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Abstract 

This Study investigates relationships among financial stability and factors of corporate governance. 

Research work use leverage ratio and liquidity ratio to measure financial stability and corporate 

governance factors are board of directors’ measure through numbers of board of directors, ownership 

structures measure through concentrate ownership, managerial ownership and institutional ownership 

structures. Study revealed that board of directors and managerial ownership structure is positively 

associated with financial stability, concentrated ownership and institutional ownership negatively 

associated with financial stability. Finely conclude that greater size of board of directors and managerial 

shares and discrete reduction of concentrate ownership and institutional ownership shares have profound 

effects on financial stability of commercial banks in Pakistan. 

 

Keywords: Corporate Governance Factors, Financial Stability, Commercial Banks. 

  
 

Introduction 
 

Bank is organization where one can place and borrow money and take care of financial sequence of events 

or a safe and guaranteed place of storage for deposit of public demand. Loans will arise for capital markets 

stocks and may be brought in, through own effort or through someone else. Banks is a role model and play 

significant role in country's wealth and resources. Banking industry is important for the economy 

developing of a country and supply the blood in form of allowing to deficit units (Polo 2007). Banking 

mechanism very complicated cause of satisfying customer needs and wants in form of offer most recent, 

fashion easily accessible technologies (Arun and Turner 2003). Pakistani banks control by state-owned 

bank that feature many elements of good governance such as lack of bank loans, credit, deposit etc. This 

banking sector is regretfully affected and banks generate enormous loans. Thus, this study aims to test 

effects of corporate governance on financial stability of commercial banks located in Pakistan. In banking 

sectors corporate governance (CG) is a system through which all organizations and institutions associated 

with community and shareholders improve quality of life and guarantee transparency, responsibility and 

fairness in relationships (Mwanzia & Ochanda., 2017). It also involves development of a wide range of 

strategies. It also protects interests of stakeholders in relation to interests of managers and internal leaders, 
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promotes goodwill in financial system, increases their value and provides banks with significant and 

reliable relationship(Hafiz, Anis, Daud, Amir & Jan;2018). 

 

Macey, O'Hara et al. (2005)  report that a society with a complex series of implicit and explicit contracts 

arrangements are made between various applicants and candidates among shareholders, creditors, 

employees, managers, regional committees, regulatory authorities, suppliers and customers. The contract 

must be ideal for the rights, benefits, obligations of all complaints participants and it is not claimed that one 

of applicants is not preferred over other. Another study Saunders, Strock et al. (1990) report that in 

commercial banks ownership structure (OS) is not have negative affect with financial stability (FS). 

Furthermore, established the commercial banks operating in country is related to regulatory environment of 

banks. In last board structure, ownership structure (OS) are varies to performance of commercial banks 

further recognized relationship between corporate governance (CG) and financial stability (FS) with boards 

and that boards which is not in controlled of CEOs is high risk. 

 

Demirguc-Kunt, Laeven et al. (2003) Reported that FS understand as public trust and confidence in 

financial institutions, infrastructures, markets and systems in corporate environment. First financial crisis 

has revise practice of CG in banking sector. Factors of CG affect FS and banking risk. Risk of banking 

system depends on leverage factors and volatility of assets. FS of commercial banks must specifically 

renegotiate and governance rules higher debts reduce financial and operational performance during 

financial crisis (Shah, Ali, Nisar, & Khan; 2017; Ali, Shah & Tariq, 2019). Auditing and risk-management 

committee also affect risk behavior. Strategic investors (insiders), institutional investors (outsiders) and 

capital market also affect FS of banking sectors. 

 

Thus, aim of study to expend relationship between CG and FS on basis of perspective aspects and theories 

like agency, resource dependency and institutional theories. Specially, this research work conducts in three 

stages; first empirically investigate connection factors of CG and its effects on FS. After that, investigate 

associations of factors of CG and FS. Third phase, investigate join effects of factors of CG on FS. 

 

Main Objectives 
 

This study focuses on systematic examination of factors of CG (board of directors, ownership structures) 

and its effects on FS of Pakistani commercial banks. Population of study is all commercial banks in 

Pakistan. However, on convenience base sample has been drawn from population. A sample of 27 

commercial banks of Pakistan drawn for a period of 2014-2019. On the basis of availability of data, a bank 

is added to sample and 162 is total bank-years observations. Data is collected from the annual reports and 

financial reports of the concerned banks available at their websites for the period of 2014 to 2019. 

Independent variables board of directors (BODs) measure through number of directors and other factors of 

CG which are ownership structures measure through managerial ownership (MO), concentrated ownership 

(CO) and institutional ownership (IO) structures. The dependent variable FS measure by leverage and 

liquidity ratios, using OLS method. This study also makes use control variable size and age for commercial 

banks, for the period of years 2014-2019 for panel data. Collected data is panel and secondary in nature. 

Panel data models are used specifically common effect model.                                     

 

Review of Literature 
 

In this section theoretical and empirical literature discussed about FS, CG. Factors of corporate governance 

(board of directors, ownership structures) are the focal center of study which is investigated in banking 

industry in world wide. After studying different articles and factors of corporate governance (board of 

directors, ownership structures) which is sorted into two majored categories, first one examines factors of 

corporate governance determinants, second one refer to included dependent and independent variables in 

study.  
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Financial Stability 
 

John, De Masi et al. (2016) figure out effects and consequences of CG on stability of international banks of 

the United States. Furthermore, how banks FS effect by deposit insurance, and by government banks and 

how banks CG differ from manufacturing firms. Research documents show that high leverage effect 

banking sector that results in a trade-off between equity and guaranteed governance to enhance corporate 

value. Risk preferences of banks compared to a stable financial system (Ghalib, Ali, Shah; 2019; Nabeel, 

Hayat & Ali, 2015). Regulatory policies for the effect on banks, banks are in composition of senior 

management and government of banks guidelines for design. Banking regulation and acting directly on 

investigation and effect of bank governance regulation. 

 

Huang and Song (2004) Document presents idea to test design and order of compensation model. Amount 

of leverage increases as size of company increase. Researchers also show that ownership structure also 

affect financial leverage. Characteristics of capital structure of Chinese companies listed in trade are better 

explained by model, then by beings of idea (khan, et al, 2017). 

 

Chen, Hope et al. (2011) explain many indicators to determine what bank failures in worldwide. There are 

more financial resources associated with high levels of credit repair, credit, and insufficient governance and 

policies. These events are said to reflect decline after credit lines. A couple from banking business, with 

constant categories. Furthermore, CG factors figure out failures and effects on FS of banks over worldwide. 

 Arjomandi, Seufert et al. (2016) Used two methods which commonly used, this study empirically examine 

and get final result for relationship between CG and FS of Australian banks. Out of five factors of the CG, 

this study considers and conclude that board size and committee meeting have positively significantly 

affects FS and efficiency of banks. Furthermore, also find out evidence of improvement in all banking 

efficiency, but not statistically significant influence on Global Financial Crisis (GFC). 

 

Raza, Gillani et al. (2020) Using two factors of CG (independent directors, CEO duality) examine firm’s 

maintenance and privatization in Pakistan. Overall results conclude that CEO duality significantly related 

to the performance of firm in market. Size of board not show a significant relationship with performance of 

company since being now in the company age significant effect has been demonstrated that one must be 

compared with age of significant results in performance of firm. 

 

Fallatah and Dickins (2012) Conduct empirical result for impacts of CG characteristics on Saudi Arabia 

firm performance, stability and value in market. For firm’s performance and value, this study uses the 

Tobin Q, return on asset (ROA) and accounting techniques. These documents find out that CG mechanism 

positively related with firm’s performance in Saudi Arabia. 

 

Board of Directors 
 

De Andres and Vallelado (2008) investigate influence of board of directors (BODs) on banks stability and 

performance in existing market. Taking 69 commercial banks as sample from Economic Cooperation and 

Development (OECD) countries. Bank board composition and size improve management activities and 

help in monitoring all functions give efficient result. All these similarity pull after control measure of 

achievement of banking area of each country ownership, regulatory and institutions are controlled by board 

size.  

 

Gull, Toquer Akram et al. (2013) examine effects of board independence on stability of banks in Pakistan. 

Using descriptive statistics like regression and correlation analysis for appropriate result. So, outcome of 

study significant impact of board size and board independence member on ROA and earning per share. On 

basis of result authors suggest that independence board perform better than dependent board. 
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Mollah and Zaman (2015) focused on banks differences between Islamic and conventional on basis of 

performance and accountability of BODs and effectiveness of CG mechanisms. This study examines effect 

of three things, first Sharia’s Supervision Board (SSB), second CEO-power and third one is board structure 

on performance. According to this study Shar’ah Supervision Board (SSB) increase performance of the 

Islamic bank, but impact is nothing when study only play role of advisory. After that board (independence, 

size) and CEO (two-ness, recruits) negatively associate overall. Finely study supports the Shar’ah 

positively and emphasize on need of regulatory mechanism. 

 

Al-Tamimi and Al-Mazrooei (2007) Analyzed impacts of CG practices on performance and stability of 

United Arab Emirate (UAE) banks. According to author there is significant connection between banks level 

and CG activities. Author suggest UAE banks aware from importance from corporate governance 

mechanisms for executive composition, relation with stakeholders, role of BODs, disclosure and 

transparency. 

 

Belkhir (2006) Examined interrelation among ownership structures and board practices in banks and 

saving-and-loan holding companies in France. The governance practices which reduce problems among 

shareholders, managers, insider ownership, block holder, incomer directors, board command and size. 

Creater present evidence on interdependence between board characteristics and ownership structures. Paper 

result shows that governance mechanism is more interest in managers and shareholders. In addition, fined 

statistically significant relation among performance, insider ownership and block holders’ ownership on 

basis of OLS regression model. 

 

Ownership Structures 

 

Pandey (2004) Concluded influence of ownership structure (OS) decision on stability and value of banks in 

country banking area. Further state that if OS decision affect firm’s value, then firms like to maximize and 

bring new changes in policies and values in OS decisions. Aims of firm is maximization of its value 

through OS decisions. However, there exist opposed theories on connection of OS and firm’s value that it 

becomes compulsory to acquisition them into some broad groups. 

 

Barako and Tower (2007) Provided empirical result on performance of banks in Kenya industry of banks. 

This study investigates connection of OS characteristics and banks performance in Kenya. Empirically 

examine that OS is significantly influence banks stability. In particularly, board and governance ownership 

negatively associate with banks performance while foreign ownership is strongly positively associate and 

institutional shareholders is not impact bank’s performance. Furthermore, statistical justification for pursue, 

CG reforms with respect to bank’s OS to enhance FS. 

 

Bhagat and Bolton (2019) Examined relation of CG and financial firms performance. Research work 

present that for the better performance of CG in future, firms must improve stock ownership. CG researcher 

mentions that stock ownership is indicator of CG. Banks director stock ownership is positively related 

banks performance and negatively related to banks risk for the future goals and both are prior during 

financial crisis. These results are considerable for the senior banks regulations (Khan et al., 2018; Ali, shah 

& Shah,2019). 

 

Adeyemi and Oboh (2011)  Focused on market value of capital structure in Nigeria and suggests that 

Nigeria listed firms strategically arrangement and watch over their capital in order to overestimate their 

market cost. Research result show that there is positive and significant relation exists in capital structure 

and market value of Nigerian listed firms. 

 

Chowdhury and Chowdhury (2010) Suggested that increasing wealth of shareholders need perfect 

composition of debt and equity. Author select 4 authoritative sectors of Bangladesh industry and used Tie 

Series Fixed Effect Model (TSFEM). Moreover, cost of capital negatively correlated with decision and as 
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low as possible. Documents further suggests that changing ownership structure composition Bangladesh 

firms increase their value in market. 

 

Hypothesis of the Study 
 

Main hypotheses of the study are as follow. 

 

H1: Ownership structure significantly effects bank’s financial stability. 

H2: Board of directors significantly effects bank’s financial stability. 

 

Framework of the Study 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Research Methodology 
 

This research followed the quantitative research methods and has targeted the entire commercial banks as 

its population. In contrast to the Qualitative Case studies used by Ali, Shah & Khattak (2020), where they 

relied on theoretical generalization, the current research is based on statistical generalization. 

 

Data Source and Sample Selection 

 

Current study population considered commercial banking area in Pakistan. Sample extracted from 

population is 27 banks. Data downloaded of 27 commercial banks, which is consist of 17 banks of private 

sector, 9 state owned and one is foreign owned banks for 6 year i-e 2014-2019. Total of 162 bank year 

observations. Annual reports were used for data collection. Using secondary data which is panel in nature. 

Thus, total banks year observations are 162. Includes banks in study are only commercial banks in 

Pakistan. The reason for size selection and sampling time of commercial banks is that their annual data are 

easily available in their website reports. Some data from banks' annual reports excluded due to lack of 

reliable size of secondary data. Furthermore, some commercial banks are highly regulating in Pakistan. 

Last reason is previous studies excluded commercial banks so this study included to compare result of 

variables. Several studies used different techniques, models for a sample of GC data collection, and factors 

noted. For example, (Syms et al., 2018) used to participate in collection of information. Demirguc Kunt et 

al. (2003) report on art of long-term sampling of financial stability and (MWANZIA and OCHANDA, 

2017) used a different technique CG factors. This study is unique in sense that this study takes only 

commercial banks in Pakistan for factors of CG (BODs, OS) and FS. 
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Data Analysis Techniques 

 

This study use different models for analysis of data to increase the accuracy in results. The  study use uni-

variate model for involving one variable or one quantity also called descriptive statistics,  bi-variate model 

for two variables or two quantities called correlation and multivariate model for more than two variables or 

quantities known as panel regression to examine cause and effects of factors of CG on FS after using 

control variables size and age. 

 

Multivariate Regression Analysis 

 

This study evaluates the impact of CG on FS of banking sector in Pakistan. Thus the respective model of 

variables is as under.
                        

 

                                    FS = α 0+ β1 (CG) +β2 (CV) + µi   ……………..… (1) 

 

In the above model FS Present financial stability of commercial banks and measure through leverage and 

liquidity ratio which is adopted by (Demirguc Kunt, et al., 2003). Factors of CG are BODs represented 

board of directors measured through number of directors adopted by (Barako and Tower, 2007), OS 

represented ownership structures measured through concentrated ownership, managerial ownership and 

institutional ownership structures are used for calculating of OS which are developed by (MWANZIA and 

OCHANDA., 2017) and (Barako and Tower 2007). CV represents control variable which is size and age of 

the banks and measured by taking log of total assets of the years. 

 

Variables Measurement and Description  

 

Dependent Variables 
 

A variable whose value depend on another value, dependent variable is variable which test in a scientific 

way; the dependent variable is depend on include independent variables in research area. As there is any 

change in independent variable, change in dependent variable is notice and remark. 

 

Financial Stability 

 

Financial stability means condition in which there are no major blockade of market transactions with no 

significant infringement of financial asset prices from economic basic, thereby authorize economic groups 

to raise and processes funds with confidence(Waheed., et all; 2017). FS is a systematic way in which key 

markets and institutional system is challenging economic shocks and well-suited to smoothly fulfill its 

primitive functions, intermediation funds, risk management and payments. Numerable of studies attempt to 

grants bank stability measure (z-score and distance to default) into a system-wide judgment of stability, 

either by taking simple average or weighing each measure by organization’s relative size and (Demirguc-

Kunt, Laeven et al. 2003) use leverage and liquidity ratio for FS of firms. Use ratios as given in below. 

 

                Leverage ratio = Debt / Equity 

 

                Liquidity ratio = Current Asset / Current Liabilities 

 

Independent Variables 
 

Independent variables are types of variables which is independent of other variables for support. Following 

are independent variables used in proposed study. 
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Corporate Governance 

 
The corporate governance (CG) activities such as assignment of tasks, coordination and control to achieve 

organizational goals, organizational structure influences behavior of organization and offers opportunity to 

support producers and standard operating procedures. Furthermore, most of commercial banks under 

investigation find formal organizational structure for command flow and decision making. In accordance 

with all companies’ obligations, there is deportation/unit established to solve this problem. There is formal 

procedure on how to manage all actions / operational situations and instructions available to employees. All 

operational activities carried out by company are approved by CEO. Employees cannot take action on 

matters for which they do not have control authority. And official communication through established 

channels should be used for all contracts that company will fulfill (Mwanzia and Ochanda., 2017; ullah, 

shah, khan & shah; 2023). Factors of CG involve in study as discuss below in detail. 

 

Board of Directors 

 

According to Sir Adrian Cadbury in 1990, the classic theory of board of directors (BODs) is that 

shareholders choose directors and give them the opportunity to work on behalf of company. Board sets 

company objectives and appoints managers to achieve these objectives. Therefore, managers have authority 

of BODs and shareholders. It is particularly noteworthy that in most of banks that participated in survey, 

board of directors is often held, consisting of at least three independent directors and constitutes majority of 

directors. The member clear skills exercising independent conclusions and all directors are accountable for 

institution’s financial robustness of care approach to risk management. (Barako and Tower 2007) use 

simple method to calculate BODs through number of directors. 

 

            Board of Directors = Number of Directors 

 

Ownership Structure 

 

The shareholders are funds collected by company in exchange for ordinary or preference shares. The 

number of shares or capital owned by a company may change over time. Companies that wish to raise more 

shares can increase their share capital by acquiring right to issue and sell additional shares. The fact that 

various measures have been taken indicates that equity does not negatively affect FS. In most firms 

interviewed executive work to decrease risk exposure by shareholder’s capital. Understanding business 

goals and shareholder’s believes, retribution model were arranged with long-term banks profitability. 

Barako and Tower (2007) And Demirguc-Kunt et al., (2003) divide ownership structure into three parts 

which are concentrated ownership (CO), managerial ownership (MO), institutional ownership (Ins. O).  As 

given below 

 

Concentrated Ownership = Concentrated Shares / Total Shares 

Managerial Ownership    = Senior Staff Shares / Total Shares 

Institutional Ownership   = Shares Greater than 5% / Total Shares 

 

Control Variables 
 

Size and Age 

 

n oder to achieve highy FS commercial banks size might be required as a prior codition to aquire scale and 

scope-related economics. Large size commercial banks might also belonging higher-skilled management 

team and face higher pressueres from shoreholders for optimization of FS. Therfore, bank size calculate 

through nature logarithm of total asset is expect significant relation with banks FS. Some time FS of 

commercial banks are effect by age. Demirguc-Kunt et al., (2003) size calculated as below. 

                          Size = Natural Log (Total Asset) 
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Results  
 

Descriptive Analysis of Study 
 

This study select sample of 27 commercial banks in Pakistan banking industry for period of 2014-2019. 

162 observations notice in research documents. Table-1 consist on descriptive statistics. Leverage and 

liquidity ratios use to identify dependent variable of study. Result of table show all indicators of FS are 

place in middle. For example, mean and median of whole proxies’ of FS find nearly watch. Leverage mean 

is 12.178 with median 11.765. Mean of liquidity is 1.110 and median 1.098. Show closely near to each 

other, likely to be same. Proxies Equivalency describe normality of Skewness and Kurtosis, its means that 

it’s tend to be normal. So, it is conclude from nearest and normality cases show greater efficiency of 

commercial banks in Pakistan. These results show stability and arrange institutional structure or technical 

aspects for building and commerce financial resources in Pakistan banking industry. 

 

Table 1: Descriptive Statistics 

 

Score of selected sample range with maxima 0.310 and minima 0.001. Here 0.109, 0.098 and 0.067 are 

value of mean, median and standard deviation respectively. Describe minimal dispersion of data and mean 

and median figure are closely near to one another. Mean and median of CO are 0.744 and 0.752 

respectively with maxima 1.449 and minima 0.020 range. 0.301 Standard deviation describe CO has low 

ranking of wide area.  

 

MO values of mean, median and standard deviation are 0.019, 0.001 and 0.030 with range 0.110, 0.000 of 

maxima and minima respectively. Sense that mean and standard deviation are closer; display low 

dispersion. ISO range maxima 0.780 minima 0.000 with mean 0.188, median 0.150 and standard deviation 

is 0.169 showing that mean, median and standard deviation having closer values present less attainable 

dispersion of data. Mean, median and standard deviation of BODs are 8.321, 8.000 and 1.539 value 

respectively with given range of maxima 12.000 and minima 4.000. Mean and median are closer showing 

less wide area of dispersion. Reports ratify that each magnitude lies in acceptable range of Skewness and 

Kurtosis indicating expectation place of variables. 

 

Descriptive statistics of control variables show that all variables are placed in middle area. It values results 

annoyed from mean, median and standard deviation, Skewness and kurtosis. Magnitude of age and size of 

study are shown in above table-1, for example, 19.924, 19.913 with range of 22.391, 17.739, it clear that 

mean and median close to each other. However, showing that generalized and given spread is minimal. 

Secondly age with mean, median and standard deviation say 2.432 and 25.500 8.708 and 4.000 of 

maximum and minimum of 4.000 range. Data show that standard deviation with low dispersion, mean and 

median closer to each other. In short, finely Skewness and kurtosis of control variables is in acceptable 

range, it shows that it is normally distributed. 

 

 

  Financial_Lev Liq_Ratio CO MO IS_O BODS Size Age 

 Mean 12.178 1.110 0.744 0.019 0.188 8.321 19.924 24.432 

 Median 11.765 1.098 0.752 0.001 0.150 8.000 19.913 25.500 

 Maximum 28.247 1.249 1.449 0.110 0.780 12.000 22.391 45.000 

 Minimum -0.995 1.001 0.020 0.000 0.000 4.000 17.739 4.000 

 Std.Dev. 6.550 0.051 0.301 0.030 0.169 1.539 0.893 8.708 

 Skewness -0.137 0.289 -0.522 1.532 0.925 0.067 0.250 -0.220 

 Kurtosis 2.765 2.617 3.651 4.176 3.353 3.706 2.545 2.571 

 Observations 162 162 162 162 162 162 162 162 
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Correlation Matrix 

 

Correlation matrix shows connection amongst two or more variables. Below table identify association of 

involve variables of study and verify multi-collinearity between explanatory variables. The below table 

show positive correlation among variables and indicators of FS to certain extent, low financial stability at 

1.00% and greater it 0.44%. This range confirms upper limit of commercial banks that constitute 

correlations. Reason for this refers to 0.55% correlation between leverage ratio with great clarity and 

statistically significant results. There is strong commercial banking and institutions and regulatory 

mechanism of commercial banking investors, is required to improve investor protection. These results 

supported by study of (Demirguc-Kunt., et al 2003). 

 

Table 2: Correlation Matrix 

 

Similarity take place with previous result mentioned in study of (Mwanzia and Ochanda ., 2017), 

(Demirguc-Kunt, Laeven et al. 2003), (Shleifer and Vishny 1997), (Barakao and Tower., 2007). Size and 

age are mutually related with FS measures. The next portion presented data analysis of data after selecting 

regression models. However, panel data use to choose best model for analyzation. Which requires study use 

diagnostic test for appropriate model? This research work presents results of diagnostic tests, normality 

test, heteroscedasticity, and multicollinearity. 

 
Model Specification 
 

Research work use statistical tools to inquire influence of CG on FS. For that reason, to test exist 

hypothesis this current work specify model in FEM and REM by model specification process. OLS 

presumptions and tools for panel data also demanded diagnostic test (Breusch and Pagan, 1979), (Gujarati 

2003) and (Hausman, 1978).  

 

Table 3: Model Specification Tests 

  Financial-Lev Liq-Ratio CO MO IS_O BODS Size Age 

Financial-lev 1.000 

       Liq-ratio 0.442 1.000 

      CO 0.276 0.424 1.000 

     MO -0.143 -0.111 -0.571 1.000 

    IS_O -0.196 -0.045 -0.254 0.212 1.000 

   BODS 0.490 0.123 0.108 0.316 -0.023 1.000 

  Size 0.183 0.116 0.123 0.122 0.123 0.186 1.000 

 Age 0.183 0.271 0.001 0.097 0.241 0.195 0.311 1.000 

MODEL SPECIFICATION TESTS Prob > chi2 

MODEL-I 

LIQUIDITY with CG  

Chow-test for pooled versus FEM 

if p-value ≤ 0.05→ FEM 

                0.1243 

 

DECISION POOLED OLS MODEL 

MODEL-II 

LEVERAGE with CG  

Chow test for pooled versus FEM 

if p-value ≤ 0.05→ FEM 

0.2165 

 

DECISION POOLED OLS MODEL 
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Pooled OLS Model Results 
 

Table-4 present results of leverage ratio with factors of CG. Financial leverage is positively associated with 

BODs and CO, while other are negatively associated with leverage ratio like MO and ISO. Furthermore, 

leverage ratio negatively associated BODs. Other are statistically positively significant. In Table-5 liquidity 

ratio associated with other independent variables BODs and factors of CG. Table-5 show liquidity ratio is 

positively associated with BODs and CO, while other MO and ISO are negatively associated with liquidity 

ratio. BODs and CO are positively significant with liquidity ratio. MO and ISO are statistically negative 

significant with liquidity ratio. Besides, conclude that size and age are significant. Whole outcome in 

Table-4 about BODs and factors of CG related to previous study of many authors. According to conclude 

results of separately about financial leverage and liquidity ratios shows BODs and CO are positively show 

association with FS and other variables MO and ISO show negatively associated with FS. Means that 

BODs and CO are positively significant with FS and MO and ISO are negatively significant with FS.  

 

Table 4 

 

Table 5 

 

The above tables shows that financial stability of commercial banks in Pakistan are depend on banks board 

of directors and concentrated ownership, as commercial banks increase numbers of directors, more stable in 

financail market of Pakistan, and concentrated ownership also effect stability, as banks shareholders 

increase concentrated ownerhsip, improve stability in in banking sector of Pakistan. Moreover, other 

Variables Coefficient t-Statistic Prob. 

C -0.888 -0.732 0.465 

BODs 0.982 7.219 0.000 

CO 0.413 3.301 0.001 

MO -0.902 -1.928 0.056 

IS-O -0.331 -1.306 0.193 

SIZE 0.882 2.190 0.040 

AGE 0.276 5.372 0.000 

R-Squared 0.494 

  Adjusted R-Squared 0.471 

  F-Statistic 21.451 

  Prob (F-Statistic) 0.000 

  

Variable Coefficient t-Statistic Prob.   

C 0.910 10.635 0.000 

MO -0.368 -2.524 0.013 

CO 0.088 5.899 0.000 

IS_O -0.008 -0.364 0.717 

BODS 0.006 2.483 0.014 

AGE 0.002 3.607 0.000 

SIZE 0.007 2.575 0.017 

R-Squared 0.320 

  Adjusted R-Squared 0.289 

  F-Statistic 10.346 

  Prob (F-Statistic) 0.000     
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variables show that managerail onwership and institutional ownership structure regretfully effect financial 

stability of commercail banks in Pakistan. Its means that commercial banks must keep in attention about 

lending policy of non-performing loan, shareholders of shares managerail and institution. As commercial 

banks discrete reduct level of shares of managerail and institutional stable in financial market. 

 

Conclusion 
 

This study empirically investigates relationship between factors of corporate governance (board of 

directors, ownership structures) with financial stability of commercial banks. