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Abstract. Corporate governance is one of most widely researched topics in the different fields of management
sciences. Additionally, governance plays equal role in firm performance in all countries especially developing
countries become more important like Pakistan which contain equal importance to be studied with in subject to
developed countries as to be well known in governance values, moreover there is increased interest to observe
impact of corporate governance on different dimensions of firm performance. The objective of this paper is to
underlay the corporate governance theories and practices and we have studied and try to analysis the impact of
corporate governance structure on firm performance. This is a descriptive type of study in which we analysis
different studies as coded all studies as they may have different implications in developed countries but here
they may have different results as in developing countries and Pakistan is different among other Asian countries
because of number of reasons as discussed in introduction with respect to its governance structure. We also have
find interesting results as from other empirical studies recently a part of Pakistan perspective research and having
number of important implications with respect of changes need to be made in Pakistan’s governance structure.
Findings shows there is impact of corporate governance on firm performance and market performance of firm also
been effected with governance style.
Key words: corporate governance, firm performance, C.G theories in practice.

1 Introduction

Corporate governance(C.G) is a system or a net-
work which sets certain orders or rules laid down for
firms to be controlled and directed (Cadbury Commit-
tee, 1992). The company is owned by different people
and run by different people as we know there are mul-
tiple persons attached with companies known as stake-
holders and they may be involved with direct and indi-
rect interests, which are justified with certain attentions
involved to the firms. This arises the need of corpo-
rate governance to understand those rules by which the
companies work and act in safe side of interests added
by people to the companies they are attached with and
of those who lead it.

Corporate governance is the system which makes
sure that the finance suppliers to the company are sat-
isfied about their investments which they made in com-
pany. Corporate governance is the framework of rules
which makes sure that the rights and interests of fi-
nanciers are not manipulated by the leading managers
of that company in which they investment. Corporate
governance is a big system which is developed with
and has been developing with the time and making
contributions in performance of companies and other

variables. Research shows that the firm which has
been governed better so they may have better perfor-
mance as their payout ratios, are higher than of those
which have been badly governed; therefore, corporate
governance actually plays important role in firm per-
formance (Denis and McConnell, 2003; Yasser, 2011).
Jensen and Meckling were two famous researchers
who introduced agency problem under agency theory
in 1976 and started new research domain of corpo-
rate governance (Jensen and Meckling, 1976). At that
time the corporate governance researches were largely
focused on governance matters related to U.S based
firms. However, later the researches came which fo-
cus on corporate governance matters in different coun-
tries of the world circa 1990s. Initial studies were con-
ducted in developed part of the world like Japan, U.K,
Germany, which are the major world economies, but
now the focus of such studeis has been shifting towards
emerging economies of the world like Pakistan, India
and China to understand and study the need and im-
portance of corporate governance.

This paper will help to understand corporate gov-
ernance history and new researches in developed and
developing countries which will help to build under-
standing of corporate governance with aspect of the-
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ories and different dimensions which have been con-
tributed in field of corporations rules and laws by
which they work and be controlled.

1.1 Corporate Governance an Overview in
Pakistan

In Pakistan the rules and the regulations by which
the firms will act are framed in code of C.G governance
in early 2002 by the security and exchange commis-
sion of Pakistan (SECP) in the corporate governance;
reforms in Pakistan. This code was developed by the
joint aspect of SECP and ICAP. All the listed corpora-
tions in Pakistan are required to follow the instructions
of this code and have to act upon the given provisions.
The companys ordinance 1984 and the companies act
2017 and banking companys ordinance 1962 also pro-
vide the framework of different companies and provi-
sions of governance mechanism, which have to be fol-
lowed by the companies working in Pakistan. Securi-
ties & Exchange Ordinance;(1969) is the based securi-
ties (law) and gives rules for protection of firms and
investors, etc. The Securities & Exchanges Act; (1996)
empowered (SECP) as the regulator of the Capital Mar-
ket & controller of the Corporate Entities, whereas State
bank (SBP) has made different implications code for the
listed and non-listed banks which are to be followed by
financing institutions as well. There is a separate code
of governance for insurance companies as well.

The basic rights of shareholders and creditors are
protected in Pakistan as the following, incorporated by
ruling authorities and laws:

• Registration of shares is made under Central De-
pository Committee (CDC) and is very secure.

