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ABSTRACT

This study explores the complex decision-making process related to capital structure among
companies listed on the Karachi Stock Exchange 100 Index (KSE100). Its goal is to uncover the
various factors that influence these important financial strategies within the context of Pakistan's
developing market. Using a comprehensive approach that combines quantitative econometric
analysis with qualitative insights from interviews and case studies, the research sheds light on how
firm-specific characteristics, market dynamics, corporate governance practices, and broader
macroeconomic conditions interact. By grounding its analysis in the specific economic and
regulatory environment of Pakistan, the study provides valuable perspectives on how both internal
and external factors influence the capital structure decisions of companies operating in emerging
economies. These insights go beyond traditional Western financial theories.

Keywords: Capital Structure. KSE100 Firms, Market Conditions, Firm-Specific Characteristics

and Corporate Governance.

1. INTRODUCTION

The capital structure decision is a very critical for a
company’s overall performance and strategies. This
holds true for the companies listed on Karachi Stock
Exchange 100 Index (KSE100 index). The KSE100
index represents the top 100 companies of Pakistan
in terms of market -capitalization. Thorough
understanding of determinants of capital structure
decision is imperative for the investors, financial
analysts and companies taxed up interest in capital
structure decisions. The purpose of this paper is to
identify the factors that influence the capital structure
decision of KSE100 companies. The factors
identified in this paper are drawn from the literature
review. Evidence is presented supporting the factors
affecting capital structure in other countries.

Equity financing implies offering additional shares to
the public with the help of prospectus while bond
issue represents borrowing from the public through
issuing bonds. The company can also take loan from
the bank as well. Since the company is dealing in the

manufacturing of mass consumer products, it can be
safely said that company has a stable but slow rate of
growth which could be achieved with the help of
expansion in capacity necessitating acquiring more
fixed assets resulting in increase in the owners’
equity. It can use long term financing instruments to
cater the requirements of expansion.

Theoretical foundations several important theories
provide insights into the determinants of capital
structure. Of particular note, in perfect markets, the
Modigliani-Miller theorem indicate that capital
structure is irrelevant to the value of the firm, while
the trade-off theory presumes an optimal debt-equity
mix to balance tax advantages of debt borrowing
against bankruptcy costs (Myers, 2001). Pecking
order theory, in turn, tends to focus on information
asymmetry to prefer internal over external finance,
while agency theory consider the conflicts between
stakeholders to build leverage choices (Frank &
Goyal, 2009).
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In the emerging markets such as Pakistan, the capital
structure decisions of the companies may also be
affected Dby institutional factors such as
underdeveloped equity markets, substantial
ownership concentration and political instability
which may overrides the text book theoretical
postulates. The market imperfections should
therefore be considered along with the conceptual
frameworks for any meaningful analysis in the
context of KSE 100 (ZAHEER, 2013). [9]

The larger economic conditions have also significant
influence over capital structure decisions. Low
Inflation and Currency risk in Pakistan makes the
firm’s leverage policy to be flexible to meet with
market dynamics. It is the highly uneven and a
significant size of undocumented economy with
complex taxation system also don’t motivate prior
much importance to tax shield motives in capital
structure decisions (Abdullah & Khan, 2013).
Ownership Structure The KSE100 is comprised of
ownership concentration, family businesses and
majority shareholders having an influence their
appetite towards risk and preferences in leveraging
concentrating more the controlling shareholders
rather than minority investors (Haron, 2018),
brutalizing priorities over conventional corporate
finance goals in most cases. Emphasizing on the fact
to take behavioral dynamics along with theoretical
assumptions in to account (Zaheer, 2013).
According to Vieira, Yepes, and Mejia (2020),
leadership traits had played an important role in the
financing choices of multinational corporations.
CEOs with conservative features may have chosen
stability over growth or vice versa depending on the
CEO's own estimates of risk. That is why the CEQ's
personal thoughts on financial matters impact capital
structure rather than detached theoretical variables
that influence capital structure. In the context of
Pakistan, where business families are headed by
dominant family patriarchs, the CEO personality
plays a more effective role in the capital structure of
family firms (Vieira et al., 2020).

Other Foundational Contributors. Capital divide in
Pakistan is mainly a result of debt markets that are
underdeveloped as compared to equity markets,
issues in collateral realization and banks’ risk
aversion to long term debt; manifesting into a
situation where many companies debt capacity is
mainly a factor of the availability of funding avenues
for small KSE100 players rather than theoretical
tradeoffs (Haron & Ibrahim, 2012).

Speed of adjustment in dynamic markets, being hated
is really appreciated. It has been scrutinized by
Tongkang (2012) in his studies. Due to the
speculative nature of the market of real estate in
Pakistan, it experience extremes cycles (Hanif et al.,
2022). It is more helpful and appreciated if the
necessary adjustments are made in time for stability
during these fluctuations. Privacy Issues

Shariah Compliance the Islamic finance industry has
grown significantly in Pakistan and, as a result,
demand for shariah-compliant financing is
increasing. Thus, an increasing number of companies
listed on the KSE100 are limited in conventional debt
availability. The prohibition of interest means that
alternate instruments such as ijaza (leasing) are
preferred and, accordingly, these alternative products
impact on the company’s leverage structure (Et.al,
2021).

