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Abstract

The basic purpose of this study is to examine the different
capital structure determinants and to evaluate these
determinants with respect to the different sectors of the
economy. The 1impact of Tfirms” profitability, liquidity,
tangibility and size on capital structure of KSE listed
Investment banks and automobile sector is IiInvestigated. Each
determinant becomes less or more important when it is related
to the leverage. The basic purpose of this study is to examine
the various determinants of capital structure of Investment
Banks and automobile companies iIn Pakistan and their effect on
capital structure. Panel regression analysis is used in the
study. The Automobile and the Investment banks Hlisted 1in
Karachi Stock Exchange (KSE) are selected to conduct the
study. The study shows that all the determinants effect
differently to the both these sectors. Secondary data from
the year 2007-2011 is used to gain iInsight about effect on
capital structure. Sample of 6 banks and 6 automobile

companies was selected in order to reach conclusion.



Acknowledgement

First of all I am thankful to Allah Almighty who gave me

opportunity and courage to this work.

I am also thankful to “Ajab Khan Burki” who continuously
support me and gave valuable suggestions. All this contributed

towards completion of this work.



Contents

(03 =T 01 =T ol TSRS 8
1.1 INTRODUCTEON ..eoiiitiieeie ettt et ste st st seteeteesteesteesteesaeeseeessseesseenseenseenseesseesseesssesnsesssesnsesnsen 8
1.1.1. Capital STHUCTULE ..ottt sttt sttt sttt sbe e stesreenee st 8
1.2 Relationship between performance & capital structure of firm..... 9
1.3 Capital structure of directed FErM. ... 11
1.4 Service sector of developed €CONOMY ........ciiiiiniineneinininenereee e 12
1.5 Service SeCtor 1N PaKESTaN........iieeee e 12
1.6 MaNUTACTUNTNG SECTON ....ooiiiieiriieiecietetete ettt sttt sttt se sttt ae e sbens 14
1.7 PUFPOSE OF STUAY ..ottt sttt sttt b et sae s 20
1.8 Objective OF the STUAY ... 20
1.9 SCOPE OF THE STUDY ..ooiiiieeiiiririeteieerireseseetesee st sese st se e sassesesenesessesesesenessssesensnsaes 21
1.10 LIMITAtIONS OF STUAY ..ottt ebe 21
1.11 Problem STATEMENT.. ...ttt benren 22
(O = T o 1 o= RS R 23
LEEEIrATUINE REVEEW ..ottt ettt sttt be bbb s bbb s bbb eneene 23
2.1 Theories OF capital STIUCTUNE........ccoiiiiee et 23
At N R I B I 1= T ) Y OSSPSR 23
2.01.2 AGENCY THEORY ..ottt sttt sttt sttt et te e be et e b e e s e e setesaeesatessseenseenseenseenseenseenns 25
2.1.3 TRADE OFF THEORY : ..oiiiiiteiirieieteietcer st ettt st e sttt e s e e s eesens 26
2.1.4 PECKENG OFUEI ...ttt st sttt s sttt be st b st e e aeebesbenean 27
2.1.5 SEGNATLIEING TREOKY < oot sttt st saeeaesteeneens 28
2.2 DETEEIMENAINTS ..ottt sttt et b ettt b e st e st et et et sbe s b e st eee e esesaesbensenee 29
2.2.0 Profutabl EETY ettt sttt sttt ntesbeens 33
2.2 2 LEQUEAETY oottt st sttt s b e st e sttt sb e bt et et ebesbesbenaeneas 35
2.2.3 TanNGEDEEIEEY Z ottt st sttt bt e st saeenee st e 36
2.2 8 SHZBue e b sttt h e e he et a e he bttt ae s ae st e te e et nee 37
2.2.5 GFOWER ..ottt st b ettt b e et b e n et en e 39

2.3 Capital structure and previous studies in Pakistan.................. 40
A o Y/ T} m g 12y =SOSR 49



H1: profitability and leverage are negitively associated. ................ 50

H2: Assets tangibility and leverage are positively associated. ....... 50
H3: leverage and liquidity are positively associated............eenne. 51

H4: THERE 1S POSITIVE REALTIONSHIP BETWEEN SIZE AND LEVERAGE........... 52

Table Relationship between variables ... 53

2.5 THEORATICAL FRAME WORK ....ccosiriiietriiieireeteteeeire st eteese st esse e ssste e sesessssesesese e sesesesens 54

2.6 Relationship OF vVariablesS ... e 54
2.7 Dependent Variable ...ttt 54
2.7 00 LBVEIAQE ittt sttt sttt s b et she et she et h e ae b bt a b et bt et et e 54
2.8 Independent Variable ... 55
2.8.1 ProfitabilIty OF THIM. e 55
A < T I Ko [ ] o 1 Y 2SR 55
2.8.3TangibIIILY OF ASSETS ....ccoiiii et e 55
(0 =T o1 = e OSSR 57
3 Research methOdOTOQY ...ttt et st ebe e seas 57
3.1 QUANTITEATEVE dATA ...t ettt et e et e e e s e e s taeeaaeeare s 57
3101 SECONAANY TATA ..ottt sttt sttt ebe sttt eaeeaesean 57
G S Y- 1111 o 1 TSSO 57
B3 UNTE OF GNABYSES . ettt sttt e b e sttt eaeseas 58
3.4 ReSEArCh MOAEN ...t ettt 58

3.5 Procedure to conduCt reSearCh.......oiiiniecee e, 59

BB SOTHEWAKE USE .ttt ettt b bbb b e bbb e e st e b e e bt s be b et ebeebesbebe e ene 59

3.7 DeSCriIpLIVE STATISTECS ..ottt eae 59

3.8 Correlation ANABYSTES ..ttt s nes 60
3.9 RegresSSITON ANATYSES ...ttt ebe sttt ae s 60
(O =T o =l TSRS 61
4 DATA ANATY ST S ..o ettt sttt b et et ens 61
4.1 INVESTMENT DANKENG ...cooiiiiieieereeeee ettt ettt be e besreenes 61
4.2 AUTOMOD T L@ ettt ettt e s 66
(O =T o =T TSSO 71
CONCIUSTON. .ttt bbbt b ettt b e bbbt be st b she e ene 71
RECOMMENUATEON ...ttt ettt b e bt st e et be b e b e b e e et sbesbesbeaeneas 72
REFEIEINCES .ttt ettt et e bt e b e s b e s bt e saee st e et e et e e bt e bt e bt e aneesaee eeabeenreens 73



Appendixes

PN o o] LA VA T LA o] T Y=Y I



