Determinants of Leverage listed Chemical Sector
Firms at Pakistan Stock Exchange

Asif Igqbal

A thesis presented to Bahria University, Islamabad in partial fulfillment of the
requirements for the degree of Ms-Finance.

January, 2018



Contents

L R R T O JOUP P S 4
SERRETDU) CTION 2 risnseiniumassvon ssvmsssmmssss o s sxssssmsssssaisssss i oo ssumssuss s saverapss s samesvssssswsmRsRRwa R e 4
1.1 Theoreticaerackground .................................................................................................... 5
1.1.1  Modigliani and Miller Approach (1958) .......cccerverirerneiniueriesiieeneesieesiesenesssessnesinens 5

1.2 Theories of Capftal SEIUCTUN ceevreeeee et ee st e e s e b e r e e e e e s ssbrrae et e e s sssbbnaeeeeeesnranaenes 7
0 R - To [ o i i 4 0 1Yo YA U 7
1.2.2  PeCKiNg Order TNEOIMY . uvuiiiiieciiireereieeiiitireteeeesssierertereseesssssstaressseserassssessesssssssssssessnnns 8
1.2.3  Market Timing ThEOIY ....ccvvieeriiiereieiieeeniirreeessieeeessirreeessssneessrareesesssessssnneessesaeesons 10

B . Ovgrview of Chemical SECLOR IR PAKISTAN........omoresiessssitsansmmpussanssasssssmmsmssressansmsssmsasasns 11
1.4 ReSEArCh ODJECLIVES ..uvveiireiiieiiiereiieitieisirte e srenreeessreeeeseranesssssnaessssneessssanessasasesasenessns 13
. SignifCante Of The STUOV c. i mmsissensin i imesimess ss siiiatssiniits minssommmananbmnsasaanssanmons 13
1.6 Scope and Limitation of the STUAY .......ccecveriiiiriiiiniieir e e 13
BHAPTER 2i:crcivimipsismansminivenssiaivsesesssiessisussiassssosisnssisssnissvssisssssinasssnisnisviisnsvavissi 14
T R A L3l S 14
PRS- Probleim STat@MENT v sassmvvsmmssssns o e e ssmmesi s soiswasasanss 5 47k soavams ivn doms ia s ss ixvvion 25
CHAPTER 3..iiiuuuueessesnesneneennesnnssssssssssssssnnnnssessssssssssssssssssssssssssssssssssssssssssssssssnssnsnssssssssssssssssss 26
B DA THO DY OLOGY 00 s 5000654508055 S0 33505453 S A5 KA A S 0, 26
% R A <TY=F T ol o T o o 11 Lo XY o] o] 1 1V Z5 OSSR 26
BV RESCArCH ADPDEOACH s covssiss cvvssivsswvanmasssnsis vovasasvonasas sossvassasan o usas3vs S5o0s s messa RN ST 0 S055 SRH AT 26
3.3 Research Strategy............... e eeeeeabeeee s rreeeahret e e rare e s bt tes s aba e e e et aee s e baeesarbeeesbaaeenarraeeaas 26
RTINS HOTIZON sawismsusvassonsssmsssassamossssss sy sasssesss ss0sms s massuess som gmam su Avs S e R i e e ds s 26
T D T ) &= AV o - | LY OO P PR PUPPRR 26
S 1T 27
3.7 RegresSSioN IMOTE] ...ccouuiiiiiieieiiiie ettt st s sree e e et e e sebbae e e s e ae e sbaae e srnee 27
B O Er R IOR] D Rl I IO M ausiunssusnmmmnsmsencammnsnssmsnmenss s s auas s ssassss eI o 55350 v 27
3.8.1  Profitability . cccueecceeriieiiienie et sre e saa e aes 27
DR CHTERRUAY amosnoooomomorancionarr e R, 28
B T S 2 Ll iiiiisieioeirasininnnesassnesssssssnensnbnensssssssrmsesensnssssssensssssnnasnsesnnrsoneorssossssesans 28
3.8.4  AsSet TANGIDIlITY .o.evevveiiieirieeiierie st st ere e sr e neens 29



