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Abstract

Purpose- The prime objective of the current study is to investigate the interdepended of financial decision. In
addition to that the impact of different level of managerial ownership on the interdepended of financial decisions is
also examined agency theory, pecking order theory and the signaling theory are used as the theoretical lenses to draw
the theocratical framework.

Design/methodology/approach- The balance panel of 161 nonfinancial firm over the period of five years from 2013
to 2017 is used to achieve the research objectives. Polled OLS, Fixed effect and Random effect estimates are
employed to answer the reach questions

Findings- The managerial ownership with an average mean ownership of 39 is appeared at the top. Interestingly
more than 75 percent firms are being controlled by mangers and in more than 60 percent firms of our sample the
controlling managers hold more than 40 percent of shares. The Wu Hausman test is performed to determine the
existence of the endogeneity problem. The results indicates that the financial decisions namely cash holding
decisions, financing decisions and investment decisions has significant impact on each other. Where the managerial
ownership is in nonlinear relationship with financial decisions. The results of the study are also providing support to
agency theory, pecking order theory and the signaling theory

Research implications- The study will be helpful for policymakers, researchers, corporate personals and financial
institutions in understanding the interrelationship between financing decisions and the role of managerial ownership
in there interdepended.

Originality/value- The study is among the pioneering studies on the issue and will provide policy guideline on the
said issues

Keywords: managerial ownership, investment, cash holdings, financing, listed, Pakistan
JEL Classification Code: G3
1. Introduction

The cash holdings are the percentage of cash and cash convertible to total asset (Basheer, 2014). The capital structure
and cash holding decisions are among few very prominent determinants of agency conflicts. During last few decades
their interface has gained an increasing amount of attention of both academician as well as practitioners. The
squabble was started with the perfect market hypothesis proposed by Modigliani and Miller (MM) (1959). According
to MM, in a perfect market which is characterized as a market with no cost arising because of market imperfection
such as opportunity cost, transaction cost, and agency cost, the managerial decsiuons such as financing, investment
and cash holding decisions have no impact on firm value nor they have any interdependence between or among them.
However, in real of imperfect market, where transacting parties are not equally rational, the imperfections prevail in
the market. Therefore, soon many authors (Jensen, 1986; Basheer, 2014; Sheikh &Wang, 2012; Sheikh & Qureshi,
2017) have shown a disagreement with perfect hypothesis and provided evidences of market imperfections and their
impact on firm decisions and ultimately on firm value. One of the theoretical justifications against the MM perfect
market hypothesis was the agency theory, which argues that there exists a conflict of interest between mangers and
owners, which ultimately leads firm with financial decision with negative net present value.
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Agency theory view of organziation considers orgaznaition as an living entity whoese value maximsation is a subject
of conflict between the chief controlling authority (Chairman of Board) and chief decesional authority (Chief
Exuctive officer). Agency theouy views the separation of risk baring function as main reaosn of agency conflict. The
agency conflcit usually conceptulised as two distnict and linked conflicts known as principal agent and principal
conflict.The tridtional conceptulization agency conflict which the principal agent conflict is the conflict between
magers and owners. The ownership concentration and mangerial ownership is seen as a solution of this conflcit.
However, the concentration of owenrship gives birth to another conflict between majority and maniority shareholders
which is known as principal-priciapal (Sauerwald &Peng, 2013; Chidoko and Mashavira, 2014; Salvioni and
Gennari, 2014; Razek, 2014; Eshiet, 2017; Mejdoub and Arab, 2017; Oitsile., Galebotswe and Sekwati, 2018;
Chang’ach, 2018; Chen, Musacchio & Li, 2018). This conflicted relationship effect firm’s decisions which in turn
affect firm value. The corporate governance, capital structure, cash holding, and firm value decisions are central to
this conflict.