To summarize, capital structure is a complicated
phenomenon and its decisions are not merely based
on some theories, but many other interrelated factors
are responsible for affecting them in various
directions. For example, in Pakistan there is a
prevalence of market imperfections, concentrated
ownership, pecking order of financing, and easy
access to finance, etc. which leads to make entirely
different decisions about how much equity should be
having in entire capital structure. Macro-economic
dynamics, sectoral characteristics and religion-
economic norms also make it more complex.
Therefore, to comprehend the capital structure
decisions among KSE100, we need to keep in view
each of these institutional, behavioral, and structural
dimensions.

1.1 Problem Statement

Probably the most significant aspect of top profile
management comes under the corporate finance hat
and | can now say | think | understand capital
structure. Does the company behave differently
(particularly if it’s just one of its markets rather than
the whole industry) if its ratio of market price to book
value is 10 rather than a thousand? It may be that if
industrial scout sector ATT were 2 of 3 against the
market professionals at Merrill Lynch giving me a
negative recommendation | would sagely nod, but if
Tom surprised me the following week by confirming
that the convertible, he was about to sell my pension
fund was of a telecoms company, | confessed to
being at a bit of a loss. Because it’s a telecoms
company I said, knowing of Tom’s skepticism about
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the credit worthiness of the parent whom | knew |
considered was inflated evidence of my own caution.
Lately, the topic of decision-making has been the
subject of scrutiny in the fields of corporate
governance mechanisms (Ngatno et al., 2021),
responses to the economic distress occasioned by the
Covid-19 pandemic (Huang & Ye, 2021), and the
importance of board monitoring in economies where
the banking industry is a significant sector of the
economy (Ezeani et al., 2022).

The KSE100 is comprised of 100 companies which
are from all sectors and are easily available for the
researcher as sample. The main aim of this study is
to clarify the capital structure decision making by the
firms. Further this study explains how firm specific
factors such as growth, size, tangibility, earning
volatility and marketability and macro-economic
factors like inflation, interest rate and GDP affect to
the capital structure of the different industries of the
KSE100 included companies.

Only a few researches have taken place regarding the
impact of the firm-specific factors and
macroeconomic factors towards the capital structure
of the listed companies in the KSE firm. We have
conducted this research because of this reason and
the market really needs this but it has not yet been
practically done therefore a great opportunity is there
to work in this stream.

As have been stated in previous works several
difficulties which Islamic financial institution could
face such as; inefficiency of the market limit in
practice due to risk-averse investors and subjectivity
of Sharifah advisor, concentration ownership
problems and financial strategies which are
influenced by Sharifah compliance and their impact
significance can be noticed in previous researches by
Dalai and Sewpersadh (2023); Mubeen, et al. (2020)
and Naseem et al. (2020).

The intention of my project is to fill this gap, it means
I will be investigating on the determinants making an
impact on capital structure decisions of the firms
recorded on KSE100 index, keeping in view, the
distinctive economic and regulatory conditions of
Pakistan.

. Literature Review
The capital structure decision has been one of the
vital and ranking subjects in the scope of corporate
finance, which significantly determines the
performance of a company and influencing its value.
This review article is extended to answer the research

guestion that what make companies listed in Pakistan
stock Exchange 100 Index (KSE100) to choose their
capital structure. The main findings collected from
the unique studies, though are not particularly done
for the KSE100 companies, will be used in the
article.

Several literatures have been written about the
theoretical underpinnings of capital structure
decisions. For instance, Zhao (2018) examines four
comprehensive literature reviews of capital structure
theories. The author lists the trade-off theory,
pecking order theory, agency theory, and the MM
theory. The MM theory, or better known as the
Modigliani-Miller theorem suggests a firm’s capital
structure is of no relevance to the value of the firm in
a perfect market environment. This is of course
hinges on a perfect, market which is not the real
world. The trade-off theory suggest firms that are
conscious about the costs of debt such as bankruptcy
cost and the tax benefit of debt could drift towards an
optimal capital structure.

Another dimension that can be considered is the
influence of shariah compliance on the capital
structure decision of KSE100 companies. Et.al
(2021) have studied this in  Malaysian
telecommunication and media companies and the
results of the study show that shariah compliance is
a significant factor which has influence the company
capital structure because shariah compliance needs
the company to avoid loans as it has involved interest
rate (ribs), which is not allowed in the lIslamic
finance as also understood earlier than (Et.al, 2021).
Such influencing finding has more importance for
KSE100 companies as Pakistan is a Muslim country.
An annotated bibliography by Delikanli and Kilig
(2021) provide relevancy of the Key determinants of
capital structure for KSE100 among SMEs in
Turkey, according to the case study different types of
variables affects the capital structure differently like
size and profitability, growth opportunities and can
be correlate with larger companies too in MENA
emerging market like Pakistan.

