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ABSTRACT 

 

In the paper the researcher investigate the level of impact of elements of CG (Corporate Governance) system on 

firm’s performance. To analyze the causal relationship board size and financial leverages have been taken as 

independent variables and CEO duality is considered as control variable, while Return on Equity (ROE) has been 

taken as proxy variable to measure the performance of companies. The current study was conducted on the growing 

industry of Pakistan i.e. cement, by taking 58 companies in consideration over the period of 2007 to 

2010.Generalized least square model was applied with both fixed and random effects to draw inferences. By 

reviewing the results we have found that company’s board size has an insignificant but positive relationship with 

ROE, while financial leverage has negative but significant relationship with and ROE. In the current study CEO 

Duality is taken as a control variable with both independent variables has some crucial influences on the 

performance of firms in cement industry of Pakistan.   

KEYWORDS: Performance, Corporate Governance, Cement Industry, Return on Equity, CEO Duality, Board Size, 

Leverage Ratio.   

 

1. INTRODUCTION 

 

The firm’s performance and value significantly increase by corporate governance [1]. According to [2] firms in order to 

contribute to economy must develop them under the pivotal practices of governance system. A system comprises of 

good governance structure ensures sales and the profit at the same time [3]. The Organization of Economic 

Cooperation and Development (OECD) defines corporate governance as “The system by which business corporations 

are directed and controlled. The corporate governance structure specifies the distribution of rights and responsibilities 

among different participants in the corporation, such as the board, managers, shareholders and other stakeholders and 

spells out the rules and procedures for making decisions on corporate affairs. By doing this, it also provides the 

structure through which the company objectives are set, and the means of attaining those objectives and monitoring 

performance”[4].[5]Identify that the CG (corporate governance) focuses on good association between BOG (board of 

directors) and management, and also concerns with controlling and monitoring all the stakeholders. But the interests of 

all the stakeholders should be handled carefully because no stakeholder has the right to grab the interests of other 

stakeholder. The Corporate governance can also be considered as the decisions in the favor of BODs & shareholders 

and these decisions are pivotal for performance of an organization. These decisions towards the two directions 

(including BODs and shareholders) are contradicting but contributing towards firm’s performance [6]. 

[7]Claims that the better corporate governance system can ensure a higher degree of access to financing criteria 

(from where the finance come), lowering capital cost and build a better relationship with all the stakeholders by 

building good relations with them.[8] Identify that the parameters of CG (corporate governance) have positive 

relationship with firm’s performance, likewise the good performance can cause firm to change governance 

framework. Even a single factor affecting the performance of the firm needs deep understanding and refinement. 

Previous studies find significant relationship between CG (Corporate Governance) dimensions i.e. ownership 

structure and capital and firm’s performance. But now corporate governance includes a list of factors affecting 

performance of firm like dividend amount, size of board, board composition, board compensation, education level of 

board, outside directors, ownership structure, block holders, duality of CEO, size of firm and leverages[9]. A 

number of studies researches have been conducted to explore the impact of corporate governance on performance of 
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the firm in the world but a few in Pakistan, out of which cement industry is slightly ignored. For this purpose 

cement1 industry of Pakistanis selected as population of the study. 

The literature shows that corporate governance enhances the performance of the firm. Arguments suggested 

implementation of good corporate governance strategies reduces flaws in information flow. This also reduces the 

risk of wrong information flow. From the above discussion it is concluded that CEO duality have a significant 

impact between firm performance and corporate governance because in Pakistan mostly businesses are family 

owned and firms having a same person for the position of CEO and chairman. So it is of great need to study the 

mediating role of CEO Duality between governance factors and firms performance. From the above discussion, 

following are the research question: 

Do corporate governance factors impact on the performance of firm in cement industry of Pakistan? 