According to pecking order theory, firms financing decesions are depdnent upon their level of retained earnings
(Basheer, 2014; Ali, et. al. 2016; Omodero and Ogbonnaya, 2018). The cash holding are considered as most
valueable and cheapest source of financing (Sheikh & Wang, 2012; Romli and Ismail, 2014; Ekpung, 2014; Sarwar
and Mubarik, 2014; Okon and Monday, 2017; Kimengsi and Gwan, 2017; Bollazzi and Risalvato, 2018). Agency
theory argues that because of the information asymmetry between markets and frim management, the firm prefers
internally generated finance than external financing. (Myers, 1984) This theory views that the tax and financial
default are less important than tax shield. Therefore, the pecking order theory suggests that firms increasing cash
level will be an indication that frim are reducing their relaying on risky debt financing or equity financing (Myers,
1989; Sheikh and Wang, 2012).

The managerial ownership (MO), which is the percentage of ownership by managers is seen as a solution of agency
conflict. The managerial ownership helps the firm in aligning the interest of shareholders and managers. Many prior
studies (Fama & Jensen, 1983: Ozkan &Ozkan, 2004; Basheer, 2014; Mishra et al., 2017; Sheikh & Wang, 2012;
Akhtar et al., 2018) have reported a significant relationship between managerial ownership and agency conflict.
However, many of them (Basheer, 2014; Ozkan & Ozkan, 2004) have reported that the managerial ownership is in
negative relationship with agency cost and frim value.

The focal point of this study is to investigate the interdependence of capital stricture and cash holding decisions
under the presence of different level of managerial ownership. For this purpose, data of 161firms were collected form
the annual reports of non-financial firms listed on Pakistan stock exchange over the period of five years from 2013 to
2017. The Leverage and level cash holdings are used as dependent variable while, MO, MO sqaure, and MO cube
are used as independent. Whereas the variables including profitability, size, tangibility, growth bank debt, and
liquidity as a control variable. The findings of this study are in line with the propositions of pecking order theory.

2. Literature Review
2.1 Managerial Ownership in Pakistani Manufacturing Sector

Table | presents the general picture of the ownership structure of non-financial firms listed in PSX. The largest
shareholders of Pakistani firms are directors, other firms emerge as second and general public hold 8%. The shares
held by financial institutions are relatively low at just 18% and shows a decreasing trend. The average MO for
Pakistani firms is 39% which is very high compared to 138 KSE listed firms 22% (Basheer, 2014) and 155 KSE
Listed firms 29% (Sheikh & Wang, 2012) and more interestingly in 57% firms managerial is between 40 to 100%
(Figure 1).

Table 1. Yearly mean value of shareholding pattern

Percentage of share held by 2013 2014 2015 2016 2017 hﬂfgn
a. Directors 35.00 35.00 36.00 37.00 38.00 36.00
b. Financial Institutions 20.00 19.00 18.00 17.00 16.00 18.00
c. General Public 16.00 16.00 17.00 17.00 17.00 16.00
d. Other firms 29.00 30.00 29.00 29.00 29.00 29.00
*Grand Total 100 100 100 100 100 100

Published by Sciedu Press 148 ISSN 1923-3981 E-ISSN 1923-399X



http://rwe.sciedupress.com Research in World Economy \ol. 10, No. 2; Special Issue, 2019

To present a clearer picture of MO, the author has drawn a graph measuring the annual change of a number of firms
in different ownership percentage slabs (0-10, 11-20, 21-30, 31-40, 40-50, 50-70, 70-100). On average 92.5 percent
firm’s managers hold 10% or more cash and in 46 percent of them hold 50 % or more share. The Figure 1
highlighting an interesting fact that the number of firms with MO of 70 percent or more has increased significantly
during the last three years whereas the number of firms in with MO of 50-70 percent has shown a decreasing trend.
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Figure 1

