SB 
Coefficients Model 1 Model 2 Model 3 

GOV_SB -2.07 
(45.32) 

49.33 
(41.98) 

34.87* 
(20.13) 

DR -215.13** 
(88.59) 

-664.20*** 
(242.98) 

33.85 
(79.72) 

LNTA -40.13 
(106.84) 

294.33** 
(124.11) 

190.12*** 
(67.77) 

R-squared 0.74 0.08 0.10 

F-stat 13.25 4.51 5.53 
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Prob. value of F-stat 0.00 0.00 0.00 
*** shows significant at 1%, ** shows significance at 5%, and * shows significance at 10% 

 

 As mentioned in methods, corporate governance quality measure was calculated 

by two different techniques. So, we computed regression estimates for equation 2 now. 

Results of the diagnostic test remained same. For whole study period data using GOV_R 

measure shows the appropriateness of fixed effects method and for partial regression 

methods the appropriate method is random effects.   

 

 Results for the regression equation 2, for full period model, shows statistical 

evidence for relationship of firm performance and debt only. R-squared is high again due 

to method employed: fixed effects. Probability value of F-stat shows the model’s validity. 

Coefficient of the regression model is very low although not generalizable. For before 

crisis period regression results are again same, and show that only debt and firm size 

determines the firm performance: market to book ratio. Both control variables are 

significant at 1% level. However the standard errors are very high. While using during 

crisis data in regression we got only the debt as significant determinant. During turbulent 

period of crisis, the GOV_R is not significant.   

 

Table 8: Panel Diagnostic Results for Regression using GOV_R 

Model 

Redundant Fixed Effect 
Test 

Hausman Test 
Suggested 

Method 
Test-stat D.F. Prob. 

Test-
stat 

D.F. Prob. 

Full 
Period 357.15 49 0.00 

9.16 3 0.03 
Fixed Effects 

Before 
Crisis 

409.35 49 0.00 3.83 3 0.28 Random Effects 

During 
Crisis 

114.62 49 0.00 5.35 3 0.15 Random Effects 

 

Table 9: Regression Results using GOV_R 
Coefficients Model 1 Model 2 Model 3 

GOV_R 1.87 
(68.17) 

44.11 
(72.62) 

52.02 
(38.98) 

DR -215.24** 
(88.55) 

-677.62*** 
(244.05) 

24.55 
(80.12) 

LNTA -40.34 
(106.84) 

319.47*** 
(121.66) 

210.72*** 
(65.79) 

R-squared 0.74 0.08 0.09 

F-stat 13.25 4.13 5.00 

Prob. value of F-stat 0.00 0.01 0.00 

 

V. Discussion and Conclusion 
 Corporate governance became the most popular issue of 21

st
 century in business 

research, why? Probably, most easy answer would be corporate scandals. The other thing 

is that the scandals were not ordinary in nature and magnitude. Many researchers from 

Pakistan tested the relationship of corporate governance attributes and firm performance. 

Most of them found positive relationship between them. We got contradicting results. 
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Several reasons are possible for such surprising result. One, the study period chosen is 

very much turbulent due to economic and financial crisis, second, sample is large 

companies of Pakistan and their governance mechanism is rigid and has nothing to do 

with performance, as there are other things too, to bring good financial outcomes. Other 

reason could be the appropriate quantitative techniques, because studies conducted 

previously have heterogeneous estimation methods e.g. Khatab et al. used panel data but 

employed the cross sectional regression methods. In this way the results of previous 

researches could mislead based on inappropriate research designs. Discussing research 

designs further, one reason is different study periods.  

 

 Another possible issue is the application of the composite measure of corporate 

governance i.e., the measurement technique. The issue of the variables included to 

calculate the composite quality variables could be issue of concern. In first measure, 

which is GOV_SB, it uses the four variables in the computation: board independence, 

audit committee independence, ownership concentration, and managerial ownership. In 

this way this technique considers two main heads of the governance mechanism: 

independence and structure. Remaining calculation is discussed in methodology, but 

one’s reservation could be that why not the CEO’s role duality, institutional ownership or 

the family ownership. In this way, the technique is not sufficient by considering only four 

attributes. However the employment of other measure, GOV_R, is calculated in different 

way, based on the sample mean and nominal variable containing 1 or 0. So this could be 

another reason for surprising results.  

 

 Findings of this study are more relevant to academicians instead of practitioners, 

as it intriguers further research. Further research could consider the factors of corporate 

governance which actually represent the corporate governance structure and mechanism. 

In Pakistan, it has become common for politicians to get actively involved in debates on 

what is good and what is bad corporate governance, and directly implement legally 

enforceable solutions on the business community. This is the reason that the face of 

corporate governance has changed in 2012’s code of corporate governance as issued by 

Securities and Exchange Commission of Pakistan. Further research should consider the 

political influence as determinant of firm performance too, by assuming it a part of 

governance system. Future research should consider the other factors of governance 

including political influence, business cycle, and magnitude of financial stability, 

inflation, and unemployment. 
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