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Abstract: The focus of this study is to reveal the impact of corporate governance on performance of privatized
firms. Firm performance has been used as dependent variable, while corporate governance used as an
independent variable. Firm performance has been measured with return on asset, return on equity and net profit
margin, while corporate governance measured with proportion of independent directors, CEO/Chairman’s
duality, board size, firm age and firm size. The sample of the study has been consisted of 22 companies from
non-financial sector of Pakistan. The data of privatized companies for five years from 2006 to 2010 on monthly
bases has been used in the study. Data was collected from the annual reports of companies and balance sheet
analysis of State Bank of Pakistan (SBP). Descriptive statistics, Pearson correlation matrix and cross sectional
regression techniques have been used for the analysis purpose. Results of the study showed that proportion
of independent directors has not significant impact on firm performance. CEO/Chairman duality has partial
significant impact on firm performance. Board size also did not show significant relationship with firm
performance. Firm age has showed significant results except in terms of net profit margin. Firm size has
significant results in respect of all measures of firm performance.
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INTRODUCTION performance through better governance and lower the

Corporate governance has been made an important ownership concentration, which directly link with firm
economic  worldwide  phenomenon  from   few  decades. performance [5].
It has more importance in developing countries as There are two types of factors including internal and
compare to developed countries [1]. The subject of external factors, which determine the corporate
corporate governance is a growing area of research in governance. Internal factors defined by stockholders,
emerging markets. Corporate governance is the set of officers and rulers of the company, while external factors
rules and procedures to control and operate the includes governmental regulations and consumer groups
corporation's activities. It deals with the objectives of all [6].
stakeholders including board of directors, shareholders, In developing market, better corporate governance
lenders and management of the corporation [2]. deals many objectives including decreasing the financial
Privatization is the shifting of the possession of crises, cost of capital and transactional cost, which lead
government organizations to private owners [3]. to development of capital market [2]. Firms may increase

The purpose of the corporate governance is to give their performance by improving the corporate governance
relief to all stakeholders and to provide better practices. It helps to attract new investment, which make
performance. The concept of corporate governance is it capable to meet legal requirements and protect the
based on the agency theory described by Jensen and rights of shareholders [2].  Institutional  investors  can
Meckling [4]. Agency theory explains the complete also play important role to make better governance of the
framework to remove this problem from the companies. firms, which ultimate make better performance of the firms
According to the agency theory, firms can provide better [8].

agency cost. It also associates better-governed firms with
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Privatization  has   attracted  more   attention of ordinary least square regression were used as statistical
policy  makers  in developed and developing countries [4]. tool. Results of the study showed significant positive
The basic theme behind the privatization is that firms impact of corporate governance on firm value and
move towards privatization due to competitive and market performance.
forces. Sami et al, [5] analyzed the influence of corporate

Privatized firms show more efficient performance than governance on firm performance. ROE, ROA and Tobin’s
public firms [9]. Veljanovski [10] argued that economic Q were used as dependent variable. Firms leverage,
activities of the firms increase when it transfers the operating margin, governance, firm size and capital
ownership from public sector to private sector. Beesley intensity were used  as  independent  variables.
and Littlechild [2] claimed that performance of the Correlation matrix and regression were used to check the
privatized firms may increase through market forces relationship of corporate governance and firm
enforcement. performance. The results extracted that corporate

Mashayekhi and Bazazb [11] analyzed the association governance and firm performance has significant and
of  corporate  governance  with performance of firms. positive relationship. 
They have used board independence, board size, Souza et al, [3] evaluated the effect of restructuring
institutional  investors  and  board  leadership on the and corporate governance on operating performance.
board to measure the corporate governance. While firm They measured corporate governance with the help of
performance  measured  with  EPS,  ROA and ROE. state ownership, employee ownership, foreign ownership,
Multiple  regression  and   correlation    analysis  have shareholder rights index, GNP and GDP. Operating
used  to  check  the  association   of  corporate performance was measured with return on sales, level of
governance with performance of firms. Result of the study real sales, sales efficiency, employment, real capital
showed that board size and presence of institutional expenditure and leverage. Ordinary least square
investors has negative effect on the firm performance, regression and Kruskal–Wallis test have used as
while leadership structure did not show relationship with statistical tool in the study.
firm performance. Omran [14] checked the performance of government

Wang et al, [12] evaluated the relationship of organization and newly privatized firms. Profitability,
corporate governance with performance of firms in operating efficiency, output, employment and leverage
banking sector. Board sizes, average age of directors, were used dependent variables, while privatization as
outside directors, chairman duality, number of committee independent variable. Shapiro–Wilks, chi-square
and auditors have been used to measure corporate goodness of fit and proportion test were used as
governance. While capital adequacy, asset quality, statistical tool. Results showed that profitability and
management, earnings and liquidity used to measure the operating efficiency significantly increased. 
firm performance. The data envelopment technique and With reference to Pakistan, this study has a wide
truncated regression were used in the study. Board size, significance in corporate sector. In corporate sector,
outside directors, average age of directors and chairman companies ignore the importance of corporate governance
duality showed negative relationship with firm and do not follow its rules. In the result, they have to face
performance, while number of committee and auditors bad results. This study will highlight the measures of
showed positive relationship with firm performance. corporate governance in the front of  corporate  sector.

Fan et al,   [13]    assessed    the    impact  of  political The corporate sector may improve their performance by
connection and corporate governance on performance of following corporate governance practices. It will also give
privatized firms. Stock performance was used as support to paralyzed economy of the country.
dependent variable, while political connection, ownership, The objective of this study is to highlight the
market to book ratio, leverage ratio, natural log of total measures of corporate governance and firm performance
assets used as independent variables. OLS regression and to check the impact of corporate governance on
was applied to check the effect of political connection and performance of privatized firms of non-financial sector
corporate governance on performance of firms. Results of Pakistan.
the study showed negative effect of political connection. The paper has been arranged as follows. The next

Hearn [8] considered the relationship of overall section  consists   of   theoretical   framework  and
corporate governance and performance of firms in research hypothesis. Third section comprised of data
emerging market. CEOs, board size and board collection and research methods applied for analysis.
independence were used to measured corporate Fourth section covered  the  results  and   discussion   of
governance, while tangible assets, revenue and debt over  the study. Last section encompassed the conclusion of
assets used to firm performance. Pearson correlation and the study. 



Middle-East J. Sci. Res., 19 (3): 360-366, 2014

362

Fig. 1: Theoretical Framework

Table 1: Operational Definitions of Variables
Variables Abbreviation Operational Definitions
Firm Performance
Return on Assets ROA Net Income/ Average of Total Assets
Return on Equity ROE Net Income / Shareholder’s Equity
Net Profit Margin NPM Net Income/ Sales Revenue
Corporate Governance
Independent Directors ID Proportion of Non-Executive Director/Total No. of Directors in the Board 
CEO/Chairman Duality CD Whether CEO and Chairman Same
Board Size BS Natural log of Total No. of Members in the board
Control Variables:
Firm Age FA Total No. of years of established firm
Firm Size FS Natural Log of Total Assets

Research Hypothesis: Annual reports were gathered from the websites of

H = Proportion of independent directors has significant website of State Bank of Pakistan and information1

impact on firm performance. regarding privatized companies from the website of
H = CEO/Chairman duality has significant impact on Privatization Commission of Pakistan.2

firm performance.
H = Board size has significant impact on firm Variables and Model: Following models explain the3

performance. relationship of variables of corporate governance and firm

MATERIALS AND METHODS

The quantitative approach has been adopted to
explore the relationship of corporate governance with firm ROE =  + ID + CD + BS+ FA+ FS + (2)
performance.

Sample Selection and Data Collection: The population of
the study has been encompassed of all listed privatized Data Analysis Technique: Descriptive statistics, Pearson
companies in Karachi Stock Exchange (KSE), Pakistan, correlation and cross sectional regression have been used
whereas, the sample of the study is comprised of 22 to evaluate the relationship of corporate governance and
privatized companies from non-financial sector listed in firm performance.
Karachi Stock Exchange (KSE) on convenient bases.

The data of privatized companies for five years from RESULTS AND DISCUSSION
2006 to 2010 on monthly bases has been used in the
study. The data has been collected from annual reports of Descriptive Statistics: It includes mean, median, standard
the companies, balance sheet analysis of State Bank of deviation, maximum values and minimum values of firm
Pakistan and Privatization Commission of Pakistan. performance and corporate governance variables.

relevant companies, balance sheet analysis from the

performance in context of non-financial sector of Pakistan.