2.2 MO and Corporate Financial and Cash Holding Decisions

Managerial ownership is the percentage ownership of company’s directors (Ozkan &Ozkan, 2004; Basheer, 2014).
According the Jensen and Meckling (1976), the misalignment of interest between owners and managers. Mnagers,
who usually bear less cost and enjoy more benefits sometimes accept the project with lower NPV. Meanwhile, this
misalignment of interest prevails in corporate decision making such cash holding decisions Fama & Jensen, 1983;
Ozkan & Ozkan, 2004; Basheer, 2014; Mishra et al., 2017; Sheikh & Wang, 2012; Akhtar et al., 2018). Cash holding
has certain cost and benefits associated with it (Basheer, 2014). The cost associated with the higher level of cash
holdings are the opportunity cost, whereas among the benefits of cash holdings is that it is cheapest and least risky
source of finance. According to agency theory, the ownership of the company, considering the agency cost advice
wants from manger to hold minimum amount of cash whereas. On the other hand, mangers, to exploit any future
investment opportunity which may be lost because of accessing for finance prefer a higher level of cash reserves.
This conflict of interest on the level of cash has significant impact on firm value. Fama and Jensen (1983) were the
first who formally documented the issue of managerial opportunism and claim it as the main cause of agency
problem. They further argued that MO inversely affects the managerial opportunism behavior. As mentioned above,
the cash holding decisions are one of most important decisions of firms. Many prior researchers (Basheer, 2014;
Rashid, 2016; Ozkan & Ozkan, 2004; Dittmar et al., 2003; Opler et al., 1999) using different theoretical models have
tried to explore the determinants of corporate cash holdings. The three widely used theoretical lenses used by
researchers to explain the detriments of cash holdings are agency theory (Jensen & Meckling, 1976; Jensen, 1986),
Pecking order theory, and trade off theory (Kim, Mauer & Sherman, 1998). When cash holding is explained by
agency theory, it supports the lower level of cash holdings because of agency cost associated with it. Meanwhile it
argues managerial ownership as a solution of agency cost.

According to the Jensen and Meckling (1976), the separation of the ownership and control is one of the main causes
of the conflict of interest between owners and managers. Basheer et al. (2018) and Basheer et al. (2018) argue that
the MO is which helps in aligning the interest of ownership and management. Ozkan and Ozkan (2004) have argued
that managerial ownership is in non-linear relationship with cash holdings. In literature, the nonlinear relationship
between entrenchment to alignment effect ((Najjar & Clark, 2017; Basheer et al., 2014; Kusnadi, 2011: Basheer et al.,
2018). These scholars have claimed that with the increasing ownership the alignment will increase, after certain level
it will decrease i.e entrench and final again aligned. Therefore, we have drawn the following hypothesis

H1: MO is a non-linear relationship with firm Cash holdings.
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Financing decisions are among few most debated topics of corporate finance. Financing decisions are carried out for
many purposes. The agency theory presents two different but logical explanations about firms’ debt financing.
According to Jensen (1986), management of the company favors the debt financing as it increases the volume of
assets under their control. This view also shows consistency with the argument that the debt financing can be seen as
a proxy of firm growth. Therefore, managerial incentives will be levered with the debt financing (Sheikh & Wang,
2012). In support of this view Brailsford et al. (2002) argued that the managerial entrenchment has significant impact
on firm debt financing decisions. This incentive hypothesis offers a positive relationship between managerial
ownership and firm capital structure decisions. On the other hand, another view of agency theory states that the
increasing debt financing allow the owners to better monitor the performance of management. Meanwhile the
increasing involvement of intuitional investors through debt financing offers more check than equity financing
(Salehi et al., 2017). Therefore, this view offers a negative relationship between managerial ownership and firm
capital structure decisions.

The prior study on the relationship between MO and capital structure offer no consensus. A group of studies (Friend
& Hasbrouck, 1988; Berger et al. 1997; Kim & Sorensen, 1986; Bokpin S& Arko 2009; Salehi et al., 2017;
Wahyudin & Solikhah, 2017; Ruan et al., 2009; Short, Zhang & Keasey, 2002) found a positive relation between
MO and capital structure and provide a support to the managerial incentive hypothesis According to Schleifer and
Vishny (1997), a balanced blend of insider and outsider ownership is one of the major determinants of an effective
code of corporate governance in Anglo American and European countries where ownership is not highly
concentrated. Whereas, Young et al., (2008) argued that in developing counties where ownership is a highly
concentrated code of corporate governance in form resemble the code of developed counties, however, in substance
they differ. And in the presence of a weak code of corporate governance, the ownership concentration acts as a proxy
for internal governance mechanism. Meanwhile, many prior studies (Ozkan & Ozkan, 2004; Basheer, 2014) argued
that MO offers a non-linear relationship with agency cost. So, on the basis of literature reviewed we have drawn the
following hypothesis

H2: MO is a non-linear relationship with firm capital Structure.

The relationship between the managerial ownership and investment is usually explained with the two conflicting
arguments which are termed as the incentive and entrenchment effect (Basher et al., 2018). The incentive argument
explains appositive and significant relationship between the managerial ownership and investment decisions.
Bernstein et al., (2010) argued that when the managerial ownership increases their incentives in the projects with
positive NPVs increase and ultimately, they prefer investment. On the other hand, the entrenchment view argues the
negative relationship between managerial ownership and investment. Matzler et al. (2015) argued that the being
owner sometimes managers behave more risk averse and stop investing in projects. They continued and argued that
there is phenomena of interest alignment and misalignment means the relationship turns from negative to positive or
from positive to negative as the managerial ownership changes. Therefore, it is hypothesized that

H3: MO is a non-linear relationship with Investment.
2.3 Corporate Cash Holdings, Investmnet and Capital Structure

The empirical studies on the relationship between capital structure decisions and cash holding decisions offer mix
results. Jensen and Meckling (1976) in their vintage paper argued that entrenched mangers to peruse self-interest
prefer large amount of cash which increase the agency cost. In this case, leverage could be used to mitigate agency
problems. Therefore, leverage would influence cash holdings negatively as companies might use debt to reduce
agency problems associated with cash holdings (John, 1993). In line with this, Kim et al. (1998) and Ferrira and
Vilela (2004) state that leverage and cash holdings are negatively related.On the other hand, firms tend to hold
excess cash to avoid information asymmetric problems from using external financing that might cause financial
distress and bankruptcy cost (Faulkender, 2004). Graham and Harvey (2001) and Al-Najjar, (2015) found that
leverage is negatively influenced by cash holdings. Further, Garcia-Teruel and Martinez-Solano (2008) state that
excess cash could lead to lower financial distress and bankruptcy cost. This allows a company to use more debt. The
authors find that cash holdings affect leverage positively. Williamson (1988) also finds a positive relationship
between cash holdings and firms leverage

Myers and Majluf (1984) argue that firms hold excess cash balances because cash offers lower financing costs for
firms and it permits them to undertake valuable investment opportunities when arise. Shleifer and Vishny (1992)
state that when firms hold higher cash level this could reduce the financial distress cost. Moreover, Faulkender (2004)
argue that high information asymmetric make cash holdings necessary for the firms to avoid the high cost of external
financing. Graham and Harvey (2001) find that leverage affect cash holding negatively implying that firms could
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reach the financial flexibility by holding a large amount of cash and low leverage. Ozkan and Ozkan (2004) also find
the effect of cash holding is negative on leverage. Therefore, holding appropriate cash level is an important decision
for managers to ensure survivability of the firm. In this case, the amount of cash holdings helps to explain leverage
levels. Prior researchers (Halling, Yu & Zechner, 2016; Alan & Gaur, 2018: Serrasqueiro, 2017; Aivazian et al.,
2005; Ridha & Bajka, 2010; Bassey et al., 2017) have argued that financing is directly linked with the investment as
financial decisions are normalcy compelled with the investment. There is also view It is argued that the lowering the
level of debt will mitigate the bankrupt risk and ultimately provides incentives for investment. Therefore, in line with
theory we have developed the following hypotheses:

H4: Financing decision affects investment decision.
H5: Investment decision affects financing decision.
H6: Cash holdings decisions affect financing decisions
3. Data and Methodology

3.1 Data Source

The balance panel of 161 nonfinancial firm listed on PSX over the period of five years from 2013 to 2017 is used to
achieve the research objectives. Polled OLS, Fixed effect and Random effect estimates are employed to answer the
reach questions. The definition of variables used in this study are adopted from previous studies and are given in
Table 2.

