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Abstract 

The aim of this study is to investigate the relationship between the managerial ownership, leverage and 

dividend Payout. The analysis is performed using GMM estimation on a sample of 40 non-financial listed 

Firms of Pakistan stock exchange for the period 2010–2016. The results show that there is negative 

association between Managerial ownership and Leverage, Positive association between Managerial 

ownership and Dividend payout. Leverage and Dividend payout has negative association. However, 

conflicting to expectations, managerial ownership is found to have positive impact on dividend. It means 

that companies with higher levels of managerial holdings are consciously choosing higher level of 

dividends. 

 

Keywords: Managerial Ownership, Leverage and Dividend Policy. 

 
 

Introduction 
 

Mostly in organizations it is stated that the common performance of the manager is to increase and boost 

the wealth of the organization shareholder’s but it is seemed in organization that those managers who didn’t 

have any share portion or did not have any ownership then the decision of the manger will not good for 

shareholders because they don’t have any kind of risk in that decision. So such kind of conflict between the 

mangers and shareholder’s lead to Agency conflict problem and increase the level of cost (Jensen & 

Meckling, 1976). 

 

For the development of a country economy and improvement in standard of living growth is needed. Many 

of the studies provide different evidence related to the growth and development of economy through which 

the economic goal can be easily achieved. In business field the competitions between different 

organizations are increasing day by day every organization is struggling to stay in competition and survive 

with strong competitive position. For this reason it is very important that corporation implement good 
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strategies and planning and also needed to manage resources optimally among the bundle of resources one 

of them is the capital and capital structure. It means that how the organization uses the capital and debt to 

get high return in the market. The capital structure is one of the most difficult and risky decision for 

organization because there is high risk involve with it, If the combination work it give high return but in the 

situation of failure the result is opposite  (Abor, 2005). In success and high performance of the organization 

the capital structure playing a significant role the optimal structure of capital give and maximizing the 

return of the organization which give extra edge for firm in the rivalry market of different organization. 

Risk charming is predictable for managers in order to shun key pressure to the organization (Jensen 

&Meckling, 1976). 

 

Corporate governance is one of the most attractive and good side of business because good corporate 

governance adds a supportable outcome in the development of economies by attractive performance of 

firms and also making organization able to increase the finance from outside capital market. The structure 

of corporate ownership plays a vital role in the motivation and reducing the agency conflict and cost 

because it works like the instrument and in the corporation the agency cost effect on the profitability of the 

organization. It directly declines the position of corporation, this cost is associated with the corporation 

ownership and the selected board of management can be used to shield property rights of the organization 

(Berle& Means, 1932).  

 

In the global market good corporate governance has some good policies and objectives to adopt strategy for 

it, Good corporate governance reduces and avoid different problems of organization and also trying to 

create association between management, CEO, board of directors and shareholders (Majority shareholders 

and minority shareholders). In Pakistan, the CG codes are made in 2002 that help corporation at high level. 

In corporate governance different Practices and regulation are comprised such as standard of accounting, 

law concerning financial disclosure as related to firms, the executive compensations and remunerations, the 

size and combination of board etc. The perception of corporate governance assumes an important pressure 

between shareholders and corporate managers (Berle& Means, 1932: Jensen &Meckling, 1976).   

 

Corporate governance can be distinct in numerous parts though we are clever to categorize it into two main 

classes, One set of concepts shacks light on practical trends of practical matters and assessment of 

performance e.g. Debt Equity Mix, efficiency, performance, and association to the company stockholders 

and other stakeholders. Chitchat about the next class it comprehends some normative concepts and they are 

approximately the guidelines and principles and ethics issued by investigators, capital markets, bench and 

labor marketplaces.  

 

The current situation shows that each and every business has significantly affection from corporate 

governance practices throughout the world. It is experienced from the past events which strike the role and 

regulation of corporate governance. In 1997 after the financial crises of Asian market and the scandal of 

ENRON Company in 2003, the scandal of Marten Stewart in 2004 etc., all of these Crises and scandals 

highlight the important and vital role of corporate governance (Vishwa & Maruya, 2015).  