ROA =  + ID + CD + BS+ FA+ FS + (1)1 2 3 4 5

1 2 3 4 5

NPM =  + ID + CD + BS+ FA+ FS + (3)1 2 3 4 5
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Table 2: Descriptive Statistics
Variables Mean Median Standard Deviation Minimum Maximum
ROA 6.71 3.93 17.84 -30.95 55.95
ROE 5.43 13.95 86.05 -469.94 277.69
NPM -10.63 2.69 100.37 -531.45 635.73
ID 30.50 15.00 37.05 0.00 100.00
CD 0.67 1.00 0.47 0.00 1.00
BS 2.05 1.95 0.33 1.79 3.00
FA 44.73 47.00 18.79 15.00 99.00
FS 16.18 16.33 2.38 9.23 19.38

Table 3: Pearson Correlation
Var. ROA ROE NPM ID CD BS FA FS
ROA 1 .415** .449** .193* 0.08 -.189* -.401** 0.14
Sig. 0 0.00 0.03 0.38 0.03 0.00 0.12
ROE .415** 1 .258** 0.14 -0.11 -0.15 -.264** 0.12
Sig. 0.00 0.00 0.11 0.20 0.09 0.00 0.17
NPM .449** .258** 1 0.15 -0.04 0.03 -0.09 .222*
Sig. 0.00 0.00 0.08 0.69 0.76 0.30 0.01
ID .193* 0.14 0.15 1 .225** 0.03 -.185* 0.07
Sig. 0.03 0.11 0.08 0.01 0.76 0.03 0.45
CD 0.08 -0.11 -0.04 .225** 1 .239** -0.06 -0.05
Sig. 0.38 0.20 0.69 0.01 0.01 .47 0.56
BS -.189* -0.15 0.03 0.03 .239** 1 .489** .369**
Sig. 0.03 0.09 0.76 0.76 0.01 0 0.00
FA -.401** -.264** -0.09 -.185* -0.06 .489** 1 .287**
Sig. 0.00 0.00 0.30 0.03 0.47 0.00 0.00
FS 0.14 0.12 .222* 0.07 -0.05 .369** .287** 1
Sig. 0.12 0.17 0.01 0.45 0.56 0.00 0.00
** showed significance at 0.01 level (2-tailed).
* showed significance at 0.05 level 0.05 level (2-tailed).

Table 2 explains that variables of firm performance corporate governance variables are positive (ID=0.00,
has positive mean value except Net profit margin CD=0.00, BS=1.79, FA=15.00, FS=9.23). Maximum values
(ROA=6.71, ROE=5.43, NPM=-10.63). Median of firm of corporate governance variables are positive (ID=100,
performance variables are more than the mean value CD=1.0, BS=3.00, FA=99.00, FS=19.38).
except return on asset (ROA=3.93, ROE=13.95,
NPM=2.69). Standard deviation explained the deviation of Pearson Correlation: Pearson correlation describes the
values from the mean value of the variables used for the relationship of corporate governance variables with firm
firm performance are higher except return on assets performance variables as follows.
(ROA=17.84, ROE=86.05,NPM=100.37). Minimum values Table 3 explains that Independent directors have
of firm performance variables  are  negative (ROA=-30.95, significant positive correlation with return on assets at
ROE=-469.94, NPM=-531.45). Maximum value of firm 95% level with value 0.193, but it does not have
performance variables are positive (ROA=55.95, significant correlation with net profit margin and return on
ROE=277.69, NPM=635.73). equity. CEO/Chairman duality has not significant

On the other side of the coin, corporate governance correlation with return on assets, return on equity and net
variables has positive mean value (ID=30.50, CD=0.67, profit margin, but it has positively correlation with return
BS=2.05, FA=44.73, FS = 16.18). Corporate governance on assets, while negatively correlation with net profit
variables has higher median value than mean values margin and return on equity.
(ID=15.00, CD=1.00, BS=1.95, FA=47.00, FS=16.33). Board size significantly and negatively correlate with
Standard deviation explained the deviation of values from return on assets at 95% level with value -0.189, but it has
the mean value of the variables used for the corporate insignificant and negative correlation with return on
governance are not higher as much (ID=37.05, CD=0.47, equity and positively correlation with net profit margin.
BS=0.33, FA=18.79, FS=2.38). Minimum values of Firm   age   significantly    and   negatively   correlate  with
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Table 4: Test Statistics in terms of ROA
Variables Coefficients Standard Error t Stat P-value
Intercept -7.57 10.73 -0.71 0.48
ID 0.04 0.04 0.99 0.32
CD 1.85 3.31 0.56 0.58
BS -0.82 5.73 -0.14 0.89
FA -0.43 0.09 -4.81  0.00***
FS 2.02 0.68 2.97  0.00***
Observations 132
R 0.242

