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Table 1
Sample Break Down
By Sector
Industry Frequency Percent
Large Scale Manufacturing
Textile 1322 36.29%
Chemical 285 7.82%
Engineering 301 8.26%
Sugar 240 6.59%
Paper and Board 85 2.33%
Cement 101 2.77%
Fuel and Energy 190 5.22%
Tabaco 25 0.69%
Jute 41 1.13%
Vanaspati and Allied Industry 38 1.04%
Misc. Industry 443 12.16%
Total Manufacturing 3071 84.30%
Financial
Public Banks 46 1.26%
Private Banks 175 4.80%
Foreign Banks 58 1.59%
Specialised Banks 44 1.21%
Insurance Companies 78 2.14%
Leasing Companies 17 0.47%
Investment Banks 14 0.38%
Modarba 49 1.35%
Mutual Funds 30 0.82%
DFT’s 11 0.30%
Exchange Companies 41 1.13%
House Finance 3 0.08%
Venture Capital 6 0.16%
Total Financial 572 15.70%
Total Sample 3643 100.00%
By Year
Year Frequency Percent
1998 413 11.34%
1999 412 11.31%
2000 248 6.81%
2001 227 6.23%
2002 220 6.04%
2003 210 5.76%
2004 197 541%
2005 206 5.65%
2006 418 11.47%
2007 539 14.80%
2008 553 15.18%

Total 3643 100%




51:4, 138 Rehman, Hasan, Mangla, and Sultana

3.2. Two Stage Regression Model

The variables included in this analysis are: dividend payout Ratio (DPR), sectoral
economic growth (SG), ownership concentration (OWCEN), board Independence
(BDIND), board size (BS), gross domestic product (GDP), interest rates (IR), and foreign
direct investment (FDI). The dividend payout ratio (DRP) is defined as the total dividend
paid by a company either in term of cash or stock in a given year. Sectoral economic
growth is the growth rate of a particular sector in a given year. The interest rates (IR) are
the annual nominal interest rates in Pakistan. The Foreign direct investment growth is the
annual growth rate in FDI in Pakistan. Gross domestic product growth is the annual
growth in country’s gross domestic product. Board independence is the proportion of
independent directors in the board, if a proportion is greater than 0.5 then assigned a
value 1 otherwise 0. Board size is the number of directors in the board. Ownership
concentration is the proportion of majority shareholders in a company, if the proportion is
greater than 0.5 then assigned a value of 1 otherwise O.

First Stage Regression Model

In first stage regression, GDP annual growth is regressed on lagged GDP annual
growth rate, dividend payout ratio, annual interest rate, foreign direct investment annual
growth rate, ownership concentration, board size and board independence. At this stage,
we estimate GDP annual growth and use it in the second stage as an explanatory variable.

GDP growth = oy + 5 ,DPR+ p,lagGDPGrowth + ;IR + § ,FDIGrowth +
B8 OWCEN + 3 . BDIND + 3, BS + ¢,

Second Stage Regression Model

In second stage, estimated GDP annual growth rate is used as an explanatory variable
along with dividend payout ratio, annual interest rate, foreign direct investment, ownership
concentration, board independence and board size to estimate sectoral economic growth.

SG = ay + B,DRP+ B,GDPycrowtn + B5IR+ B ,FDIGrowth +
B OWCEN + 3 ,BDIND + B, BS +¢,

The expected signs are as follows: 1> 0, 2> 0, f3< 0, p4> 0, p5< 0, 6 and 5 >
0, €i is the error term, where i= 1, 2, 3, € ;- N (0, 6°). The models follow the assumptions
of classical linear regression and some variations of it. The significance of this model will
be further analysed by applying ANOVA (Analysis of Variance).

4. EMPIRICAL RESULTS

Table 2 shows the descriptive statistics of the study. The mean GDP growth rate
and interest rate over the period of ten years are 5.39 percent and 9.25 percent
respectively. The trend of GDP growth over the sample period is mixed. The study period
have three different phases in term of political, economic and global changes. Initially
during 1998-2001, the GPD growth in Pakistan is on the declining side due to various
geo-political changes within the country and globe. The political government was taken
over by military commander in late 1999 which created a severe political crisis in the
country. The impact of that political crisis was shown in the country’s economy by large.
The situation becomes worse by 9/11 which affected the world economy very badly.
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Table 3 gives the Pearson Correlation among all variables. The highest
correlation is among Board Independence and Board Size (#=0.57) and it is significant
at 1 percent level of significance. It is theoretically in line with the literature that higher
the board size higher is the board independence. The correlation coefficients between
ownership concentration with board size and board independence are positive and
significant at 1 percent level of significance which is very unusual. There is a negative
and significant relationship between dividend payout ratio and board independence
(=-0.028). The correlation between sectoral growth and interest rate is also negative
and significant (=—0.073).