• Shareholders have right to participate in Annual
General Meeting of the company and ask any in-
formation from managers related to their inter-
est.

• Directors are selected by votes and might be re-
moved by special resolution passed by sitting or
holding rights (voting) shareholders.

• Shareholders having (10%) or more voting rights
have to disclose their ownership to understand
the internal structure of firm.

• There should’nt be more than (75%) of executive
directors in BODs to project the minority share-
holders interest.

• The code favor the institutional investors to be
representative for meetings of board.

Comparing India with Pakistan, actually Pakistan
can generate better by just making good improvements
in governance in its real economy and it has done be-
fore in difficult time when the economy was in down

turn, (Improved Governance; Dawn, 2010). Cheema
(2003) asserts that issues are not actually between
higher management and shareholders in Pakistan as
shown mostly in academic literature, but agency prob-
lem is between the large shareholders and the other
small or we can say the minority shareholders. So se-
curity and exchange commission of Pakistan (SECP) is
trying to improve and make effective implementations
of governance mechanism legislature by collaboration
with Asian Development Bank and World Bank and so
they require major researches in Pakistan about corpo-
rate governance.

1.2 Corporate Governance Theories

1.2.1 Agency Theory

This theory was developed by Jensen and Meckling
(1976). This theory was defined as the relationship be-
tween the principles and agents, such as shareholders
and agents such as the company executives and man-
agers. The shareholders are the owners or the princi-
ples of the firms and they hire the agents who are man-
agers or employees and they perform the task for their
firms (Clarke, 2004). The agents are expected to per-
form work in best interest of their principles but here
comes the problem where the control and power are
separated and interest may not always align so here
the theory gives link of corporate governance where
there is a need of such rules to control and govern the
firms with their owner’s best interest (Padilla, 2000);
same thing confirmed by Ross (1973) and Davis et al.
(1997). However the managers and owners have differ-
ent view about the risk and returns, because the stud-
ies confirm that the owners may want high return so
they will like to have projects with higher risk profile
to increase the firm’s value; whereas managers want
low risk profile projects to invest by the shareholders to
ensure continued income and play at safe side, there-
fore resulting in conflict of interest. Whereas, stud-
ies also confirm the agents are self-interested and also
have opportunistic behavior so they design those com-
pensations which provide agents or managers with ef-
ficient incentives which in turn maximize the share-
holder value (Bayless, 2009; Bhimani, 2008; Buck et al.,
2008; Conyon, 2014; Eisenhardt, 1989; Holmstrom and
Milgrom, 1994; Murphy, 1999; Ozkan, 2011). So the
agency theory gives view of check and balance type of
governance style. e.g. chairman and CEO are two dif-
ferent people and board should be independent.

1.2.2 Managerial Power Theory

As explained above, the compensation plans
should be aligned with company’s interest and the
owners of firms should make sure the compensations
are in their best interest to make mangers work ac-
cordingly to not hold all power in their hand and
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many studies describe the payperformance relation-
ships (Tosi et al., 2000; Van Essen et al., 2015). MPT
theory is most well known among all other theories, ac-
cording to MPT, if balance of the power shifts towards
the managers who act as agents, so they will behave op-
portunistically and that is why the compensation plans
give great importance to control the managers and not
letting them behave opportunistically (Bebchuk and
Fried, 2003). If the powers of CEOs will have increased,
so the board of directors will also get influenced by
CEOs and they will not perform their duties as well as
they should be performed and for such power shifts
control the corporate governance is there to not let the
power shift in wrong way and to control the firms rules
in which manner the CEOs will work and perform
their duties so that’s why the CEO duality is consid-
ered to be not so good for other shareholders. CEO
duality means at the same time, the person is chair-
man of board as well as a CEO of same firm so he may
have extra power and he will set his own compensation
very high and enjoy on behalf of other shareholders
(Core et al., 1999; Jensen, 1993). Many studies confirm
the positive relation of CEO duality and compensation
and MPT shows that CEO duality has negative rela-
tion with board dependence and positive relation with
power shifts (Boyd, 1994; Brick et al., 2006; Conyon,
2014; Core et al., 1999; Fahlenbrach, 2008; Van Essen
et al., 2015). This theory gives view of governance by
controlling the CEO power based on pay and shows
CEO and chairman are two different persons.

1.2.3 Stewardship Theory

Stewardship theory has the roots in psychology
and sociology which was defined by Davis et al. (1997)
as a steward protects and maximizes shareholders
wealth through firm performance, because by doing,
the stewards utility functions are maximized. Accord-
ing to this theory, the managers working in organi-
zations are actually protecting the firms and making
profit by increasing the value to the shareholders so
unlike the agency theory, this theory shows the man-
agers are stewards to the firms and they work with
the goals of organizations. This theory argues that top
managers are actually satisfied and happy with organi-
zations achievement and become more and more moti-
vated. Argyris (1973) said that the agency theory gives
view of economic individual, which means the individ-
uals work in their own interest but on other side the
Donaldson and Davis (1991) argued that according to
stewardship theory the managers should be empow-
ered fully to act in best interest of shareholders and
should perform autonomously all tasks given to them
and this is also unlike with managerial power theory.
Daily et al. (2003) said that the managers want to pro-
tect their reputation attached with their market worth
so they perform functions in order to increase the firm’s

financial performance. Shleifer and Vishny (1997) ar-
gued that the managers return finances back to the fi-
nancers as soon as possible, in order to re-enter the fi-
nance whenever they needed to enhance their market
reputation. This model of stewardship can be seen in
Japan because those are hard workers. Moreover, this
theory suggests that CEO and chairman should be the
same person to reduce the agency cost and to protect
shareholder wealth and watch more closely about the
firm affairs and this is how he will play greater role as
stewardship and many past studies have shown that
the return of firms will improve. This theory reflects
the governance style as CEO duality and CEO & chair-
man is one person so he can view and control better as
he has more knowledge about operations of organiza-
tion.

1.2.4 Stakeholder Theory

This famous theory was developed by Freeman in
1984, which represents the firm with the broad range
of stakeholders and shows responsibilities of firm to
its direct and indirect stakeholders. This is not for-
mal unified theory but has broad research range like
organization, law, ethics, economics and political sci-
ences. This theory was defined as any group or individ-
ual who can affect or is affected by the achievement of
the organizations objectives. Unlike the agency theory
in which managers and owners are separate, the theo-
rist of stakeholder theory suggest that managers, sup-
pliers, business partners are in network, in a relation
to serve the organization (Freeman, 1999). Sundaram
and Inkpen (2004) argue that the stakeholders required
the management’s attention. Nevertheless, Clarkson
(1995) said that a company is a system and it is running
for stakeholders so it should require to increase wealth
for its shareholders. Donaldson and Davis (1991) said
that the stakeholder theory shows managerial decision
making process and the interest of the stakeholders are
valued but not dominated on one another. This theory
gives view of governance by protecting all stakeholders
interest and not only the owners.

1.2.5 Resource Dependency Theory

Stakeholder theory focuses on group of individu-
als benefits, while the resource dependency theory fo-
cuses on the resources provided by directors. This the-
ory was given by Salancik and Meindl (1984) and de-
fined as, ”organization enters in relation with other or-
ganizations because it has relied on their resources to
achieve its own goals. Hillman et al. (2000) argue that
the resource dependency theory shows the role of di-
rectors in providing the resources to the firm by their
linkages in the external environment. Johnson et al.
(1996) argued that the resource theorists focus on ap-
pointment of such independent representative for the
firm to whom the firm can have benefits and without
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him the firm has that benefits on high cost, for exam-
ple, a person outside from the law firm and if he will
be the independent director to the firm so he may give
his advices on legal or organizational laws so it will be
costless and if he may not be the director to the firm so
his advices will be on high cost, which has to be paid
by the firm. Daily et al, 2003 said as high as the re-
sources of the firm are, better will be its performance.
So this theory gives view of governance as we can say
the performance of the firm is the direct function of its
resources which is provided by the directors who may
be independent.

1.2.6 Transaction Cost Theory

Transaction cost theory was first drived by Cyert
et al. (1963) and later theoretically described and ex-
posed by Williamson (1989). This theory views the firm
as a big organization having a lot of people in it with
different objectives and different views. A firm can de-
termine the function of its price and its production so
the unit of analysis in this theory is transaction cost.
This theory argues that managers behave opportunis-
tically and arrange firms transactions to their interests
(Williamson, 1996). This theory is viewed as the part of
corporate governance and agency theory, unlike the re-
source dependency theory, which argues that directors
give resources and will be costless but transaction cost
theory argues that cost will be raised when you wish
something to be done from someone for you. e.g. direc-
tors to run business that you own. At first, this theory
was viewed as the decision of make or buy in produc-
tion. It represents the governance as the net effect from
external and internal transaction cost.

1.2.7 Ethics Theories

Like other fundamental theories there are some
ethics theories about corporate governance which rep-
resent the firm as an ethical person. e.g. social contract
theory, which is defined as ”the society as a series of so-
cial contracts between members of society and society
itself” (Gray et al., 1996). Another theory which is fa-
mous in governance ethics is legitimacy theory, which
was defined as a generalized perception or assumption
that the actions of an entity are desirable, proper, or
appropriate with some socially constructed systems of
norms, values, beliefs and definitions (Suchman, 1995).
Both theories argue that the firm gets permission to op-
erate in society and it has some ethical obligations like
CSRs.

2 Literature Review

Past studies comprehensively discussed the issue
regarding the good corporate practices. The impacts of
governance on the firm performance and profitability

have been discussed and identified in literature review.
The purpose of this study is to analyze the impact of
corporate governance on the firm performance. In this
study we have studied the effectiveness of corporate
governance variable as ”Internal” which has already
been discussed by different researcher in their research
study.

Internal corporate governance has the greatest im-
pact on firm performance and the profitability and
compensation as compared to other variables. Due to
limited time frame we have only discussed few vari-
ables of corporate governance and created hypothe-
sis in accordance with the view of developing country
like Pakistan and compare other Asian countries like
Japan and China and also keeping view from devel-
oped countries like U.S which has a best known and
developed corporate governance, however this study
has been done in many countries but Pakistan is one
different country as per reasons given below.

• Family type of ownership in firms seems to be
common in Pakistan than in Korea & Japan. Sim-
ilarly, while Chinese companies have more insti-
tutional owners concentration than in Pakistan.

• Chinese are likely to be different in companies as
the State usually has more or high stakes in large
corporations but in Pakistan concentrated family
ownership is maintained by non-govt sharehold-
ers giving way to private-owned firms because
of high family ownership in Pakistan.

• Legal law situation and political environment
unstability in Pakistan, so weaker system results
in poor governance.

• Index of govt. effectiveness and index of regula-
tory quality which was estimated by the World
Bank have been negative.

• Pakistan seems to be under the influence of IMF.

• Reported Transparency International, Pakistan’s
index never crosses 30 which is the Corruption
Perception Index. So this is what makes Pakistan
very interesting to study the governance in rela-
tion with different variables.

2.1 Board Size

There are various studies which indicate that large
board sizes are less effective as compared to small
board size. Anderson and Reeb (2003); Coles et al.
(2008) argued that the cost of problem solving and co-
ordination cost are high in large board size as compared
to small and which leads to difficulty in making discus-
sion. Eisenberg et al. (1998); Lipton and Lorsch (1992);
Yermack (1996) indicated that there is a tendency in
enhancing the firm performance if board size is small
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because it reduces the possibility of free riding. Eisen-
berg et al. (1998) also argued that the effect of board
size for new firm and various range of firm effect their
explanation. Mak and Kusnadi (2005) argued that there
is negative relation between board size and firm per-
formance. On the ground of above study the research
hypothesis is formed as:

H1: There is a significant negative impact of Board size
on firm performance.

2.2 Board Independence

Possible deviation between management and
shareholder has been reduced by effective mechanism
if there is an involvement of independent director on
the corporate board and it leads to higher firm per-
formance. John and Senbet (1998) investigated that
if the involvement of more non-executive director in
corporate board becomes more independent board.
The study indicates that there is the negative relation
between firm performance and board independency
(Bhagat and Black, 2001). The result showed in past
studies if board depends on more executive director
there is possibility of high agency conflict and low firm
performance. Another study revealed that number of
more independent board members involved improves
the firm performance. So on the above discussion fol-
lowing hypothesis is formed as:

H2: There is positive relationship between independent
director and firm performance.