Table 2
Variable Proxy Definition
Cash Cash (Total cash + Cash Equivalent)/ Total Asset
Leverage Leverage Total debt /Total asset
Investment INV Market-to-book ratio (MTBV). Net investment divided by
last period’s gross fixed assets
Cash Flow Cflow Cash Flow*/ Total asset.
*Cash flow is calculated by adding up depreiciation and
income before tax
Profitability Prof Profit after tax to total assets
Tangibility Teng A fixed asset to total assets
Variability Var Standard Deviation of Cash Flows/Total Asset
Dividend Dividend Dividend payment/Total Asset
Man % of equity held by directors.
Mans * Square of MO
Managerial
. Manc Cube of MO
Ownership

*Omitted to resolve multicollinearity issue

3.2 Model Specification

The prime objective of the current study is to investigate the interdepended of financial decision. In addition to that
the impact of different level of managerial ownership on the interdepended of financial decisions is also examined
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agency theory, pecking order theory and the signaling theory are used as the theoretical lenses to draw the
theocratical framework. To achieve the objective the following econometric models are drawn
Cash;, = ay + a,Leverage;; + a,Man;.,asManc + azInvestmnet ;; + asProf; + agDividend;, + a,Vary +
agTeng;; + agMbr;; + aocflow;, + €;; Q)
Leverage;; = ay + a,Cash;; + a,Man;.,asManc + a,Investmnet ;; + asProf; + agDividend;; + a,Var; +
agTeng; + agMbry + ajocflow; + € 2)
Investmnet;; = ay, + a,Cash;, + a,Man;,azsManc + +a,Lleverage;; + asProf; + agDividend;;, +
a,Vary + agTeng;; + agMbry, + ajocflow + & ?3)
3.3 Pre-test Specifications
In the panel data econometric analysis, there are three main models: pooled OLS model, FE model, and RE model. A
key difference between them lies in the treatment of ai, which goes by different names such as individual effects,
individual heterogeneity, unobserved effects, etc. In the pooled OLS model, ai is assumed to be absent. If ai is
present, then either the FE model or the RE model is appropriate. The choice between them hinges on whether ai is
correlated with other regressors in the model. If there is such a correlation, then the FE model is appropriate. If there
is no such correlation, then the RE model is appropriate (Wooldridge, 2006). Breusch-Pagan (BP) test and
Wooldridge test and the Hausman specification are used to decides between polled OLS, fixed effect and random
effect estimates

4. Data Analysis and Research Findings
4.1 Descriptive Analysis
The descriptive statistics of the variable used in the study is shown in the Table 3.

Table 3. Descriptive statistics

N Minimum Maximum Mean Std. Deviation

Cash 805 0.00006 0.19368 0.0131 0.019
Investment 805 0.00000 15.25691 0.6314 1.322
Leverage 805 0.06719 0.99769 0.6048 0.188
Man 805 0.00091 0.98963 0.4590 0.263
Manc 805 0.00000 0.96923 0.1918 0.225
Prof 805 -0.37689 0.29285 0.0282 0.083
Dividend 805 -0.01440 0.27669 0.0064 0.018
Var 805 0.00022 1.26226 0.1526 0.188
Teng 805 0.23854 0.99975 0.5999 1.65
Mbr 805 0.00000 15.25691 0.6314 1.322
Cflow 805 0.44568 0.92172 0.0923 0.134
Valid N (listwise) 805

4.2 Correlation Analysis

To examine the strength of the relationship between the variables we have employed the Pearson correlation.
Meanwhile, it is also employed to identify the variables which can cause the multilinearity issue. The Table 3
revealed the fact that there is no multicollinearity issue and the variables are correlated at the significant level. The
0.89 is the highest correlation which is observed between the MO at higher level and the MO at lower level.
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Table 4. Correlation analysis

Cash Leverage Mans Manc Prof Dividend Var Teng Mbr Cflow
Cash 1
Leverage -0.2830 1
Man -0.0357 0.1453 1
Manc -0.0910 0.1288 0.7929 1
Prof 0.2456 -0.3363 0.2129 0.0579 1
Dividend 0.1308 -0.2547 -0.0828 -0.0474 0.0882 1
Var -0.0220 0.2994 -0.1216 -0.0935 -0.3391 -0.0720 1
Teng -0.1095 0.1030 -00027 0.0334 -0.2807 -0.2236 0.3642 1
Investment -0.0342 0.0292 -0.1009 -0.0538 -0.1771 0.1142 0.1906 0.1061 1
Cflow 0.0604 -0.2966 0.0367 -0.0288 0.5245 0.0672 -0.1263 -0.1620 -0.1484 1

4.3 The Corporate Cash Decision Model

We have started our analysis with the Pooled OLS, However, Breusch-Pagan (BP) which have the chi-square value
of 15.63and p value significant at 0 percent that there is an issue of autocorrelation in OLS model. Meanwhile, the
finding of Wooldridge test test (f-value=11.92 at 0.000) highlights the issue of heteroscedasticity. Thus, the existence
heteroscedasticity and autocorrelation highlight the robust standard error in pooled OLS. Meanwhile, In order to
conclude that the results are clear from the problem of multicollinearity, the variance inflation factor (VIF) values are
examined. VIF values of more than 10 are considered to suffer from multicollinearity problem (Tu, Kellet,
Clerehugh & Gilithorpe, 2005). Therefore, fixed effects estimates are chosen over pooled OLS. Finally, the Hausman
test is performed to compare FE model with RE model. The Hausman test shows that the random effect model is the
appropriate model since the Hausman test produces a chi-square of 8.18 with a p-value of 0.515. Therefore, random
effects technique is chosen over fixed effects technique. The outcomes of the fixed effect, random effect and pooled
OLS estimates are shown in the Table 5.

The relationship of financing, investment and managerial ownership at higher level with the corporate cash holdings
are negative and significant. Whereas the lower level of managerial ownership variability in cash flows and the
profitability are in positive relationship with the corproate3 cash holdings

The MO is in a negative relationship with corporate cash holdings which indicates that the cash holding level of firm
decreases as the stakes of managers in the firm increase. The results are consistent with the proposition of agency
theory which argues that higher level of MO helps in aligning the interest of management and shareholders. The
results are consistent with the prior findings of Basheer (2014) and Ozkan and Ozkan (2004).

The relationship between capital structure and cash holding is negative which provide support to pecking order
theory and. Pecking order theory argue that company prioritise their internally generated first to finance their projects.
Therefore the companies with a higher level of cash retained to invest their projects.

Table 5. Regression results of financing model

Dependent Variable:CASH Pooled OLS Fixed Effect Random Effect
Coefficient Coefficient Coefficient
(p-value) (p-value) (p-value)
Leveage -0.0177%** -0.0005 -0.0089
(0.010) (0.953) (0.244)
Man 0.0198** 0.0154 0.0170
(0.027) (0.395) (0.149)
Manc -0.0254** -0.0238 -0.0243*
(0.014) (0.228) (0.071)
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Prof 0.0222 -0.0313* 0.0284*
(0.176) (0.074) (0.075)
Div 0.0797 -0.0488 0.0633
(0.183) (0.394) (0.248)
Var 0.0102* 0.0226 0.0108
(0.108) (0.203) (0.227)
Teng 0.0099 -0.0044 -0.0049
(0.160) (0.679) (0.553)
Investment -0.0004 -0.0001 -0.0002
(0.579) (0.888) (0.797)
Cflow -0.0097 0.0147 0.0155
(0.286) (0.238) (0.864)
R"2 0.0740 0.018 0.06
Number of firms 161 161 161

* Significant at the 10% level, ** Significant at the 5% level, and *** Significant at the 1% level

4.4 The Financing Decision Model Decision Model

The analysis is started with the Pooled OLS, However, Breusch-Pagan (BP) which have the chi-square value of
36.96 and a p-value of 0. percent that there is an issue of autocorrelation in OLS model. Meanwhile, the finding of
Wooldridge test test (f-value=59.125 at 0.000) highlights the issue of heteroscedasticity. Thus, the existence
heteroscedasticity and autocorrelation highlight the robust standard error in pooled OLS. Meanwhile, in order to
conclude that the results are clear from the problem of multicollinearity, the variance inflation factor (VIF) values are
examined. VIF values of more than 10 are considered to suffer from multicollinearity problem (Tu, Kellet,
Clerehugh & Gilithorpe, 2005). The Hausman test is used to decide between the fixed effect and random effect
estimates. The findings of the Hausman test (chi-square of 36.96 at p-value of 0.00) declares the fixed effect as the
most appropriate estimates

In equation 2 the lower level of MO and variability of cash flow are in positive relation while a higher level of MO
profitability, dividend, tangibility market to book ratio and cash flow is in negative relation with capital structure.
Whereas profitability, variability, and tangibility are in significant relation with capital structure. The MO is in
nonlinear relation with capital structure decision. This provides support to the proposition of agency theory which
states that debt act as a shareholder check on managers and helps in strengthening the internal governance
mechanism. Therefore, Pakistani listed firms with higher level of ownership are avoiding a higher level of debt.

Table 6. Regression results of financing model

Dependent Variable:Leverage Pooled OLS Fixed Effect Random Effect
Coefficient Coefficient Coefficient
(p-value) (p-value) (p-value)
Cash -1.089*** -0.020 -0.211
(0.010) (0.953) (0.541)
Man 0.256*** 0.051 0.182**
(0.000) (0.628) (0.037)
Manc -0.154* -0.176 -0.174*
(0.059) (0.130) (0.076)
Prof --0.756*** -0.661*** -0.697***
(0.176) (0.000) (0.000)
Div -2.311*** -0.460 -0.794**
(0.000) (0.174) (0.021)
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Var 0.238*** 0.493*** 0.331***
(0.000) (0.000) (0.000)
Teng -0.171** -0.211%** -0.190***
(0.002) (0.001) (0.001)
Investmnet -0.004 -0.009 -0.005
(0.528) (0.164) (0.389)
Cflow -0.161** -0.098 -0.110
(0.024) (0.1.81) (0.113)
R"2 0.352 0.168 0.277
Number of firms 161 161 161

* Significant at the 10% level, ** Significant at the 5% level, and *** Significant at the 1% level

4.5 The Investment Decision Model

We have started our analysis with the Pooled OLS, However, Breusch-Pagan (BP) which have the chi-square value
of 34.96 and p value significant at O percent that there is an issue of autocorrelation in OLS model. Meanwhile, the
finding of Wooldridge test test (f-value=53.225 at 0.000) highlights the issue of heteroscedasticity. Thus, the
existence heteroscedasticity and autocorrelation highlight the robust standard error in pooled OLS.

Meanwhile, in order to conclude that the results are clear from the problem of multicollinearity, the variance inflation
factor (VIF) values are examined. VIF values of more than 10 are considered to suffer from multicollinearity
problem (Tu, Kellet, Clerehugh & Gilithorpe, 2005). Therefore, fixed effects estimates are chosen over pooled OLS.
The Hausman test is used to decide between the fixed effect and random effect estimates. The findings of the
Hausman test (chi-square of 34.96 at p-value of 0.00) declares the fixed effect as the most appropriate estimates

In equation 3 the higher level of MO and variability of cash flow and profitability are in positive relation while a
lower level of MO, dividend, tangibility market to book ratio and cash flow is in negative relation with capital
structure. Whereas profitability, variability, and tangibility are in significant relation with capital structure. The MO
is in nonlinear relation with investment decisions. This provides support to the proposition of agency theory which
states that debt act as a shareholder check on managers and helps in strengthening the internal governance
mechanism. Therefore, Pakistani listed firms with higher level of ownership believe in higher level of investments.

Table 7. Regression results of investment model

Dependent VVariable:MBR Pooled OLS Fixed Effect Random Effect
Coefficient Coefficient Coefficient

(p-value) (p-value) (p-value)
Cash -0.389*** -0.040* -0.321
(0.010) (0.080) (0.541)

Man -0.256*** -0.043 -0.283**
(0.000) (0.345) (0.027)
Manc 0.234* 0.156 0.134*
(0.059) (0.130) (0.076)
Leveage 0.0327*** 0.015** 0.069
(0.010) (0.050) (0.244)

Prof 0.457*** 0.551*** 0.437***
(0.176) (0.000) (0.000)

Div -0.351*** -0.530 -0.684**
(0.000) (0.174) (0.021)

Var 0.238*** 0.493*** 0.541***
(0.000) (0.000) (0.000)
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Teng -0.271** -0.321*** -0.278***
(0.002) (0.001) (0.001)
Cflow -0.161** -0.098 -0.110
(0.024) (0.1.81) (0.113)
R"2 0.352 0.168 0.277
Number of firms 161 161 161
5. Conclusion

The current paper contributes to extending the scope of finance and accounting and Finance literature. It provides an
additional insight into the influence of corporate governance mechanisms on cash holdings, investment and financial
leverage decisions on listed companies operating in the listed industry of Pakistan. This research investigates the
simultaneous effect of leverage on cash holdings, a large amount of cash leads to higher agency cost and lower return
and one way to reduce agency cost is through the optimal amount of leverage. However, holding a large amount of
debt might increase the risk of costly bankruptcy. This problem could be mitigated by using the optimal amount of
cash. In addition to that as most of the listed firms in Pakistan are being controlled by insiders. Therefore, by
conducting such a study in listed sector of Pakistan with its unique institutional settings would add to the
understanding of leverage and cash holdings policies in an emerging market. The focal point of this study is to
investigate the interdependence of capital structure and cash holding decisions under the presence of different level
of managerial ownership. For this purpose, data of 161firms were collected form the annual reports of non-financial
firms listed on Pakistan stock exchange over the period of five years from 2013 to 2017. The Leverage and level cash
holdings are used as dependent variable while, MO, MO sgaure, and MO cube are used as independent. Whereas the
variables including profitability, size, tangibility, growth bank debt, and liquidity as a control variable. The findings
of this study are in line with the propositions of pecking order theory. The largest shareholders of Pakistani firms are
directors, other firms emerge as second and general public hold 8 %. The share held by financial institutions are
relatively low at just 18% and shows a decreasing trend. The average MO for Pakistani firms is 39 % which is very
high compared to 138 KSE listed firms 22 % (Basheer, 2014) and 155 KSE Listed firms 29 % (Sheikh & Wang,
2012) and more interestingly in 57 % firms managerial is between 40 to 100 %.The balance panel of 161
nonfinancial firm over the period of five years from 2013 to 2017 is used to achieve the research objectives. Polled
OLS, Fixed effect and Random effect estimates are employed to answer the reach questions

The managerial ownership with an average mean ownership of 39 is appeared at the top. Interestingly more than 75
percent firms are being controlled by mangers and in more than 60 percent firms of our sample the controlling
managers hold more than 40 percent of shares. The Wu Hausman test is performed to determine the existence of the
endogeneity problem. The results indicate that the financial decisions namely cash holding decisions, financing
decisions and investment decisions has significant impact on each other. Where the managerial ownership is in
nonlinear relationship with financial decisions. The results of the study are also providing support to agency theory,
pecking order theory and the signaling theory

The study will be helpful for policymakers, researchers, corporate personals and financial institutions in
understanding the interrelationship between financing decisions and the role of managerial ownership in there
interdepended. The study is among the pioneering studies on the issue and will provide policy guideline on the said
issues
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