Do CEO duality mediates between corporate governance factors and performance of firm in cement industry of 

Pakistan 

 

2. LITERATURE REVIEW 

 

The performance of the firm is either positively or negatively can be affected by the Board Size which includes the 

number of directors in the board. The Board is highly accountable for performance of the firm [10], and institutional 

investors who are usually shows more willingness to pay a premium to BODs just for the making and 

implementation of  good governance practices [11], as the shareholders always expect from BODs to ensure good 

governance practices to govern firms [12]. But it is not easy to justify the relationship between the size of the board 

and performance of the firm, because some firms have large board size as compared to the others. According to [13] 

the size of the board is not a real measure of performance of the firm. [14] argue that smaller size of board increases 

the performance of firm by proposing that the board should consist of ten or fewer members. But [15] finds that as 

large as the size of board; the firms can improve the performance and becomes successful. [16]Observe that 

performance of the firm goes side by side with the size of board, which means that performance of the firm is 

enhanced by largening the size of the board. If the members of the board are in higher number that means that the 

company have a good mind to share the ideas and to make better decisions which in turn makes it difficult for the 

CEO to influence the decisions making process. 

CEO Duality means that head/chairman of the board and the CEO is the same person in the firm. [17] Find CEO 

duality slightly impacts performance of the firm.[18]Advocates that those firms chose independent leadership better 

perform than those firms relying on duality of CEO. But other school of thoughts believe that firms can derive good 

performance by having the same person on the board chair and CEO. According to [19] the previous studies could 

not provide an agreed view of the effect of CEO duality on firm’s performance.[20] Shows that there is negative 

correlation between CEO duality and performance of the firm. [21] Identifies that those firms having same person as 

the chairman and CEO, are more successful than those having different person on these positions. While [22] 

identifies that CEO chair separation positively affect return on equity, return on assets, earning per share and profits. 

According to [23] over the period of 1999 to 2003 majority of businesses have changed their duality structure to 

non-duality structure. [24]Present that policy makers in 15 advanced nations from 1994 to 2003 have recommended 

that chairman of board should not be the same with CEO. 84% firms in have separated the working of chairman of 

the board with CEO in Europe [25]. 

Among the important decisions in the firm, leverage2 decisions are those decision which have higher importance in 

decisions executives made [26]. Literature supports differently the impact of financial leverage on the performance 

of the firm.[27] Describes that the willingness of manager to financing projects of the firm by borrowing, affects the 

performance of the firm. Because they use the proceeds of borrowings optimally to maximize the performance of 

firm. He finds that the debt ratio is positively related to performance of the firm.[28] Investigates the relationship 

between financial leverages and performance of the firm in seven European countries and finds positive and 

significant relation in Spain and Italy whereas negative and significant in France, Norway, Belgium and Germany 

but insignificant in Portugal. [29] investigate 650 Chinese firms from 2001 to 2006 by using threshold regression 

model and find positive relationship between financial leverages and performance of the firm in those firms where 

debt ratio is between 53.97 % to 70.48 % and negative relation in firms where ratio is above 70.48 %. On the other 

hand, according to (Huang & Song, 2006) firms in china are more dependent on leverages as a result the equity 

                                                           
1Cement industry is vital for economic Growth. Well over Rs. 30 billion revenue comes from cement industry. More than 1.5 million people 
directly or indirectly related to cement industry. It earned over USD 700 million by exporting Pakistani cement to world market. 

http://www.scribd.com/doc/40547184/Final-Report-Cement-Industry-Pakistan, & http://economicpakistan.wordpress.com/2008/02/12/cement-

industry/ 
2Proportion of Equity and Debt in the capital structure of Firm 
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market of china is in developing phase, a negative relationship is formed between financial leverages and 

performance.  

[30]Explore the firms on the basis of growth and find that in high growth firms there is a negative relationship 

between financial leverage and performance of the firm and also find a positive relationship in the firms having low 

growth between financial leverage and performance. Similarly, [31] find inverse relationship between financial 

leverage and return on asset but relationship is positive when measured between financial leverage and return on 

equity.[32]Use panel regression trend and find that a negative relation is formed between leverage and firm’s 

profitability.  

 

3. METHODOLOGY 

 

The paper attempts to check the effects of corporate governance factors on the performance of the firm in cement 

industry of Pakistan. Fifty eight companies (registered companies) from cement industry have been taken as a 

sample for this study. From the relevant literature on the topic, some crucial governance factors have been 

identified, which have greater effect on the performance of the firm. For the purpose to develop the relationship, 

Board size and Leverage Ratio have been taken as independent variables, CEO duality has been taken as control 

variable, while ROE (Return on Equity) has been taken as proxy variable to check/measure the Performance of the 

firm. The data regarding independent variables is collected from annual reports of the companies from 2007 to 2010. 

