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ABSTRACT 
Capital structure changes effect stock prices and reciprocally fluctuations in stock 

prices should be balanced out with capital structure adjustments. This interrelation is 

however under studied. Therefore, the research question is focused on to find the 

relationship of capital structure and firm’s stock price of fertilizer companies listed on 

Islamabad Stock Exchange. The performance of agriculture sector plays a vital role in 

the economy of Pakistan, wherein, fertilizer industry serves as the back bone. This 

sole factor places fertilizer industry in a strategically important position. Therefore, 

the objectives of the study are to elaborate and measure the relationship of capital 

structure decisions and stock price movement, and define the role of stock prices in 

explaining capital structure and companies reaction to stock price fluctuations within 

fertilizer sector. The research is based on four hypotheses and constitutes a double 

regression equation research model. The available literature on the topic starts from 

the work of Miller & Modigliani (1958, 1963), following Trade-off, Pecking Order, 

Signalling, Free Cash Flows, and Market Timing Theories. Moreover, the related 

studies discussed include many researches (Yang, et al., 2010; Hussain & Gull, 2011; 

Khan, et al., 2013). The research sample is based on panel data for five fertilizer firms 

for past ten years (2004-2013).Industry data has been displayed through descriptive 

statistics and further analysis has been done through correlation and regression 

analysis. Positive correlation is found between stock price and leverage. Regression 

results show that capital structure changes and stock price movements have positive 

relationship to each other. Moreover, size of firms is negatively related to stock price, 

while positively related to leverage. Profitability and Liquidity are positively related 

to stock price and negatively related to leverage. Time Interest Earned is negatively 

related to stock price and leverage. To conclude, Independent variables in equation 1 

explain 43% of the variation in stock price, while, the independent variables in 

equation 2 explain 56% of the variation in leverage. It is finally recommended that the 

fertilizer firms’ managements and investors should have good understanding of 

corporate, capital structure, and capital market dynamics. Additionally, government 

should take necessary actions to enhance growth of the sector. Future research on the 

topic within the same sector or in different sectors with greater sample size and other 

variables can provide additional insights for researchers, professionals, and investors. 
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APPENDIX – A 

Pakistan’s Fertilizer Sector1 

 

 

                                                 
1 Fertilizer Sector Study (2011)‐ The Pakistan Credit Rating Agency Limited (PACRA) 
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