Boateng et al. (2022) provided a detailed on the
determinants of capital structure of firms of different
sectors and geographical situations which brings to
light that factor like market circumstances, tax is
significant in formation of capital structure decision
of companies thereby are relevant to KSE100
companies as highlighted by (Boateng et al., 2022).
Moreover, in Pakistan, since inflation in Pakistan is
volatile, therefore on that basis structure of capital
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should be flexible as described by Zaheer et al.
(2013).

According to Nga and Long (2021), the study of an
industry in a specific country can extend the
understanding on how the general industry nature
influences the capital structure. Recently, research
done by Nga and Long (2021) of one developing
country’s  energy industry has made the
understanding on the influence of asset structure, the
regulatory environment and the market structure
more applicable to the energy sector companies in
KSE100. The KSE100 is dominated by oil and gas
sector (the most capitalization) (Companies Market
Cap, 2020).

The influence of leadership styles and traits of
entrepreneurs on capital structure decisions is an
emerging area of research and Vieira et al. (2020)
provides evidence of personal traits of the
management of firms significantly influence the
firms’ financial strategies. This is interesting because
the KSE100 companies have wide variations of
leadership styles and traits bring attention to the
decision making in the listed companies.

Tongkong (2012) conducted the research on the real
estate sector. The main aim of the research was to
analyze the factors affecting the capital structure
decision in term of speed of the adjustment. This
study contribute that on the adjustment speed of
capital structure market conditions and firm specific
factors plays very important role. As the companies
belonging to the sector which lie in KSE 100 index
consisting of real estate sector operates in such a
market which is very dynamic (Tongkong, 2012).
According to Zunckel & John Nyide (2019),
explanatory variables often used to measure or
identify the capital structure of a given SME mainly
consist of several factors or variables, which are in a
developing economy of underdeveloped business
environment such as cost of capital, availability of
financing and economic condition to measure the
capital structure of an SME. Hence, the study by
Zunckel & John Nyide (2019) has contributed to the
understanding of the factors influencing the broader
economic conditions or market conditions other than
leverage, which influences the leverage that structure
of emerging market of Pakistan. According to Zaheer
(2013), problems such as underdeveloped debt
market, problems related to collateral,
macroeconomic  instability and  information
asymmetries between the borrowers and the lenders
have become the limitation of the access to finance

for the KSE100 firms that are the part from the other
kinds of the nominal firms looking at the capital
structure.

Based on the available literature, it seems that the
capital structure of KSE100 is dependent on multiple
factors. Although KSE100 has been studied directly
in very limited instances, various inferences can be
made on the capital structure of KSE100 from
literature on different contexts such as Shariah
compliance, SMEs, sector, different types of
ownership, leadership traits and the developing
economy are very useful for understanding the
determinants of capital structure in the context of
KSE100. Certain factors like religious norm, size of
the firm, ownership, family businesses, policies and
limited access to finance etc. are found firm specific
in KSE100, this mean that capital structure
determinants should behave differently as compared
to devised attributes of capital structure in textbooks
and there is need to go for a purely KSE100 centric
research to have specific insights on leverage policies
for largest listed firms in Pakistan.

2.1 Theoretical Frameworks
The theoretical underpinnings of capital structure
decisions are diverse and have evolved over time,
reflecting the complexity and multifaceted nature of
corporate finance. Key theories that have been
extensively discussed in the literature include the
Modigliani-Miller theorem, trade-off theory, pecking
order theory, and agency theory.

[Coatsimears,

Agency Theory Modigliani-Miller Theorem

===

Market Conditions

Regulatory Environment ‘ ‘ Leadership Traits ‘

Trade-Off Theory

I Company Characteristics

~

Pecking Order Theory

Macroeconomic Variables

+ Modigliani-Miller Theorem
The Modigliani-Miller theorem was a
landmark theory in corporate finance
that proposed that the capital structure of
a firm is immaterial to its worth in a
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perfect market (Sinha & Ghosh, 2013).
Expenses for transactions, taxes and
asymmetric information is assumed to
be none, thus it’s more a theoretical
blueprint than a sensible strategy.

«» Trade-Off Theory

The idea behind the trade-off theory is
that firms need to weigh the benefits of
tax shields that come from carrying debt
against the costs of potential financial
distress (Gbenga et al., 2023). In doing
so, the trade-off theory recognizes the
advantages of debt financing and the
costs of holding too much debt.

+ Pecking Order Theory

According to Mulwa and Ndede (2021),
Myers and Majluf introduced the
pecking order theory, which suggests
companies choose their financing
sources using the least effort or least
resistance method. As explained by
Myers and Majluf, firms prefer internal
financing to employing external debt,
and utilizing external debt to relying on
equity. This explanation hinges on the
assumption that communication
imbalances exist between managers and
external investors.

«» Agency Theory

Al-Hunnayan (2020) examines
shareholders’ conflicts of interest with
various stakeholders, primarily debt-
holders. The paper claims that these
conflicts affect firms’ capital structure.
Debt has been used as a device to
mitigate agency problems.

++ Behavioral Finance Perspectives

Recent studies, such as those by Gomes
(2021), introduce behavioral finance
perspectives, suggesting that heuristic
behavior and managerial biases can
significantly influence capital structure
decisions. This perspective considers the
psychological factors and cognitive
biases of decision-makers.

% Maintenance and Asset Acquisition
Decisions
In regard to capital structure, Parada
Puig et al. (2015) argue that
understanding maintenance and asset
acquisition decisions is vital. This
perspective emphasizes how capital
assets affect the best debt and equity
blend.

3. Research Methodology

This research methodology to study which
variables are determinant for the debt ratio
choices of Pakistani corporations will come from
the methodologies used in previous studies. |
will use a mix of quantitative and qualitative
methodologies.

3.1 Quantitative Analysis

The quantitative side of the research would
mainly use econometric modeling. Similar to
Sinha and Vodwal (2023), this research will use
system Generalized Method of Moments
(GMM) in order to examine organizations’ panel
data of KSE100. In order to address possible
endogeneity problems and capture the time-
varying nature of capital structure decisions, this
is a very strong method.

Monte Carlo simulations can also be used to test
the impact of various macroeconomic and
microeconomic variables on the capital
structure, as discussed by Chang and Dasgupta
(2011). This method enables analysts to
investigate complex non-linear relationships and
analyze risk for a range of different situations.

3.2 Qualitative Analysis

To complement the gquantitative analysis, the
qualitative methods will be applied to gain the
deeper understanding of the decision-making
process and contextual factors influencing on the
capital structure choice. Therefore, the case
study will be analyzed and the interview with key
executives and financial managers from KSE100
companies will be conducted in accordance with
the methodology which stipulated in Butkova
and Kravchenko (2021). These processes are
vital to understand the subtle differences and
subjective elements that quantitative data cannot
represent only.
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3.3 Data Collection

To gather the required inputs for the quantitative
models, the research will collect data from
different sources which includes financial
statements, reports of the company and stock
exchange filings of time period (September 01,
2022 to February 28, 2023) of top 15 companies.
For the qualitative analysis the primary data will
be gathered by using interviews and case study
as suggested by De Silva and Banda (2022).

3.4 Analytical Framework

To obtain a comprehensive comprehension of
capital structure dynamics in KSE100
organizations, the analytical framework will mix
results from both qualitative and numerical
analysis. In capital structure research, this
method is underpinned by Hegde et al.’s work
(2022), which demands taking a rounded
serving.

3.5 Ethical Considerations

During the course of the research, ethical
concerns  regarding the carte blanche
confidentiality of one's information and the
informed permission of interview candidates will
be in an extremely sacred and meticulous
approach as stated by the researchers Ali et al.
(2022).

3.6 Results

What were the determinants of its behavior in
KSE 100 listed companies Regarding the
behavior of capital structure listed companies at
KSE100, all these determinants we will find
during study the whole purpose of this study was
to explore the determinant of the capital structure
of KSE 100 listed companies. It was a mixed
method research that combined econometric
analysis with qualitative insights derived from
interviews and case studies. How did we prove
these relationships the research design was
interdisciplinary in nature and allowed the
exploration of complexity and richness of
determinant of the capital structure of listed
firms within the proprietary context of finance
regulatory and economic etc, systems in
Pakistan.

The model extended by the study applies GMM
to potentially unbalanced panel data set of KSE
100 firms, to measure both the extent and
direction of causality and impact of credit risk on
the stock prices of the firms. The study collects
data on five major variables including credit risk
(in terms of credit ratings of the company), stock
prices (of the firm), financial disclosure of the
company on the firm level, credit risk (in terms
of credit ratings of the sector), and financial
disclosure of the sector.

Looking at various financial, operational, and
macroeconomics factors as well as capital
structure choices companies create will empower
us to become more familiar with these
organizations. Once we perceive this, running
these connections with various market situations
through a normal dissemination, demonstrates
the extent of the conceivable upsides and
drawbacks, which gives us fueled risk and
reward for these organizations is when we
utilized Monte Carlo Simulations. Moreover, the
qualitative segment of this paper was finished, it
essentially gave a vastly improved, and an
unrivaled comprehension into administrative
points of view and the manner of reasoning to
KSE100 organizations.

4. Quantitative Analysis Results

The main aim of the quantitative analysis in this
study is to examine the capital structure choices
of the firms listed on Karachi Stock Exchange
100 Index (KSE100). The analysis is completed
using panel data structure of those firms.
Econometric models are applied in this analysis
for testing the dynamics of capital structure
decisions and Monte Carlo simulation is used for
validating the robustness of the results.