To measure the performance of cement companies, calculated ROE is taken into consideration from basic BSA3 

(Balance Sheet Analysis) released by the SBP (State Bank of Pakistan). Generalized least square model is applied 

with fixed and random effects to draw conclusion. By reviewing relevant literature we developed the following 

theoretical framework and hypotheses of current study. 

 

[33]Theoretical Framework 

 

 

 

 

 

 

 

 

 

 

 

H1: There is positive association between Board Size and ROE in cement industry.  

H2: There is positive association between Financial Leverage and ROE in cement industry. 

 

Fixed Effect Regression Model 

 ROEit = �1i + β2 BSISEit + β3   FIN_LEVit +�it 

 

Random Effect Regression Model 

  ROEit = �1i + β2 BSIZEit + β3   FIN_LEVit +�it 

Where 

ROE = Return on Equity 

BSIZE = Board Size 

FIN_LEV = Leverage Ratio 

 

4. ANALYSIS AND RESULTS 

 

For testing hypothesis we applied Generalized Least Square model at fixed and random effects models by 

employing dependent, control and independent variables. The following tables show the results of proposed model. 

  

 

                                                           
3http://www.sbp.org.pk/departments/stats/bsa.pdf&http://www.scribd.com/doc/38301075/Balance-Sheet-Analysis-by-SBP 

CEO 

Duality 

Independent Variables 
 

Governance Factors 

• Board Size 

• Financial Leverages 

 

Dependent Variable 
 

Firm’s Performance 

• ROE 
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Table 1. Generalized Least Square (GLS) results of Return on Equity (ROE)at (Random Effect) 
Variable Coefficient Std. Error t-Statistic Prob.   

C 16.48054 47.89815 0.344075 0.7311 

BSIZE 0.736643 6.474726 0.113772 0.9095 

FIN_LEV -7.204730 2.766212 -2.604548 0.0098 

BSIZE*DUAL -0.736536 2.221478 -0.331552 0.7405 

FIN_LEV*DUAL -0.156645 2.775743 -0.056434 0.9550 

R-square is 82.57 %, (F= 268.95), F- statistic (p =0.0000), Durbin Watson = 2 

 

The table(1) represents the results of proposed model by employing random effect model. It is clear that the board 

size has insignificant relationship with ROE (dependent variable) in cement industry as its p-value is(0.909), which 

remains insignificant (0.740) while taking duality as control variable with board size. Financial leverage has 

significant (p-value= 0.0098) but negative relationship with ROE at 1 % which reveals as the financial leverage 

increases the return on equity decreases. Similarly financial leverage with duality as control variable becomes 

insignificant with ROE (p-value= 0.955) and has negative (t-value= -0.156) relationship. Overall causal relationship 

between explanatory variables (with duality as control variable) and dependent variable is insignificant in cement 

industry of Pakistan. The value of R-square is 82.57 %which shows that there is 82.57 % variation in performance 

(ROE) due to explanatory variables. It is also clear from the values of (F= 268.95) and probability F- statistic 

(0.0000) self explains that the under studied model is fit to explain the relationship between discussed variables. 

However the value of Durbin Watson is 2 which shows that there is no autocorrelation problem in the model. 

 

Table 2. Generalized Least Square (GLS) Results of Return on Equity (ROE) (Fixed Effect) 
Variable Coefficient Std. Error t-Statistic Prob.   