2.3 CEO Duality

CEO duality refers to when a single person holds
two different positions like as a CEO and board chair-
man. According to Berg and Smith (1978); Ehikioya
(2009) there is always higher agency cost and conflict
of interest when the same person having two position
as a CEO and chairman of board and it is recommended
that two different people should not occupy two differ-
ent position. Another study argued that CEO duality
gives the opportunity to CEO to take decisions with-
out any undue influence of official structure. Elsayed
(2007), indicated that corporate performance does not
affect by CEO duality. Another research study indicates
that CEO duality decreases the operational and finan-
cial performance of the firm (Jensen and Meckling,
1976; Kyereboah-Coleman and Biekpe, 2006; Nazir
et al., 2009). According to Stewardship theory CEO
duality should be prefered as one person having both
posts will have internal as well as external cost and will
also lower transaction cost. As Pakistan rules and laws
are not very strong and have more family ownerships
so we can hypothesis as:

H3: There is a positive relationship between CEO dual-
ity and performance of firm.

2.4 Board Meeting

Frequent annual meetings of board director mea-
sure the potency of board activity. Conger et al. (1998)
pointed out that firm performance increases when
board of director frequently meets annually and they
work for the best interest of shareholders. Another
study indicated that it is not necessary for board of
directors to meet frequently because it leads to heavy
cost such as wastage of managerial time and direc-
tors remuneration and due to limited time frame they
cannot share their ideas effectively. As in Pakistan nor-
mally directors meeting does not hold that frequently
when firms performance is good and if performance
is in a slump or there are industrial sector crises the
meeting rating goes higher to meet the problem, other-
wise as the country has family ownership and has CEO
duality, the chairperson and executives are already in-
terconnected. Based on the above research findings we
formulate the following hypothesis as:

H4: There is a negative relationship between frequently
annual board meeting and firm performance.

2.5 Ownership Structure

Over the last Fifty years, a question arises whether
the structure of corporate Governance is decentralized
or centralized. In decentralized system control of the
company is not in one hand of management or different
shareholder or stakeholder have a control on it. On the
other hand, in centralized system corporate ownership
structure based on centralized management in which
one or two persons have a control on it. Corporate
Governance varies according to corporate structure. In
Pakistan ownership structure of corporate is central-
ized. Jalil et al. (2010) suggested that there is significant
and positive impact of corporate governance on the
firm performance and can be increased by improving
the ownership structure. Mayer (1996) investigated
that ownership and control discriminate appearance of
different financial system. We believe Pakistani firms
perform well in family ownership because if there is di-
versity in board the firm will not perform well because
of board size diversity so based on the above finding
we select the following hypothesis as:

H5: There is a significant positive impact of family own-
ership structure on the firm performance.

2.6 Female Board Member

Many studies have been conducted on Female
board member as a Corporate Governance. Dutta and



Jinnah Business Review 71

Bose (2007) suggested that there is a diversified charac-
teristic in board if female member is involved in board.
Smith et al. (2006) suggested three factors by which
female members play a vital role in board. First, the
understanding level of female member is greater as
compared to men and such understanding has a great
impact on board decision effectively. Second, commu-
nity perception is associated with female board mem-
ber. Third, when female member is appointed, other
board members better understand the environment of
business. Past study reveals such female board mem-
bers have positive impact on firm performance but in
Pakistan as family ownerships are high and directors
give shares to their own wives and children to take soft
corner in taxes and moreover in Pakistan females are
unlikely to take such positions. So following hypothe-
sis is that:

H6: Female board members have no impact on firm per-
formance.

2.7 Board Education Level

The board plays a vital role as internally con-
trolled system in firm Corporate Governance (Fama
and Jensen, 1983). Firm performances depend upon
management effective decision which is supervised by
board members. So each board member has knowl-
edge of management decision making process. Effec-
tive management decisions enhance the firm perfor-
mance which requires those board members whose
quality or characteristic significantly contribute in the
firm decisions (Adams and Ferreira, 2007; Fairchild and
Li, 2005; Nicholson and Kiel, 2004). As resource base
theory gives view of corporate governance that the di-
rectors are playing part to give resources to the firm
to out-perform from its competitors, moreover trans-
action cost theory suggests the same that cost will be
lower by having such people attached with the firm
to take decisions. Based on the above research study,
following hypothesis is that:

H7: There is a positive relationship between board edu-
cational level and firm performance.

