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Abstract

The purpose of this paper is to study the relation between financial leverage and
investment opportunities of Pakistan Cement Industry, which operate in a massively
different location and environment than other industrial sectors of Pakistan. Pool regression
model analysis, fixed effect model analysis and random model analysis are employed while
using different variables , investment as dependent and liquidity, cash flow, return on
assets, sales growth, firm size, Tobin Q, Leverage as independent variables. Firm’s data
for a period of 2001-2013 is collected from financial analysis data of Karachi Stock
Exchange and State bank of Pakistan.

The Leverage of Pakistan cement industry is significantly positively related to the
investment opportunities, representing that cement sector firms with higher investment
opportunities and larger firm are inclined to borrow more. It unlocks the accesses for
further research on the determining factor of the positive relation between financial
leverage and investment opportunities of Cement sector. For future research, several
unique features of Pakistani market could be explored by including other sector (multiple
sectors including financial and non-financial), Can bifurcate the firms according to size,
growth opportunities available to the firms (Tobin Q) and could incorporate asymmetry
information theory, signal theory and etc. in their respective study for conducting future
research. This study extends the existing literature on the relation between financial

leverage and investment opportunities of firms.

Keywords Liquidity, Cash flow, Tobin Q, Firm size ,Leverage ,Return on Assets Gearing,

Investments, Debts, Equity capital

Page | ii



Table of Contents

CHAPTER L. et b ettt b e bbbt sb e e b et s bt e b e s be e st e nbesbeenbenre s 1
L INTRODUGCTION. ....coiiittiie ittt et ettt bbbt b e et e et b enn e b 1
1.1 Background of Cement INAUSTIY ........ccocviiiiiei et sne s 3
O U] g oo RSP SUPRTRN 5
CHAPTER 2.ttt b e bt e b e e b et sb e et e e sbe e sbeesneesaneannas 7
2. LITERATURE REVIEW ...ttt st 7
CHAPTER 3.ttt bbbt sa bt b e bt e be e ke e sbeesbe e e nbeenbeenbe e e 26
3.1. RESEAICH QUESTION .....eeieiieie ittt sttt sttt esaestaesaesteereentesneeneenne e 26
3.2. ECONOMELIIC ANAIYSIS ..ot 26
TR R 1Y 010 1= [T SRS 27
CHAPTER 4.ttt bbbt b e bt b e et e et e e b et nneebeenre e 28
4.1. TheoretiCal FrameWOIK ........ ..ot 28
4.2, DEEEITIINANTS ...ttt bbbt bt b bt b e 29
4.2.1. DEPENDENT VARIABLES. .. ...t 29
4.2.2. INdependent VariabIes. ..o 29
CHAPTER Bttt b e bt bt e en bt st e bt e be e st e e sbeesbeeeneeenbeenee e e 33
5. METHODOLOGY ..ottt sttt ettt st be e be et e sbeesteeenaeanbeeneee e 33
5.1, SAMPIE DEFINITION ..ot et 33
5.2 The Data COolECTION .......coiiiiiiiecee e 34
CHAPTER B ...ttt b e bt st e a bt b e bt e bt e et e e ebe e ebe e e nbeenbeenee e e 35
6. ANALYSIS AND RESULTS ..ot 35
6.1. DESCIIPTIVE ANBIYSIS. ... iiiieiie ittt ettt et aesaeereenbesneeneenee e 36
6.2. COrrelation ANAIYSIS ........ooiii ettt ettt nee e 40
6.3. REQIeSSION ANAIYSIS ...cveiiieiiiie ittt reeraenbesaeeaenne e 43
6.3.1. Pooled Regression ANGIYSIS........cucvueiviieieie ettt st nrenae s 43

Page | iii



6.3.2. FIXEA EFfECE IMIOUEN ...ttt et et e et e e e e e s e e e e e eeenenans 45

6.3.3. RaNdom EffECt ANAIYSIS .......ooviiiiiiiiieiie s 46

6.3.4. HOUSIMAN TESL....ceiiiiiicieic et nne s 47
CHAPTER 7 ettt bbbt s b e btk s bttt e bt e at e sbe et e et nbeenn e b e 49
T. CONCLUSION ...ttt b et bbbt bt et e st e st e sbe et e e besaeenn e b e 49
CHAPTER ... bbbt s bt bt bt bt et st e st s beebe et sbeenn e b e 51
8. RECOMMENDATIONS ... bbb nre e 51
CHAPTER 9.ttt bt bbb sttt b e e be e b e e sbe e sbe e e nbeenbeenbe e e 52
9. REFERENGES ... ..ottt b et et na e e be b 52

Page | iv



Description of Figures and Tables

Figure 2.1 (Agency Theory Graph) ... e sre s 13
Figure 2.2 (Trade-Off Theory Graph) ... e 16
Table 6.1 (DeSCriptive ANGIYSIS) ....civeiiiiiieiie ittt s re et be e e re e 39
Table 6.2 (Correlation ANAIYSIS) .......cciiiiiieiisese e re e sae e re e 42
Table 6.3 (Pool Regression Model ANAIYSIS).........ooiiiiiiiiiiiiieee e 45
Table 6.4 (Fixed Effect MOdel ANAIYSIS) ......coviiiiiiiiieieicise e 46
Table 6.5 (Random Model ANAIYSIS) ........cooiiiiiiiieieec e 47
Table 6.6 (HOUSMEAN TESL) ..ottt 48
Table 6.7 (Housman TeSt ANGIYSIS) ......cuiiiiririerieiieieiee st 48

Page | v



