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ABSTRACT 

Capital structure of the organization is of much importance. Decisions pertaining to 
capital structure are considered as important as for the growth of any firm. They believe 
that the capital structure mix i-e Debt and Equity, as a source of fund has an impact on 
firm performance, by performance means the overall value of the firm. This research is 
conducted to check whether the capital structure has an impact on firm value, as firm 
value could not be determined by single indicator, so to verify the impact different 
determinants were used like Return on Equity, Size of the Firm, Profitability Margin, 
Tangibility, Growth, Liquidity, and Market price per share. Different hypothesizes have 
made to check whether capital structure has impact on these determinants. Different 
analysis techniques have used to determine the relationship. Following tests are applied 
on Eviews to check the relationship and test the hypothesis, like Descriptive analysis, 
Covariance analysis, and cross sectional time series regression model. This study reveals 
that capital structure has an impact on firm value, because three of the determinants have 
an impact due to change in capital structure.  



3 
 

ACKNOWLEDGEMENTS 

This thesis would not have been possible without the help of Almighty ALLAH, all 

praises to ALLAH for all the strength and countless blessings. Special appreciation goes 

to my supervisor, Sir Shehzad Butt, for his supervision and constant support. His 

invaluable help of constructive comments and suggestions throughout the experimental 

and thesis works have contributed to the success of this research.  

My deepest gratitude goes to my beloved parents; and also to my siblings for their 

endless love, prayers and encouragement. Sincere thanks to all my friends especially 

AmnahTahir, UsmanKhurshid, BasmaAkhter,Faryal Malik,WaizaRehman,and 

others for their kindness and moral support during my study. Thanks for the friendship 

and memories. Your kindness means a lot to me. Thank you very much. 

  



4 
 

 

 

 

 

 

 

Dedication 

This thesis is dedicated to my parents and my siblings for their endless love, support and 

for making me a person who I am. 

   



5 
 

 

Table	of	Contents	
INTRODUCTION ........................................................................................................................... 7 

1.1 Background of Research ........................................................................................................ 7 

1.2 Problem statement .................................................................................................................. 8 

1.3 Rational of study .................................................................................................................... 9 

1.4 Objectives of the study ........................................................................................................... 9 

1.5 Significance of the study ...................................................................................................... 10 

1.6 Research Question ............................................................................................................... 10 

1.7 Theoretical framework ......................................................................................................... 10 

1.8 Theoretical Framework Model ............................................................................................. 11 

1.9 Variables of the study .......................................................................................................... 12 

1.9.1 Capital Structure ........................................................................................................... 12 

1.9.2 Return on equity ............................................................................................................ 13 

1.9.3 Profit Margin ................................................................................................................. 13 

1.9.4 Tangibility ...................................................................................................................... 14 

1.9.5 Size ................................................................................................................................ 14 

1.9.6 Growth .......................................................................................................................... 14 

1.9.7 Liquidity ......................................................................................................................... 14 

1.9.8 Market price per share .................................................................................................. 14 

1.10 Limitation of study ............................................................................................................. 15 

1.11 Development of Hypothesis ............................................................................................... 15 

Literature review ............................................................................................................................ 16 

Methodology .................................................................................................................................. 34 

3.1 Nature of Research ............................................................................................................... 34 

3.2 Data Collection .................................................................................................................... 34 

3.2.1 Population and Sample Size .......................................................................................... 34 

3.2.2 Instruments and measures ............................................................................................ 35 

3.3 Data Analysis Techniques .................................................................................................... 35 

3.3.1 Descriptive Analysis ....................................................................................................... 35 

3.3.2 Covariance analysis ....................................................................................................... 35 



6 
 

3.3.3 Time series regression model ........................................................................................ 35 

3.4 Calculation of variables ....................................................................................................... 36 

3.4.1 Debt to equity Ratios..................................................................................................... 36 

3.4.2 Liquidity ......................................................................................................................... 36 

3.4.3 Return on equity ............................................................................................................ 36 

3.4.4 Profitability Margins ..................................................................................................... 36 

3.4.5 Market Price per share .................................................................................................. 37 

3.4.6 Growth .......................................................................................................................... 37 

3.4.7 Size ................................................................................................................................ 37 

3.4.8 Tangibility ...................................................................................................................... 37 

Data Analysis ................................................................................................................................. 38 

4.1 Relationship between Return on equity and Capital structure ............................................. 38 

4.1.1 Table of Time Series Cross Sectional Regression Model ................................................ 40 

4.2 Relationship between Size and Capital structure ................................................................. 41 

4.2.1 Table of Time Series Cross Sectional Regression Model ................................................ 42 

4.3 Relationship between Profitability margin and Capital structure ........................................ 43 

4.3.1 Table of Time Series Cross Sectional Regression Model ................................................ 44 

4.4 Relationship between Tangibility and Capital structure ...................................................... 45 

4.4.1 Table of Time Series Cross Sectional Regression Model ................................................ 46 

4.5 Relationship between Growth and Capital structure ............................................................ 47 

4.5.1 Table of Time Series Cross Sectional Regression Model ................................................ 48 

4.6 Relationship between Liquidity and Capital structure ......................................................... 49 

4.6.1 Table of Time Series Cross Sectional Regression Model ................................................ 50 

4.7 Relationship between Market price per share and Capital structure .................................... 51 

4.7.1 Table of Time Series Cross Sectional Regression Model ................................................ 52 

4.8 Overall Impact of Capital Structure on Firm Value ............................................................. 53 

4.8.1 Table of Time Series Cross Sectional Regression Model ................................................ 53 

Conclusion and Recommendations ................................................................................................ 55 

Bibliography .................................................................................................................................. 57 

 

   