To analyse further, we run two stage-regression to find out the impact of economic
reforms, corporate governance variables and dividend policy on sectoral economic
growth (SEG). In first stage-regression, we estimated model 1, and then used the results
of model 1 in second stage regression. In Table 4, first stage-regression result shows that
the overall model is significant at 1 percent level of significance. The co-efficient of lag
GDP growth rate is highly significant at 1 percent, which shows an impact of lagged
GDP on GDP growth rate. The interest rate co-efficient is negatively significant at 5
percent level of significance, showing its negative impact on the economy growth. The
dividend payout rate has positive and significant impact on GDP growth rate. All three
governance variable ownership concentration, board independence and board size has
positive but non-significant impact on over all GPD growth. The adjusted R* of first
stage regression is 18 percent.

In second stage-regression, result shows that the overall model is significant at 1
percent level of significance.

The GDP_E coefficient is positive and significant at 1 percent level of significance.
This shows that growth in GDP can contribute into an individual sectoral economic
growth of a country. The interest rate coefficient is negative and significant at 10 percent
level of significance. It is consistent with the literature that interest rates are negatively
associated with economic growth. High interest rates increase the cost of doing business
for a company which results in low profits. The FDI has a positive but insignificant
impact on sectoral economic growth. The role of economic reforms in determining the
sectoral economic growth is established from the results of this study. Both GDP growth
and interest rate are the part of economic reforms and both have significant impact on
sectoral economic growth.

The result also shows that there is a positive and significant impact of dividend
policy on sectoral economic growth. The companies having consistent and high dividend
payout ratio experience high economic growth. A consistent dividend policy plays an
important role in building confidence among investors. There is general trend in case of
Pakistan’s capital market, investors are more willing to invest in those companies and
sectors whose dividend payout ratio is higher than others. The results of this study also
support this argument.

Among three corporate governance variables, ownership concentration and board
independence have positive and significant impact on sectoral economic growth, which is
very unlikely for ownership concentration. There is a positive but insignificant impact of
board size on sectoral economic growth. The adjusted R* of second stage regression is 25
percent.
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Table 4
Two Stage-Regression

Variables Predicted Signs Co-efficient t-statistics P-value

Panel A: First Stage-Regression
Intercept ? 0.034 19.70 0.000%**
lag_ GDP + 0.410 2537 0.000%***
FDI + 0.160 1.60 0.150
INT - —0.012 -3.02 0.02%*
DRP + 0.005 2.08 0.036%*
OWNCEN - 0.006 1.92 0.51
BI + 0.001 431 0.23
BS + 0.100 337 0.19
N 3,643
F-Statistics 128.890 0.000%***
Adjusted R? 18%

Panel B: Second Stage-Regression
Intercept ? 0.012 1.250 0.211
GDP_E + 1.280 8.940 0.000%***
FDI + 0.020 1.100 0310
INT - —0.008 —1.840 0.064*
DRP + 0.064 6.190 0.004%**
OWNCEN - 0.020 4.180 0.071*
BI + 0.032 5.190 0.016%*
BS + —0.005 —0.099 0.320
N 3,643
F-Statistics 24.350 0.000%***
Adjusted R? 25%

The dependent variable in first stage-regression is GDP. The dependent in second stage-regression is
SEC GDP.lag GDP is a lagged value of GDP in first stage, whereas GDP_E is the fitted value of GDP from
first stage.
* Signifinance at the level of 10 percent (One- tail test).
** Signifinance at the level of 5 percent (One- tail test).
*#% Signifinance at the level of 1 percent (One- tail test).

5. CONCLUSION

In Pakistan, we had gone through phenomenon economic and structural
changes during the last decade. The decade was important for Pakistan in term of
political and economic changes in the country. That is the very reason, we have
chosen that period for our study. The main objective of this study is to identify any
relationship between sectoral economic growth, economic reforms, corporate
governance and dividend policy. The study tries to establish a link between different
but important indicators of an economy. To setup an optimal dividend policy is an
important issue for any firm.

The results of this study have three aspects, first, the impact of economic reforms
on sectoral economic growth. In economic reforms variables GDP growth and interest
rates have positive and negative impact respectively on sectoral economic growth while
FDI has no impact. This shows low interest rates and high economic growth contribute in
sectoral economic growth. If economy is growing then its effect will be reflected in the
industry’s progress as well. The second aspect of the analysis is dividend policy.
Dividend policy has always been an important factor to study for a company’s
performance and its growth. It has a positive impact on sectoral economic growth. The
high dividend payout ratio leads to high growth in a respective sector. The reason behind
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this argument is that high dividend payout ratio is always an attraction for th investors to
invest in those companies or sector who have high dividend payout ratio. The argument is
very well supported by our results i.e., historical figures showed that there was a very
high dividend payout ratio in FS, on the other hand, a very low dividend payout ratio in
LSM. In result of that, FS has contributed significantly very much in sectoral economic
growth and overall GDP as compared to LSM.

The last and the third part of the analysis looks at the impact of corporate
governance practices on sector growth. The result shows that board independence has
an important role in the progress and growth of LSM and FS. While, unlikely, our
results suggest that ownership concentration is also an important factor for the
growth of these sectors. The result shows an indifferent impact of board size on
sectoral economic growth. Overall economic reforms, corporate governance and
dividend policy are important ingredients for sectoral economic growth of Large
Scale Manufacturing and Financial Sectors. Further studies can extend this
phenomenon for others sectors.
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