C 25.69846 57.73710 0.445094 0.6568 

BSIZE 0.510464 7.590302 0.067252 0.9465 

FIN_LEV -8.751331 1.574601 -5.557809 0.0000 

BSIZE*DUAL -2.160684 4.861149 -0.444480 0.6573 

FIN_LEV*DUAL 1.807513 1.588744 1.137699 0.2568 

R-square is 94%, (F= 51), F- statistic (p =0.0000), Durbin Watson = 2.6 

 

The fixed effect panel model of GLS estimation is shown in the table (2). Financial leverage has (p-value= 0.000) 

which is highly significant and shows a negative relationship with ROE. It means that as the financial leverage 

increases the performance of cement industry decreases. But with duality as control variable the financial leverage 

has insignificant (p= 0.2568) and positive relation. We can say that the duality of CEO has influence on financial 

leverages and can enhance performance of cement firms. Besides that board size alone and along with duality as 

control variable shows insignificant relationship with firm’s performance of cement industry. The value of R-square 

(0.94) shows that in cement industry there is 94 % variation in dependent variable due to independent variables. In 

fixed effect model there is no autocorrelation problem from the interpretation value of Durbin Watson. The model 

shows best fit relationship among the variables as it is clear from value of F- statistics. 

 

Table 3. Correlated Random Affects – Hausman Specification Test. Dependent variable (ROE) 
Test Summary Chi-Sq. Statistic Chi-Sq. d.f. Prob.  

Cross-section random 5.420828 4 0.2468 

 

The table above shows the Hausman test results which are explaining the relationship between the independent 

variables and ROE. This test has the following Hypothesis 

Ho: Random effect is more Robust then fixed Effect. 

H1: Random effect is less Robust than fixed Effect. 

From above table it is clear that Ho is accepted because the P-value in insignificant which is (0.2468).It means that 

random effect model is more robust to explain the causal relationship of independent variables and ROE in cement 

industry of Pakistan. 

 

5. DISCUSSION 

 

It is clear from both tables that size of the board has positive but insignificant relationship on both Random and 

Fixed effect models (table 1 and 2 respectively). Positive values of coefficients are consistent with our 

prepositionH1. But the p-values are (0.909) and (0.946) at random and fixed effect model respectively demonstrate 

38 



J. Appl. Environ. Biol. Sci., 8(1)35-41, 2018 

 

the relationship between the Board size and ROE is insignificant. These results are consistent with [34]who finds the 

same results as in this research that there is a positive relation between board size and firm’s performance. On the 

other hand financial leverage has negative (inconsistent with H2) but highly significant relationship (at 1 %) with 

ROE at both random and fixed effect models as the p- values indicates the results are (0.0098) and (0.000) 

respectively. The findings are consistent with the findings of[35], they investigate the firms registered on Karachi, 

Lahore and Islamabad stock exchanges and find negative and significant relationship between the financial 

leverages and performance of firms. The same was identified by[36], he studies the engineering sector of Pakistan 

and finds that financial leverages has highly significantly but negative relationship with the performance of firm and 

many other studies4find similar results. In order to check that independent variables (Board size and financial 

leverage) have impact on the dependent variable or not, we applied F-test to test the following hypothesis. 

 

Ho: All independent variables have no impact on dependent variables. 

Ho: B1=B2=0 

 

H1:All independent variables have some impact on dependent variables. 

H1: B1≠B2≠0 

 

Tables (1 &2) present relationship of independent and dependent variables, at random and fixed effect models 

respectively. Both tables show (F-statistic value = 0.000) there is significant relationship between dependent and 

independent variables. So, null hypothesis is rejected. 

 

6. CONCLUSION 

 

In this study, firm performance of cement industry of Pakistan, is evaluated by return on equity (ROE) at both fixed 

and random effects. From (section 5) it is scrutinized that while discussing the relationship between board size and 

ROE the relationship is positive and insignificant, while this relationship becomes negative when estimated along 

with CEO duality as control variable. We further infer that there is a negative relationship between financial 

leverage and ROE but is significant at both fixed and random effect models. While taking CEO duality as control 

variable with financial leverages the relationship becomes insignificant even becomes positive at fixed effect model. 

It means that CEO duality has some crucial effects on financial leverages which directly affects the performance of 

cement firms in Pakistan. In order to improve the performance of cement industry, this study recommends that the 

CEO should not be the same person as the chairman of Board of directors. Which means the responsibilities of the 

CEO should not be dual. Similarly, large size of board is better for the performance of cement industry in Pakistan. 

Because when a firm has large size of board, each member contributes to decisions on the basis of his own expertise, 

thus prevent the decision making process from the dominant opinion of any member, which usually happen in small 

sized board. However, the cement companies should have a moderate ratio of leverages to effectively perform. 
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