2.8 Boards Compensation

According to Jensen and Meckling (1976) Agency
problem plays a key objective role in advance Corpo-
rate Governance. Agency theory reveals that there is
always constraint between management objective and
shareholder interest. Sometimes management adopts
those policies which protect themselves not in favor of
shareholder interest. In order to overcome such prob-
lem, it is essential to pay the compensation to man-
agement as Corporate Governance mechanism which
encourages them and positively contributes in firm

performance (Jensen, 1993). Based on the above study,
we develop hypothesis as given below:

H8: Board compensation has positive impact on firm per-
formance.

2.9 CEO’s Compensation

Agency theory tends to involve CEO with arm
length transaction. This predicts positive link between
CEO compensation and firm performance. But accord-
ing to managerial power theory, if the balance of power
shifts towards CEOs, the relationship will be inverse.
In Pakistani context, CEOs are considered to be more
powerful than the board because they may be either the
heads of the controlling families or may have strong
ties with controlling shareholders (Javid and Iqbal,
2008; Kamran and Shah, 2014). In Pakistan it is nor-
mal to see that CEOs compensation are hardly changed
even in bad situations but it gets higher when firm per-
forms better so:

H9: CEO compensation has positive impact on firm per-
formance but firm performance does not influence the CEO
compensation.

2.10 Boards Experience

Board members experience plays an important role
in firm performance. Past study argued that experience
of those at their higher average age is greater than the
younger age members and such experience is helpful in
making better decision of firm. Carlsson and Karlsson
(1970) argued that firm performance is influenced by
risky decision which has been made by old age board
members because they are more autocratic and intru-
sive with decision making. Wegge et al. (2008) argued
that those board members who have more experience
will better survive with business environment and feel
comfortable in a group even in uncertain situation,
which will boost the firm performance. On the above
discussion we develop research hypothesis as below:

H10: There is a positive relationship between board ex-
perience and firm performance.

3 Methodology

3.1 Scale

ROA = β0 + β1BoardSize + β2BoardInd + β3CEODu+
β4Meetings + β5Ownership + β6Gender + β7BoardEdu
+β8BoardComp + β9CEOComp + β10BoardExp + εi
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ROA is the return on assets which represents ac-
counting performance and is used as proxy to measure
this dependent variable in our model, and it is mea-
sured as ratio of income before interest and taxes to to-
tal assets. Board size is measured as total number of
total directors present in the board which is mentioned
in the annual reports of firms. Code of corporate-
governance in the Pakistan encourages the represen-
tation of independent directors which is mandatory
requirement after year 2013. BoardInd shows board
independence and to measure this variable normally
researchers use ratio to non executive directors of
the board size to measuring the board independence.
CEODu is the CEO duality, and it is presented as a
dummy variable to be measured by taking the value
of 1 if CEO is the chairman among the BODs and 0 for
otherwise.

Meeting represents the board meeting frequency of
firm. Ownership represents the firm ownership struc-
ture where it is measured as state ownership measured
as Code 1 if Government is owner and 0 otherwise
and can also be measured as the Ratio of shares held
by director divided by total outstanding shares of firm
and if firm is institutional concentrated so researchers
measure this variable as shares held by (promoter and
banks where promoter can be foreign institutions or
non-promoter institutions)/Total shares held by insti-
tutions and if family ownership is to be measured so re-
searchers use ownership of largest shareholder (which
may be certain percentage numbers of shares) as proxy
for ownership concentration and it is dummy variable
which takes value 1 for family firms and 0 otherwise.