 

Problem Statement  
 

Many researchers argue that a significant relationship exist among managerial ownership, dividend and 

leverage financing. (VO & Nguyen, 2014). Prior empirical studies have been conducted to mainly 

investigate there problem independently with each other in the context of Pakistan stock exchange. In light 

of the direct relationships among these policies, empirical studies on this topic are limited in the Pakistani 

context. So, this paper empirically analyzes the relationship among a firm’s managerial ownership, 

leverage and dividend policies. 
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Research Question 
 

To find out the relationship among Managerial ownership, Leverage and Dividend policy in context of 

Pakistani Firms? 

 

Hypothesis of the study 
 

H1: The effect of Managerial ownership and Leverage on Dividend policy. 

H2: The effect of Leverage and dividend policy on managerial ownership. 

H3: The effect of Dividend policy and managerial ownership on leverage.  

 

Literature Review  
 

The concept of corporate governance is not the new phenomenon in the organization but it is noticed in 

different crises and failure of organization. The importance of the corporate governance is increased more 

from past days. In the current increasing competition and increasing margin of profit, the corporate 

governance plays a main role in it. Numerous of the explanations and definitions stated many of the 

researchers, investigators and the scholars but all of them mostly concentrated on the issued and difficulties 

that happening due to management or organization and board of directors, the direction of a corporation 

and the association between top level organizations and to the diverse stakeholders (Ruppen, 2008). Good 

corporate governance practices make sure the effective distribution and allocation of organization resources 

(Chepkwony, 2015). 

 

Wescott(2000) argues that the corporate governance creates and establishes rules and regulation, codes 

creating structures and procedures, also controlling techniques for the management of firms. The main goal 

of Corporate Governance is to protect the stakeholders benefit. Nielsen (2000) suggests that the Problem of 

Agency and for the reduction of cost of organization will be reducing through the corporate governance, 

because it is like an instrument for reduction of these problems. Manager incurred different other type of 

cost for their own benefit because manager is trying to increase and work for their own benefits instead of 

working for shareholders and owner benefits (Kidd & Richter, 2003). 

 

Corporate governance is the system of balancing and checking of different resources. The objective of 

corporate governance is to monitor and controlling the activities of management in organization (Solomon 

& Solomon, 2004). How different resources responsibilities and rights among different workforce are 

equally and efficiently be distributed, and it will be done through the corporate governance. Corporate 

governance creates different codes and provide different explanation, techniques and regulation that how 

should a good and accurate decision (Clarke, 2004). 

 

The issue related to Boards and its structure is highly highlighted by different researchers and also different 

media cells and also gets a high attention from different aspects from couple of decades. A work which is 

conducted by the Lipton and Lorch (1992) and Jensen (1993) on the Board and on its size, they state from 

research that the success of a company is depend on the vital role and efficiency of board, because it works 

as intermediaries between the investors and the managers (Mallin, 2004). 

 

The combination of different directors known as the size of boards is different from country to country, 

firm to firm due to its different culture, different type of rules and regulation and also the type of ownership 

structure. Many of the scholars adopt and present different kind of theories that how should be built a board 

that should be accurate and efficient as beyond the expectation. Due to this reasons board variety has been 

commonly deliberated between organizations and researchers for an extensive time. (Millikem, & Martins, 

1996) investigate that a board is the combination and mixture of different member in form of human capital 

where each and everyone have different kind of skills, abilities, knowledge and expertise which they get 

from different experiences and education.  
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The structure of boards is set the team for managing and creating competitive situation of organization. In 

case the number of members is more than there is a huge problem of agency theory is arising because most 

of the directors trying to work for his own benefit (Boone et al., 2007). Small size of board directors has 

more responsible of the organization and taking more responsibility of organization in form of monitoring 

the operation good than the large in number board of directors (Vaefas, 2000). 