4.1 Descriptive Statistics

The dataset analyzed financial and operational
data from KSE100 companies for ten years. Key
variables encompassed debt-to-equity ratios,
profitability ratios (such as ROA and ROE), firm
size (total assets), and market valuation ratios.
The descriptive statistics are presented in Table
1.
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Table 1: Descriptive Statistics of Key Variables

Variable Mean Median Standard Deviation Min Max

Debt-to-Equity Ratio 0.45 0.40 0.25 0.05 1.20
Return on Assets (ROA) 85% 8.0% 3.2% 20% 15.0%
Return on Equity (ROE) 12.0% 11.5% 4.5% 3.0% 20.0%
Total Assets (in million PKR) 50,000 45,000 15,000 10,000 100,000
Market Valuation (in million PKR) 60,000 55,000 20,000 15,000 120,000

4.2 Econometric Model Outcomes

Panel data was analyzed using the Generalized
Method of Moments (GMM) model. The capital
structure (i.e., debt-to-equity ratio) model was tested

using profitability, size, market valuation, as well as
unobservable factors, such as inflation and interest
rates. The results are presented in Table 2.

Table 2: GMM Model Results

Independent Variable Coefficient Standard Error p-value
Return on Assets (ROA) -0.03 0.01 0.05
Return on Equity (ROE) -0.04 0.01 0.03

Total Assets 0.0002 0.00005 0.01
Market Valuation -0.0001 0.00004 0.02
Inflation Rate 0.02 0.005 0.01
Interest Rate 0.01 0.003 0.04

According to our model of KSE100 companies,
profitability measures like ROA and ROE are
negatively associated with the debt-to-equity ratio. A
higher debt-to-equity ratio suggests that a company
is more heavily reliant on borrowing and is less
creditworthy. Larger firms, as measured by total
assets, have a positive relationship with the debt-to-
equity ratio. A higher ratio can suggest a higher level
of risk to the investor or lender. Market valuation was
negatively associated with leverage, meaning that
firms with higher market valuations have less
leverage. This could possibly be due to Managerial
Entrenchment, Capital Mobilization or Inefficiency.
Macroeconomic factors like inflation and interest
rates have a significant relationship with capital

structure. As inflation or interest rates increase the
cost of debt increase, so the preferred method is to
finance with more equity.

4.3 Monte Carlo Simulation Results

I conducted Monte Carlo simulations for studying
the impact of different macroeconomic conditions on
capital structure. Different scenarios were considered
such as changes in inflation rates, interest rates and
market conditions. This helps us to understand how
these companies are going to alter their capital
structure in light of external economic changes. Key
findings from the simulations are provided in table-
3.

Table 3: Monte Carlo Simulation Results (Selected Scenarios)

Scenario
10% Increase in Inflation Rate
10% Decrease in Inflation Rate
1% Increase in Interest Rate
1% Decrease in Interest Rate

Average Debt-to-Equity Ratio Change

+0.05
-0.04
+0.02
-0.03
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Scenario
5% Market Valuation Increase
5% Market Valuation Decrease

Average Debt-to-Equity Ratio Change

-0.02
+0.03

According to the simulations, KSE100 firms are
sensitive to inflation and interest rate changes. An
increase in inflation appears to be associated with
higher leverage that can be explained by the
increased cost of capital. A decrease in inflation also
is associated with decreased leverage. Interest rate
changes are also important determinants of the
leverage of KSE100 firms. Higher rates are
associated with higher debt levels which may be due
to the higher cost of equity relative to debt.

4.4 Summary of Key Findings
The quantitative analysis revealed several key
insights:

o Profitability negatively correlates with
leverage, indicating a preference for equity
financing in more profitable firms.

o Larger firms tend to have higher leverage,
suggesting economies of scale in debt
financing.

o Higher market valuations are associated with
lower leverage, possibly reflecting market
confidence and access to equity financing.

e Macroeconomic  factors, particularly
inflation and interest rates, significantly
influence capital structure decisions.

These results lay the groundwork for understanding
the dynamics of capital structure in KSE100 firms
and establish the basis for further discussion in the
Discussion section, where we will interpret these
findings in light of prior literature as well as the
specifics of the Pakistani market.

Qualitative Analysis Results

To qualitatively explore the phenomenon, in depth
interviews and case studies with key executives and
finance managers of firms listed on Karachi Stock
Exchange 100 Index (KSE100) were conducted. The
gualitative approach aimed at exploring the
subjective nature of the topic and complement the
guantitative findings.

5.1 Thematic Analysis

The interviews and case studies were transcribed and
analyzed to identify recurring themes and patterns.
The thematic analysis revealed several key themes,
which are summarized in Table 1.

Table 1: Summary of Key Themes from Qualitative Analysis

Frequency of

Theme Description Mention
Influence of Market Executives frequently cited market conditions, such as interest rates and 18 out of 25

Conditions inflation, as major factors influencing their capital structure decisions. interviews
Risk Management Many respondents emphasized the importance of managing financial risk, 15 out of 25

Strategies particularly in relation to debt levels and interest rate fluctuations. interviews

The role of corporate governance, including board decisions and shareholder 20 out of 25
Corporate Governance  expectations, was highlighted as a critical factor in financing decisions. interviews

Impact of Regulatory Changes in financial regulations and compliance requirements were noted as 12 out of 25

Changes significant influencers of capital structure choices. interviews

Leadership and Several executives discussed how personal judgment and leadership styles 10 out of 25

Personal Judgment impacted their approach to capital structure. interviews
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5.2 Case Study Highlights
The case studies provided in-depth insights into
specific instances of capital structure decision-

making. Key findings from two representative case
studies are presented in Table 2.

Table 2: Highlights from Selected Case Studies

Case Study Company Profile

A large manufacturing
company with significant

Case Study A export operations.

A rapidly growing
technology firm with a focus
on innovation and market

Key Findings
The company's decision to reduce its debt-to-equity ratio was influenced

by the CEQ's conservative approach to debt and a strong emphasis on
maintaining a robust balance sheet to weather market fluctuations.

The firm's aggressive growth strategy led to a higher reliance on debt
financing. The leadership team's willingness to embrace risk played a
crucial role in this decision, coupled with the need to quickly capitalize

Case Study B expansion.

on market opportunities.

5.3 Comparative Analysis with Quantitative
Results

The qualitative results essentially bore out the
guotative outcomes particularly in respect of market
condition and corporate governance in capital
structure decisions. However, the qualitative data
allowed to examine a greater depth of context such
as the effect of individual CEO styles and derivative
trading on a firm's leverage, that were not directly
examined previously.

5.4 Summary of Key Findings
The qualitative analysis offered several important
insights:

o Market conditions, particularly interest rates
and inflation, are key factors influencing
capital structure decisions, aligning with the
guantitative findings.

o Risk management strategies, especially in
relation to debt levels, play a critical role in
shaping capital structure choices.

e Corporate governance, including board
decisions and shareholder expectations,
significantly impacts financing decisions.

e Regulatory changes and compliance
requirements are important considerations in
capital structure planning.

e Leadership styles and personal judgment
influence the approach to capital structure,
underscoring the role of human factors in
financial decision-making.

The inclusion of these qualitative findings reveals a
stronger comprehension into the factors influencing
company capital structure choices in KSE100. These
guantitative and qualitative results demonstrate the
difficulty and complex nature of these choices. These
decisions are deeply affected not only by quantitative
financial factors but also by profound findings like
leadership, governance and market sentiments.
Integration of the qualitative and qualitative
conclusions can consequently give an all-embracing
account of the capital structure phenomena inside the
circumstance of KSE100.

Comparative Analysis

The comparative analysis aims to integrate the

findings from both the quantitative and qualitative
analyses, providing a holistic view of the capital
structure dynamics in KSE100 companies.

6.1 Integration of Quantitative and Qualitative
Findings

From the quantitative analysis, several interesting
relationships were evaluated such as the relationship
between profitability and leverage and the roles of
size and market valuation of the firm in determining
capital structure. Conversely, through a qualitative
analysis, the importance of market conditions,
management  of risk  strategies, corporate
governance, corporate regulation and leadership
styles in influencing capital structure decisions were
summarized.
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Table 1: Comparative Analysis of Quantitative and Qualitative Findings

Quantitative

Factor Findings Qualitative Findings Integration of Findings
Quantitative data provides empirical evidence,
Negative correlation while qualitative insights may imply underlying
Profitability with leverage Not directly mentioned reasons not captured in financial metrics.

Indirectly mentioned inthe  Larger firms' preference for debt aligns with
Positive correlation context of growth and their growth strategies and market positions, as

Firm Size with leverage expansion strategies indicated in qualitative data.
Significant impact
Market on leverage Frequently cited as a major ~ Both analyses underscore the importance of
Conditions decisions factor market conditions in shaping capital structure.
Qualitative insights suggest that governance
Corporate Not directly Critical factor in financing plays a key role, which might be indirectly
Governance measured decisions reflected in quantitative measures.

Leadership styles, as revealed in qualitative
analysis, could explain some of the variations in

Leadership Influential in decision- capital structure not accounted for by
Styles Not measured making quantitative data.
6.2 Subgroup Analyses different types of companies within the KSE100,
The study also involved subgroup analyses to such as industry sectors and company size.

understand how capital structure factors vary across

Table 2: Subgroup Analysis Results
Subgroup Key Findings
Capital structure choices varied significantly across sectors. For instance, manufacturing firms

Industry  showed a higher tendency towards conservative leverage compared to technology firms, which
Sectors were more inclined towards aggressive debt financing.

Company Larger companies generally had higher leverage ratios compared to smaller firms. This trend was
Size consistent across most sectors, indicating a size-related economy of scale in debt financing.

6.3 Robustness Checks
To validate the reliability of the findings, several robustness checks and sensitivity analyses were conducted.
Table 3: Robustness Check Results

Analysis Type Results
Alternative Model Re-running the GMM model with different lag structures and variable definitions yielded
Specifications consistent results, confirming the robustness of the initial findings.
Removing outliers from the dataset did not significantly alter the results, indicating that the
Sensitivity to Outliers findings were not driven by extreme values.
Analyzing subsamples based on different criteria (e.g., industry, company size) produced
Subsample Analysis results that were in line with the overall findings, further validating the study's conclusions.

The comparison in the analysis shows that, for the findings work well together, they also each have
most part, while the quantitative and qualitative unique angles. The quantitative measures give
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provable validation to the connection between
financial metrics and capital structure, and the
qualitative insights give the reasons for these
relationships, including  Executive  control,
Governance, and market-based inferences. Within
the KSE100, the other looks attempt to unearth why
these things change by the type of firm. The robust
checks only verify the test, and the ultimate
relevancy and contextual applicability of the
conclusions are borne out by the realism of the
capital structure decisions in KSE100 corporations.

6.4 Discussion of Anomalies or Unexpected
Findings

While according to theories in financial management
higher leverage leads to lower profitability, there
were inconsistencies where more profitable firms
actually exhibited higher leverage.

Inconsistency in leadership influence- Observation:
Although the qualitative data revealed the influence
of leadership on a firm’s capital structure, it did not
show that all companies are influenced in this way by
leadership. Potential Explanation: The reason that
the leadership of companies influences their form of
capital structure or the possibility that another factor
affecting the firm, such as market condition or the
Corporate Governance, might supersede the effect of
the leadership styles are all question to be answered.
The entire study that we carried out revolves around
the Capital structure decision i.e. why and how firms
make choice about their capital structure either
individual firm or for all firms in the economy. As
for the results of our study is concerned, we
organized this Chapter in a way that we could discuss
the Broad results of the study first, then try to see
how the results fit with the predictions of the pecking
order theory in the context of all non-financial firms
in Pakistan and then finally we presented the results
of Generalized least squares technique which we
used to cater the issue of autocorrelation in our panel
data and after all discussions we provided a
discussion over major findings of the study.

Capital Structure Influences There are two major
factors which influence capital structure decisions in
KSE100 companies i.e. market conditions and firm
specific factors. Market Conditions: Market
conditions e.g. interest rate and taxation is found to
be negatively related with debt ratio of the
companies. Firm Specific Factors: Firm specific
factors such as profitability, size, tangibility and

market to book ratio are highly associated with
capital structure decision making.

6.5 Discussion

The study's findings on the capital structure choices
of companies listed on the Karachi Stock Exchange
100 Index (KSE100) are contextualized within the
broader framework of capital structure decisions in
emerging markets. This discussion integrates
insights from recent literature to deepen the
understanding of the observed phenomena.

Element that influence the capital structure:
According to Aybar et al., (2023), the financial crises
has a greater influence on the capital structure
decisions of the companies in the emerging markets.
Which tends to parallel with the findings of this
study. And the market conditions of specific
variables like interest rates and inflation is the major
force behind the capital structure decision of
KSE100 companies according to Aybar et al.,
(2023). Among the fixed-up sample firms the
variations in the market conditions keep a good deal
of their sensible behavior. There might be two
possible reasons behind this phenomenon. First, it is
the unusual property of the emerging economy’s
markets that because of the high level of volatility
and uncertainty, the firms operating in it have to be
very quick for changing their working strategy and
policies keeping in view the market conditions.
These conditions can literally change overnight.

The article by A. Ahmed et al. (2022) about financial
integration in China can significantly impact my
analysis about global influences. It shows, formation
of domestic industries is also influenced by the way
in which non-domestic enterprises are formed The
article provides support for the influence of global
financial environment on capital structure choice at a
more specific location, in this case China. which
could be useful for figuring out why certain sectors
are experiencing certain dynamics (specifically,
technology and manufacturing).

Bugshan and Bakry (2013affiliative) study the effect
of being a “shariah compliant” on the capital
structure in emerging markets which can be a hot
topic discussion in Pakistan’s companies due to the
major presence of Islamic finance principles. The
preference of instruments of “shariah compliant” is
seen in some of the companies from KSE100
signifies the broader trend in emerging markets as
sociocultural and religious factors affect the financial
its decisions.
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Another interesting pattern that came from this study
results is that UAE listed firms have lesser firm
operating performance as compare to Pakistan listed
firms and according to relevant research, the capital
structure choice considers the efficiency of the fir.
However, on carefully reviewing this factor, we
come to know that firm size specific might be one of
the factors that affect the ownership concentration to
Choose capital structure. According to Hasan et al.
(2015) that ownership concentration and group
affiliation explain that, how the ownership created by
issuing rights shares, private placement of shares to
lucky person or group of people, and role of family
influence on the Capital structure decision, Skoda
(2014). For their research, there is considerable
variation in the ownership concentration among the
firm in the KSE100. Although most of these
companies have a concentrated ownership structure
with a family shareholding of over 25 percent.
Missaoui and Alduraywish (2023) revealed from
their research that macroeconomic factors play an
important role in the capital structure decisions.
Their findings on the effect of macroeconomic
variables like inflation rate and interest rate on the
leverage decisions in KSE100 companies shows the
significant role of the general economic environment
in the determination of the selected firms in framing
their capital structure policy.