Achleitner et al. (2014); Anderson and Reeb (2003)
argued, to define family firm which fulfills any 1 of
the 2 given conditions, (1) a person or family group
holds at least 25% of voting right which may be mea-
sured as the percentage of shares owned (directly or in-
directly) and (2) two or more family members sitting
in the board. Gender means the female board mem-
bers and it is measured as the total number of women
present on the board. BoardEdu is Boards educational
level and it is measured as number of directors holding
masters degrees and because Pakistan is a developing
country so education level master is well to measure
other than in developing countries usually researchers
take this variable measure as by postgraduate degrees.
CEO and board compensation in Pakistan, stock op-
tions are non-existent. CEOs are seemed to be paid
base salary, cash bonuses and other benefits, and post-
employment benefits so researchers use total compen-
sation in sum of all components of compensation in-
cluding cash and non cash perks. BoardExp is board
experience and is measured by the ages of directors sit-
ting in the board.

4 Discussion

This study is descriptive in nature so discussion is
based on theories that we discussed above and links
with empirical evidence will be compiled in this por-
tion. Empirical evidences from other studies have
shown that in Pakistan reforms are made in 2013 cor-
porate governance when regulatory body has set to
shown all independent directors in their annual finan-
cial reports to encourage the investor’s interest in fi-
nancial markets to invest with safeguard and protected
feelings when there are independent directors in the
board and agency theory purposes the same style of
corporate governance where independent directors are
part of board so it results in higher the ROE and also
market worth in terms of EPS (Jensen and Murphy,
1990; Kyereboah-Coleman and Biekpe, 2006). In dif-
ferent studies it is commonly viewed the assumptions
of MPT managerial power theory in Pakistani firms
where the CEO duality having in firm so CEO may
become so powerful that power is shifted towards the
CEO and he sets his own compensation bit higher than
the market and enjoys his power distance and influ-
ences the other directors as well; so this is normally
viewed in family owned firms and it results in lower
ROE in firms but at same time we have seen according
to the transaction cost theory which says the cost will
be lower when CEO duality is in power and steward-
ship theory also purposes the idea of CEO duality and
taking it as positive that managers are working for firm
and making their interests align with corporation suc-
cess so when there is CEO duality the person will have
more internal as well as external information so he will
perform well functions and lead towards success so in
results the ROE will increase and due to ROE the firm
will able to distribute more dividend and which will
lead to higher the EPS.

It is found that the implications of stakeholder the-
ory do not exist in Pakistan where this theory talks
about the protection of all stakeholders which includes
direct and indirect shareholders as Pakistan has more
family concentrated firms so the rights of minority
shareholders are often exploited. Researchers have also
shown in their research that the problem in Pakistan is
not about conflict between the management and own-
ers but the real problem in agency problem is actually
in large and small shareholders which the researchers
have also shown in their empirical finings. Results
are consistent with many other previous studies (Core
et al., 1999; Croci et al., 2012; Fahlenbrach, 2008; Kam-
ran and Shah, 2014; Van Essen et al., 2015).

As MPT managerial power theory purposes to set
such compensation patterns that power shift does not
go toward CEO in such a way that he will try to ex-
ploit the firm resources and we see in different and
most recent study from Pakistan of Sheikh et al. (2018)
in CEO duality if firm performance goes lower as ROE
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gets lower so the CEO pay will not be decreased in ac-
cordance; the results across different models need to be
explored further using more variables on family char-
acteristics as discussed by(Bertrand and Schoar, 2006).
We also use ROE relation with directors pay patterns
which shows by other researches that directors may
get lower benefits so relation found inverse, resource
base theory says firm should involve those directors in
its board that may bring those resources which will be
higher in cost if they were not directors so actually if
those people will be directors who have those resources
which are needed by firm so the firm will perform more
better in all aspects because directors provide all re-
sources to the firm’s managers. Same is described by
cost transaction theory which says the cost will be less
in all means and these theories talk about empowering
CEO and chairman by CEO duality. In Pakistan the fe-
male board member does not influence the ROE as cul-
tural trends. Board experience and education matter
when talking about the relations with ROE and even
with EPS which reflects positive trend with market and
firm performance in relation with board experience as
argued by Wegge (2008).

We found no evidence in Pakistan for CSR as proxy
for ethics theories impact on ROE as proxy for firm
performance and even for market performance of firm
which noted with EPS. So for future directions, we rec-
ommend to work in relation of ethics theories by creat-
ing proxy of CSR in relation with firm performance and
market performance of firm. Due to time and resources
limitation we were not able to work on all variables of
governance so we have discussed only few of them in
relation to firm performance.
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