Adjusted R 0.212

F-test (Prob>F) [0.00]**
*** showed significance at 0.01 level
** showed significance at 0.05 level 
*showed significance at 0.10 level 

Table 5: Test Statistics in terms of ROE
Variables Coefficients Standard Error t Stat P-value
Intercept -44.77 55.09 -0.81 0.42
ID  0.24  0.20 1.19 0.24
CD -29.95 17.00 -1.76 0.08*
BS 14.40 29.43 0.49 0.63
FA -1.52 0.46 -3.31 0.00***
FS 6.28 3.50 1.80 0.07*
Observations 132
R 0.142

Adjusted R 0.102

F-test (Prob>F) [0.00]***
*** showed significance at 0.01 level
** showed significance at 0.05 level 
*showed significance at 0.10 level 

Table 6: Test Statistics in terms of NPM
Variables Coefficients Standard Error t Stat P-value
Intercept -157.99 65.99 -2.39 0.02
ID 0.33 0.24 1.37 0.17
CD -15.01 20.36 -0.74 0.46
BS 10.52 35.25 0.30 0.77
FA -0.84 0.55 -1.53 0.13
FS 10.11 4.19 2.41 0.02**
Observations 132
R 0.092

Adjusted R 0.052

F-test (Prob>F) [0.03]**
*** showed significance at 0.01 level
** showed significance at 0.05 level 
*showed significance at 0.10 level 

return on assets at 99% level with value -0.401. It has also
significant and negative correlation with return on equity
at 99% level with value -0.264. Firm age has insignificant
and negative correlation with net profit margin.Firm size
has insignificant and positive correlation with return on
equity and return on assets, while it has significant and
positive correlation with net profit margin at 95% level
with value 0.222.

Regression Analysis: Cross sectional regression
technique has been applied to check the impact of
corporate governance on firm performance in terms of
return on assets, return on equity and net profit margin.

By putting the coefficient into (Model 1)

ROA =  + ID + CD + BS+ FA+ FS + 1 2 3 4 5

ROA= -7.57+0.04ID+1.85CD-0.82BS-0.43FA+2.02FS + 

In table 4 result of regression model with respect to
ROA describes 24% value of R square. It means that the
variables of corporate governance 24% explain to return
on assets.Test statistics explains that independent
directors, CEO/Chairman duality and board size did not
show significant results with reference to return on
assets. Firm age showed significant but negative impact
on return on assets at 99% significance level with
coefficient value -0.43. Firm Size also showed significant
and positive impact on return on assets at 95%
significance level with coefficient values 2.02. Results of
F test showed that variables of corporate governance
strongly explained to the return on assets at 99%
significance level.

By putting the coefficient into (Model 2)

ROE =  + ID + CD + BS+ FA+ FS + 1 2 3 4 5

ROE =-44.77 +0.24ID -29.95CD + 14.40BS-1.52FA+ 6.28FS
+

In table 5 result of regression model with respect to
ROE describes 14% value of R square. It means that the
variables of corporate governance 14% explain to return
on equity. Independent directors and board size did not
show significant relationship with return on equity.
CEO/Chairman duality showed significant relationship
with return on equity at 90% significance level in negative
direction with value -29.95. Firm age showed significant
and negative impact on return on equity at 99%
significance level with coefficient values -1.52. Firm size
showed significant and positive relationship with return
on equity at 90% significance level with coefficient values
6.28. Results of F test showed that variables of corporate
governance strongly explained to the return on equity at
99% significance level.

By putting the coefficient into (Model 3)

NPM =  + ID + CD + BS+ FA+ FS + 1 2 3 4 5
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NPM = -157.99 + 0.33ID-15.01CD + 10.52BS - 0.84FA + profit margin. Firm size showed significant results in
10.11FS+ respect of all measures of firm performance. It is proposed

In table 6 result of regression model with respect to corporate governance and firm performance.
NPM describes 9% value of R square. It means that the
variables of corporate governance 9% explain  to  return ACKNOWLEDGMENT
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