 

As per the study of Macit (2011), they used the ROA and ROE factors to determine the profitability of 

firm, and also focused to evaluate specific factors which are conducted on the turkey firms, this work just 

focused on the firm specific factors for the determination of firm profitability, from the study is derived that 

NPL to TA has significant impact on the profitability.  

 

According to the study result of Eisenbeis et al. (1999) examined the US firms’ profitability by using the 

method of different techniques, they conclude from this work that both of the techniques give very useful 

Profitability information, and also it indicates for the management who have the control of taking decision 

that place and use more weight in the method of SFA estimation. Chu and Lim (1998) use the DEA method 

for the Singapore firming study. The Sufian and Majid (2006) also implement the DEA technique for the 

listed firms of the Malaysian for the period of 2002-2003. Pasiouras et al. (2007) conduct study on 10 

Greece firms, they examined the ASE listed firms, the result show that there is positive association between 

the changes and the Profitability, and also find out that there also effect on the return of stock. But on the 

other aspect that changing in Profitability have no effect on the return of stock price (Hongmei Gu & Jiahui 

Yue, 2011). 

 

As related to market is noticed that the structures of market also effecting the profitability because it 

seemed that whenever the ration value is higher this will increase the profitability. A dynamic situation is in 

the market for which every organization are struggling the situation where the firm has high level of market 

and has a differentiate product and services, the organization can get more return, power and create a 

monopolistic situation where all of the profits received one person. 

 

Firm growth is the important aspect of the organization development. The firm profitability and growth is 

very important for organization, different investigative research works are conducted on it to know about 

the important and impact of the firm growth. All of the previous studies are trace back to the theory of the 

firm growth almost the entire investigator uses in his or her studies this theory. The Viner (2008) 

investigate that the growth theory is based on the U-shaped long run cost task, fixed cost is one of the 

portions of the organization whole cost which is considered that it may not be reduced, but it will be 

reduced in case of when the organization increase production level in the same period. In contrast of this 

the average cost of the organization can be decrease through the U-shaped long run cost function this like 

condition considered as the Economies of the scale situations. It will initiate with fixed cost and it will 

increase the production capacity of the organization by reducing per unit cost. It is noticed that whenever 

the organization first time achieve a positive design capacity then they experience that how to increase the 

production, and how to reduce per unit cost to boost the production. After the achievement, such design 

capacity then organization situation become unchangeable scale but there is another situation is occurring 

whenever the organization size is raised more than the “economies of scale change to diseconomies of 

scale”. This will happen due to an increase of the management cost like the cost of Communication and the 

bureaucratization. That’s why average cost of the organization goes up and the curve of this recommends 

that those organizations that have small size are more opportunities of growth as compare to large size of 

organization. These low opportunities for large organization happen due to diseconomies of scale (jolgan, 

2005).  

 

Methodology 
 

After review of an empirical study on managerial ownership, dividend policy and leverage, the study is 

conducted to test the hypothesis. This area is important to alleviate the agency problem and to maximize 
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the shareholder profit. The leverage policy and dividend are used a substitute for managerial ownership, 

rising in managerial ownership lead to decrease the agency problem and the conflict between director and 

stakeholders (VO &Phan, 2013). 

 

Population and Sample 

 

The study consists of 40 listed companies in Pakistan stock exchange during the period of 2010 to 2016. 

The study used the secondary data of 40 companies. This research is conducted used only secondary data, 

which were collected from different sources such as annual reports, company’s website and financial 

statements of these 40 listed firms in Pakistan stock exchange. 