IR OUIILY .......eoconncnesceseeesessansssssssssassetotssesssssassassssssssssssssmsesssensusesssnsansssensessssassesees 30

] R e T 30

3.9  ReSearch QUESTIONS .....ccuiiiiiiiiiiiic it ss s sbe e 31
3.10 HYPOTRESIS, cvvivissiissivivsmmmivivvsvasssvasivssssvsventisssssssusivaivivesvs sssvnessssssssvenians sossopsastsivivessans 31
3.11  Theoretical FramewWorkK.......ccoiiiviiiiiiiniiiiniiciiiin e a2
L A T SRRSO TSI 33
RIS AN DANALYSIS) ok sesrennensnssesiesrersrmresssesssirevssnesrirasssgissanssn s e sansns nenunraane shassposssxsssssesys 33
B Lorrelation COSHICIBIN «avsmmmncmimmmmssussmmeoses i s s ss i v s mssss s iR 33
4.2 ReGresSion ANAIYSIS .ivcuvieiiiiririiiiieiiiiiet ittt iiete s irree s sire e s srre e sebere s sabbae s s beeesenaneseas 34
B2 ] - SUADAIT EXVION connovssorssssnsssnsinionesssonsion s s a5 3oy S e 53 43 A AV GRS 93 34
B8.2.2  FR-SUAME cccouvermessnussssesssssisssssassssessssessssssnsssansssssiossesssasssssssmsssssssssssssstssssssssssssssasssssases 35
B.2:3.  F-SRatiSTICS susssvnvuussossnassinsrsnsssssnsossss soasssssnssssosniunss shovuevs suvsssseanss e s samanisnsasissssmasvonsnns 35
0 N 0 TV ¢ o 14 TR 1 £ o o PP 35
2.5  OFOWED covsssasansranessnmssssiassss iimiasmss soens o eSS S SN TR S RS WA SRR RN A2 35

C S O L L e e T e e P T Bt 36
4.2:7  ASSEE TANZIDIIITY svevsssscvvsvevessssssssasssesisssisnsssesssanssssinssssrssimssasesnnsasniosasssssasiavsvssavsanssss 36
S B (€ L1111 13 R L T e 36
4.2:.9  RetUrii ON EQUITY .ouiiieisiscsusssssnsssssssssssssumensnssssnssssiassss s ssssssss ciinse svssnssonssses sssuassssses 36

B3 CONCIUSIOM . croervmrsemrssmmrespralesnpossnsseaxsmsonunnmmmasamnmrasabsniReHis o oiiith Chdannssmn s xasibskka akens s Spae 37
EVAPTER 5..icsiesisssesississosnnesssennssnsssnssnsssnarsnssesrssnsesnssnssdsasnserssssnssnssnsssssnarsonsuanssossnnanssnsassssnsess 39
EIREE REINCER... . concessinmnionnsasgoansosnson oousiinsnsi s s i o sss5s s i 4 5ass s s it s e A san s A0 a5 65 i 39



DETERMINANTS OF LEVERAGE IN PUBLICALLY LISTED CHEMICAL
SECTOR FIRM’S AT PAKISTAN STOCK EXCHANGE

Abstract

This study investigates the determinants of leverage of listed firms in the chemical sector of
Pakistan. Current ratio, Growth, Asset Tangibility, Return on equity and Firm size are used as
independent variables and Leverage as a dependent variable. The sample included data for
nine firms in the chemical sector, listed on Pakistan Stock Exchange for the period of 2010-
2015 using Correlation and Simple Regression method in a cross-sectional data analysis. Our
results show that all these factors affect the leverage of the firm up to some extent. Results
found that Growth, Asset tangibility and Return on Equity have positive relationship with
leverage which support the predictions of Static Trade off theory. While Current ratio and
Firm size was found to have negative relationship with leverage of these firms. Growth had
positive relationship with leverage that supporting the simple version of Pecking Order

Theory.
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