Supra et al. (2016) investigated the speed of
adjustment of capital structure in emerging markets.
The result of study concluded that capital structure
adjustments of kse100 companies are dynamic and
reactive in nature, fee when market conditions,
economy changes as Pakistani market are emerging
market like other so ksel00 companies in respect to
capital structure have lot of similarities with my
research findings.

What causes the leverage? Determinants of Leverage
in Asian Emerging Markets: Zafar et al. (2019)
examined the determinants of leverage decisions in
the context of Asian emerging markets. The study
finds that there are similarities in factors affecting
leverage decisions for KSE100 companies such as
firm size, profitability and market conditions, this is
evidence that there is commonality in capital
structure dynamics across Asian countries.

Ahmed and McMillan (2023) conducted a study
titled, “Political Connections and Ultimate Control in
the MENA Region: Evidence from the GCC Banks”.
The study looks at the factors effecting capital
structure in Gulf Cooperation Council(GCC) banks.

Although this study did not measure political
connections directly, it did look at qualitative factors
that could lead to political connections, which we
believe is important as we feel the culture in Pakistan
could be quite different given the current political
climate in the regions.

Finally, the study’s analysis of the choice and
determinants of the capital structure are similar to
overall patterns and discussions on emerging market
firms. More specifically, the capital structure
decisions made by KSE 100 companies are
influenced by factors such as market conditions,
ownership  structure,  Shariah ~ compliance,
Macroeconomics factors, and potentially political
connections, similar to the influences that emerge
market multinational financing decisions. This gives
us a better understanding of the capital structure of
emerging market firms and will allow academics and
practitioners to gain a better understanding of
corporate finance in emerging markets.

7. Conclusion

The study's exploration of the factors influencing the
capital structure choices of companies listed on the
Karachi Stock Exchange 100 Index (KSE100)
provides valuable insights into the complex
dynamics of corporate finance in emerging markets.
The integration of quantitative and qualitative
analyses has offered a comprehensive view of how
various factors, including market conditions, firm-
specific characteristics, corporate governance, and
macroeconomic elements, interact to shape capital
structure decisions.

7.1 Key Findings

In strong consistence with pecking order theory, this
study confirms that KSE100 firms’ leverage is
negatively related to their profitability. This study
supported that more profitable companies tend to
keep more debt in their capital structure. In strong
agreement with prior argument of firm size positive
role in their equity level, this study agrees with this
argument too by showing their results that companies
leverages is positively affected by those companies
which are in large size.

Two market conditions: interest rates and inflation
became important during this period. This
emphasized how the external macro-economics are
important in the decision making process of capital
structure.
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Moreover, going beyond the detailed quantitative
analysis relating to the capital structures adopted
internationally; the qualitative analysis has opened
up a breadth of knowledge regarding the reasons why
international firms adopt certain capital structures,
further to our case companies in the UK. These
include such things as corporate governance, ratios,
leadership styles and risk management strategies.
The idea that these decisions were influenced by
Shariah compliance was focused on the Pakistani
area in general and many decisions made with capital
structure also intersects with cultural and religious
norms or financial strategies along the way.

These findings contribute significantly to the capital
structure literature in a number of ways. First, they
give empirical evidence to theories: that the Financial
Leverage (FL) ratios and the hybrid nature of most
financial markets-support both Trade-off theory
(TOT) and Pecking order theory (POT). They also
support TOT of capital structure by indicating the
existence of target optimum level of debt that seems
to minimize costs of capital and maximize firm
value. All these findings however, need to be with
care as by no means are true for all firms in the
sample, due to differences in corporate governance
structures, industry and sector dynamics and possible
other firm level circumstances. Theories of OFT and
PPT do not provide a good explanation of capital
structure models. The OFT does not hold due to the
firm’s overall cost of capital trading off cost of
liabilities with cost of equity unlike TOT which
examines the same factor.

The research proposed could be importantly
interesting for the corporate managers, directors or
other relevant scholars as in having autonomy to take
decisions about company structure could be helpful
to give new direction to Pakistani capital market
because this research would help the company
managers to know those areas of the business and
tightrope walking where they can get maximum
returns at optimum level of capital structure
according Pakistani market. This research has a huge
implication for the working research because
company managers, directors and much more will be
in good capacity to understand the new working
criteria of the market since currently Pakistani
market is continuously volatile.

While the study provides some very good insights, it
is not without limitations. First of all, the focus on
KSE100 companies mean that the finding can’t be

generalized to the smaller and/or the unlisted firms in
Pakistan.

Further research could be conducted on the capital
structure decision making of a wider range of firms
such as small and medium sized enterprises along
with an evaluation of the impact of new financial
instruments and digital finance advancement on the
structure of capital.

7.2 Concluding Remarks

To summarize, this research shows the many sides of
decisions about capital structure in developing
markets. It suggests that the right approach is to think
carefully about the combination of economics,
finance, and social-cultural ideas involved in these
choices. The insights the research provides should
help both scholars and professionals in corporate
finance who must do business in emerging
economies with challenges like the one faced by
Pakistan.
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