 

Table 1. Definition and measurement of the variables 

Variable Definition Measurement 

Dependent variables   

 

MGO 

Managerial 

ownership 

Number of shares held by directors and 

members of the board / total outstanding 

Shares 

LEV Leverage Current Liabilities + Noncurrent liabilities 

DIVR Dividend payout Dividend payout/ Sales 

Explanatory variables   

LIQ Liquidity Current assets/ Current liabilities 

GRO Sales growth (Sales – Salest-1)/ Salest-1 

ROA Profitability Earnings before tax/ Total assets 

TANG Fixed assets Tangible assets/ Total assets 

SIZE Firm Size Log(total assets) 

 

Regression Model 

 

MGOit=α0+α1LEVit+α2DIVRit+α3SGRit+α4SIZEit+α5ROAit+ eit…………eq(1) 

LEVit=β0+β1MGOit+β2DIVRit+β3LEVDit+β4SIZEit+β5ROAit+ ϑit………eq(2) 

DIVRit=γ0+γ1MGOit+γ2LEVit+γ3TANit+γ4SGRit+γ5ROAit+εit………….eq (3) 

 

MGO= Managerial ownership, LEV =Leverage, DIVP=Dividend payout, LEVD= Liquidity 

ROA= Return on asset, TAN= Tangible asset, Size= Firm size and SGR=Sale growth 

 

With 

 

i = 1, 2, ..., 50 and t = 2010, 2011, ..., 2016 

i: Number of firms 

t: The estimation period 

 

Empirical Analysis 
 

Descriptive analysis 

 

The descriptive analysis table 2 shows the dependent and independent variables descriptive results. The 

variables are taken from the study, to investigate the effect of independent variables on dependent variable. 

The current study is based on 40 non-financial companies listed on Pakistan Stock exchange for the period 

of 2010-2016, 280 observations were used in this analysis, the table contains Observations, Mean, Std. 

Dev. MIN, MAX, Skewness and Kurtosis value.  
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Table 2: descriptive analysis of the Study Variables 

 

Mean shows the average tendency of the data (Numbers). It specifies the average number of the overall 

data which taken in the analysis of a variable. The derived Mean for Variables are MGO 0.1493664, LEV 

1.29982, DPS 1.070437, LIQ 1.381597, SGR -29.29959, ROA 0.1758937, TANG 1.318254 and FSIZE 

15.64861. 

 

The Std. Dev. also calculated for data, Std. Dev. Calculating the differences among the observation and 

Mean, that how much the change is exist among the data and Mean, the calculated Std. Dev. For variables 

are MGO 0.2698108, LEV 4.478925, DPS 2.867026, LIQ 1.356347, SGR 154.2627, ROA 0.9355662, 

TANG 1.944465 and FSIZE 1.960106. The Min values show the lowest limit of the data, that how much 

the data is fall down. The calculated value of the MIN is: MGO 0.0102857, LEV 0.0165903, DPS 0, LIQ 

0.0558773, SGR -1084.73, ROA -2.61637, TANG  0 and FSIZE 11.2586.The MAX values are calculated 

in the Table, the MAX shows the highest point values of the variables. MGO 3.66147, LEV 66.3289, DPS 

22, LIQ 15.20631, SGR 1, ROA 12.97947, TANG 14.35213 and FSIZE 19.73481. 

 

Skewness shows the asymmetry of the collected data distribution, which was employed in the analysis, 

basically, it measures the irregularity of data, how the data is scattered. To which side the variable data is 

scattered. To measure skewness is to measure the extent to which and also the direction in which the 

distribution (Curve) is non-symmetrical or skewed. The calculated Skewness for variables are: MGO 

1.605241, LEV 0.91661, DPS1.598078, LIQ0.728272, SGR -1.457865, ROA0.905336, TANG0.981021 

and FSIZE -0.0007887.The skewness of all variables lie between +1.96 to-1.96, which means that the data 

tends to be normal (Bai& Ng, 2005). 

 

Kurtosis measure the flatness of the data, that either the data is heavy tailed or low tailed. When the data is 

high then it shows high tailed. Skewness and kurtosis both either show negative or positive result. It 

distributes to both side. The calculated value of the Kurtosis is: MGO 105.6211, LEV 164.7236, DPS 

26.93513, LIQ 41.85311, SGR 31.79572, ROA 129.6687, TANG 22.45723 and FSIZE 2.526095. 

 

Correlation Analysis 

 

Table 3.: Correlation matrix of study Variables 

MGO          LEV         DPS       LIQ      SGR          ROA      TANG       FSIZE 

MGO     1.0000 

LEV-     -0.0578  1.0000 

DPS      0.1224  -0.0511    1.0000 

LIQ        0.0248  -0.1248   0.1406   1.0000 

SGR      -0.0572  -0.1088  -0.0592  -0.0443  1.0000 

ROA      -0.0218  0.6873    0.0613   0.0751   0.0311   1.0000 

TANG    0.0101   0.1024   -0.0162  -0.0014  -0.0719   0.0168   1.0000 

FSIZE    0.0319  -0.1939  0.1127   0.0726  -0.0742  0.0884  -0.2154 1.0000 

Variables Obs Mean Std. Dev. Min Max SKEWNESS KURTOSIS 

MGO 280 .1493 .269 .0102 3.661 1.605 105.621 

LEV 280 1.299 4.478 .0165 66.328 0.916 164.723 

DPS 280 1.070 2.867 0 22 1.598 26.935 

LIQ 280 1.381 1.356 .0558 15.206 0.728 41.853 

SGR 280 -29.295 154.262 -1084.73 1 -1.4578 31.794 

ROA 280 .175 .935 -2.616 12.979 0.905 129.668 

TANG 280 1.318 1.944 0 14.352 0.981 22.457 

FSIZE 280 15.648 1.960 11.258 19.734 -.0007 2.526 
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The correlation matrix in table 3Represents the relationship between dependent and independent variables. 

MGO has positive relationship with DPS, LIQ, TANG and FSIZE, while negative relationship with LEV, 

SGR and with ROA. As reported by Gujrati (2003) that the variables will have a multicollinearity problem. 

If the correlation between two independent variables is or greater than 0.80. The highest value in terms of 

correlation between independent variables in 0.66873 i.e. between LEV and ROA thus may conclude that 

our results may have multicollinearity between independent variables but it is less than the threshold limit.  

 

Other value of the correlation with MGO is: the LVE has negative correlation of -0.0578, DPS has positive 

correlation of 0.1224, LIQ has positive correlation of 0.0248, SGR has negative relationship of -0.0572, 

ROA also negative relation with MGO of -0.0218, TANG has positive relation of 0.0101 and the FSIZE 

has positive relation of 0.0319. 

 

GMM estimation method used for Managerial Ownership 

 

Table 4: System GMM estimation method used for MGO as Dependent and Independent variables 

Dependentvariable  Managerial ownership 

 Variables name Label Coefficient p-values 

 Lag dependentvariable MGO -.0010848 0.479 

 

 

independent 

variables 

 

Leverage LEV -.003615 0.049 

Dividend payout DPS .00235 0.566 

Liquidity ratio LIQ .0249005 0.011 

Sale growth rate SGR .0011083 0.676 

Return on Assets ROA .0190831 0.055 

 Tangible Assets TAMG -.0002819 0.613 

 Firm Size FSIZE .0034942 0.766 

 Numberofobservations 200 

 Numberofgroups 40 

 Numberofinstruments 23 

 Sargentestpvalue 0.8207 

 A-BAR(1) orm1testp-values 0.2261 

 A-BAR(2) orm2testp-values 0.2373 

***, **, * represents 1%, 5%, 10% level of significance, respectively. 

 

Table 4 Shows the regression result for MGO, with DPS, Leverage and with others independent variables. 

The table 4 Stated values of the result indicates the coefficient and p-values. The result of the Leverage 

Coefficient shows negative effect on the Managerial ownership, but significant (p>0.05) 0.049, it highlights 

that increase in Leverage cause to decrease the Managerial ownership. Dividend payout (DPS) has positive 

coefficient value of 0.00235, but insignificant the result shows that increase in DPS, increased the 

Managerial ownership. Liquidity has also positive effect on the MGO, the calculated value is 0.0249005 

and the p-value is 0.011, a significant effect has the LIQ. Sale Growth, Return on Assets and the Firm Size 

has positive effect on the Managerial ownership, mostly all of the variables has insignificant association 

except that the Tangible Assets has negative coefficient value of -.0002819 and the p-value is 0.613, but 

insignificant. 

 

GMM estimation method used for Leverage 

 

Table 5 Highlight the regression result for LEV, the LEV is dependent variable. Results show the 

relationship with others dependent and independent variables. The result of the MGO Coefficient show 

negative effect on the Leverage, but significant (p>0.05) 0.029, it shows that increase in MGO cause to 

decrease the Leverage.  
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Table 5: System GMM estimation method used for LEV as Dependent and Independent variables 

Dependentvariable  Leverage 

 Variables name Label Coefficient p-values 

 Lag dependentvariable LEV -.0788669 0.000 

 

 

independent 

variables 

 

Managerial ownership MGO -.2603638 0.029 

Dividend payout DPS -.0089684 0.774 

Liquidity ratio LIQ -.3333472 0.000 

Sale growth rate SGR -.0273149 0.000 

Return on Assets ROA 4.469802 0.000 

 Tangible Assets TAMG .0027395 0.510 

 Firm Size FSIZE .6628352  0.000 

 Numberofobservations 200 

 Numberofgroups 40 

 Numberofinstruments 23 

 Sargentestpvalue 0.4592 

 A-BAR(1) orm1testp-values 0.0355 

 A-BAR(2) orm2testp-values 0.0525 

***, **, * represents 1%, 5%, 10% level of significance, respectively 

 

Dividend payout (DPS) has negative coefficient value of -0.0089684, but insignificant. the result shows 

that increase in DPS, decreased the Leverage. Liquidity has also negative effect on the LEV, the calculated 

value is -0.3333472 and the p-value is 0.000, a significant effect has the LIQ. Sale Growth has a negative 

coefficient and has negative effect on the LEV, -0.0273149 and p-value is 0.000, significant value. Return 

on Assets, Tangible Assets and the Firm Size has positive effect on the Leverage, mostly all of the 

variables have significant association with Leverage.  

 

GMM estimation method used for Leverage 

 

Table 6: System GMM estimation method used for DPS as Dependent and Independent variables 

Dependentvariable  Dividend payout 

 Variables name Label Coefficient p-values 

 Lag dependentvariable DPS .2657276 0.000 

 

 

independent  

variables 

 

Managerial Ownership MGO .3348595 0.197 

Leverage LEV -.0585388 0.000 

Liquidity ratio LIQ -.1901036 0.000 

Sale growth rate SGR -.0087102 0.204 

Return on Assets ROA .3182108 0.000 

 Tangible Assets TAMG .0357896 0.007 

 Firm Size FSIZE .1941476 0.003 

 Numberofobservations 200 

 Numberofgroups 40 

 Numberofinstruments 23 

 Sargentestpvalue 0.0810 

 A-BAR(1) orm1testp-values 0.1647 

 A-BAR(2) orm2testp-values 0.9115 

***, **, * represents 1%, 5%, 10% level of significance, respectively 

 

Tables 6 show Dividend payout as dependent variable result show the relationship with others dependent 

and independent variables. The result of the MGO Coefficient show positive effect on the DPS, but 

insignificant, p-value 0.197., it shows that increase in MGO, decrease the DPS. Leverage has negative 
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coefficient value of -0.0585388, but significant with p-value of 0.000. The result shows that increase in 

LEV, decreased the DPS. Liquidity has also negative effect on the DPS, the calculated value is -0.1901036 

and the p-value is 0.000, a significant effect has the LIQ. Sale Growth has a negative coefficient and has 

negative effect on the DPS, -0.0087102 and p-value is 0.204, insignificant value. Return on Assets, 

Tangible Assets and the Firm Size has positive effect on the DPS, mostlyall of the variables have 

significant relationship with DPS.  

 

Conclusion and Implication 
 

The present work is conducted on the managerial ownership, Leverage and on the dividend payout relations 

for the period of 2010-2016. The evidence is obtained from the Non-financial firms of the Pakistan stock 

Exchange. 40 Non-financial firms are selected as sample of the study. The study is based on the secondary 

data. The data is collected from the company’s annual reports, opendoor.com site, and Pakistan stock 

exchange site and from other business recorder sites. The analysis of the study is completed with the help 

of Stata software. The study analysis is contained on the descriptive analysis, Correlation matrix and 

Regression analysis. 

 

The result of descriptive analysis shows number of observations that how much of the observations are 

included in study. As discussed that the study time period is include on Seven years of time period. The 

Mean values are derived from the primary data of the study which is collected in the initial stage. The mean 

value of the study variables shows the average number of the variables numbers. That what is the average 

number of all of the observation of each variable, for knowing the difference and variance between the 

Mean and real value (Observation) Std. Dev. Are calculated Slandered deviation is calculated to investigate 

the variation among the Numbers and Mean. That how much the difference exists between them? The 

Minimum column in the Descriptive analysis highlights the lowest value of the variables number or it 

shows the lowest limit. That to how much extent the variable values fall down. And the Maximum show 

the highest point that to how much extent the data goes up. Skewness shows the important effect of the 

data. Its shows to which side the data is going. As the standard limit or standard mention by different 

authors, researchers and investigators that data (Result) is considered to be good when it falls between +1.9 

to -1.9.according to this standard the result of the study variables falls in this limit. the kurtosis values for 

variables shows that all of the calculated values are Lepto-Kurtic, Because mostly variables values are 

2>3. A 2SLS approach is employed in the study. This approach was also previously used in different 

literature and research i-e the MansSoderbon (2009) used it in the study of Managerial ownership, 

Leverage and Dividend payout ratio. The correlation Matrix result indicates that the Managerial ownership 

has negative relationship with Leverage. Dividend payout has Positive Relationship with Managerial 

ownership, while Leverage has Negative relationship with Dividend Payout. 

 

Corporate governance creates and establishes rules and regulation, codes creating structures and 

procedures, also controlling techniques for the management of firms. The main goal of Corporate 

Governance is to protect the stakeholders benefit. The Problem of Agency theory and for the reduction of 

cost of organization reduces through the corporate governance, because it is like an instrument for 

reduction of these problems manager incurred different other type of cost for their own benefit because 

manager is trying to increase and work for their own benefits instead of working for shareholders and 

owner benefits. Corporate governance is the system of balancing and checking of different resources. The 

objective of corporate governance is to monitor and controlling the activities of management in 

organization. The combination of different directors known as the size of board the size of boards is 

different from country to country, firm to firm due to its different culture, different type of rules and 

regulation and also the type of ownership structure. As per the study of Macit (2011), they used the ROA 

and ROE factors to determine the profitability of firm, and also focused to evaluate specific factors. The 

conducted on the turkey firms due to different geographical location, some of the work analyzes different 

issues and problem related to the Profitability of firming system like the estimations from diverse methods. 

Different investigative research works are conducted on it to know about the important and impact of the 



   

  

 

 

ISSN: 2306-9007                Khan, Khan & Khattak (2020) 

 

 

492 

I 

 

  www.irmbrjournal.com                                                                                      December 2020                                                                                             

 International Review of Management and Business Research                        Vol. 9 Issue.4

                           

R 
M  
B  
R  

firm growth. All of the previous studies are trace back to the theory of the firm growth. Almost the entire 

investigator uses in his/her studies this theory. The study also described the Agency theory, signaling 

theory and Pecking Order theory. The current work is examined the relationship among the managerial 

ownership, leverage and dividend payout. Every study has some of the importance, effect and relationship 

with predictor variable. Numerous of the literatures is conducted on such topic to investigate the 

association among these variable different approaches are employed to examine the equation structure and 

variable combination. As the manssoderbom (2009) used 2SLS approach in study to investigate   the 

relationship between managerial ownership, leverage and dividend payout. Takashi Yaman (1995) also 

used 2SLS in study. Henningsen and D.Hamann (2007) also employed 2SLS approach in study. The 

present study analysis is consisted on 40 listed companies in Pakistan stock exchange for the period of 

Seven years. And based on secondary data of 40 companies from different secondary sources the data is 

collected i-e PSX site, opendoor.com, company annual reports etc.The current study also employed 2SLS 

approaches for investigation of managerial ownership, Leverage and dividend payout. The result of the 

regression result indicates that how much level an independent variable has effect on Dependent variable. 

For finding the result between the Dependent and independent variables the Fixed and Random analysis are 

implemented. The result from analysis indicates that Managerial ownership and leverage has negative 

association, managerial ownership and dividend payout has positive relationships, dividend payout and 

leverage has negative relationship. Leverage has significance effect with managerial ownership while the 

dividend payout has insignificant effect, dividend payout has insignificant effect on leverage and 

managerial ownership has significant effect. Dividend payout and managerial ownership has insignificant 

effect while dividend payout and leverage has significant effect. A fixed effects Model in which the 

model parameters are fixed or non-random quantities.  

 

In many applications including econometrics and biostatistics a fixed effects model refers to a regression 

model in which the group means are fixed. Generally, data can be grouped according to several observed 

factors. In a fixed effects model each group mean is a group-specific fixed quantity. The Random Model is 

contrast and opposite of Fixed model. While the study conducted analysis also on Hausman test. Hausman 

test highlight and indicates that which model is good for study between Fixed and Random Effect model. 

 

As the importance of this study is not denied and also not hide from reader. But this study helps more to 

investor who investing in the Pakistan stock exchange listed companies, it give a secure feel to investor 

when manager has high ownership in organization. Debt risk is the main issue of every organization, 

because mostly organizations face trouble due to debt, for controlling financial decision and policies 

managerial struggling to increase ownership and take control over financial policies with high level 

ownership of manager lead to low level of leverage and high level of dividend payout. Most of the investor 

investigating about firm managerial ownership and level of leverage. After that investing in firm it is 

seemed that small investor ignores that organization that has a high level of leverage or high level of 

managerial ownership for to reducing the agency conflict. Management using the leverage and dividend as 

a weapon to reduce such a problem and cost, leverage and dividend policy is an alternative instrument for 

reduction of agency conflict.  

 

Limitation of Study 
 

Every study has some kind of limitation, which a researcher faces during the study. Many problems occur 

in the finalization of work, either the study is Cross sectional in nature or Non-cross-sectional study is it. 

As like others researches the current study also face different problems like the problem of time. For 

completion this work the time is short. Because this study is based on cross-sectional that’s why the data is 

taken also from insecure sources as well, which reduce the accuracy of the data. Along with time problem, 

also problem of data collection, because mostly the companies some time did not publish their annual 

reports. Due to which face different problem in the data. The financial resources also secure that to get data 

from the paid sources. 

 

https://en.wikipedia.org/wiki/Parameter
https://en.wikipedia.org/wiki/Econometrics
https://en.wikipedia.org/wiki/Biostatistics
https://en.wikipedia.org/wiki/Regression_model
https://en.wikipedia.org/wiki/Regression_model
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Recommendation for Future direction 
 

This study is completed on the Non-financial companies, listed on the Pakistan stock exchange. Evidence is 

collected from 40 Non-financial Firms and 2SLS approach is used in study. This result is not to be 

considered as a generalized result for other firms and sectors. Pakistan Stock Exchange is consisting of 575 

non-financial listed firms. And this study is just take 40 companies out of 575. This is a very small portion 

for huge result. That’s why the current result is not considered as the generalized result. 2SLS approach is 

employed. It is recommended to generalize the result of Managerial ownership, Leverage and Dividend 

Payout ratio for Non-Financial Firms, suggested to take large sum of population and employed 3SLS 

approach. Large sum of population gives a generalized result for all Non-financial firms to investigate with 

large population. For investigating the relation also needed to investigate it with other factors as well. 
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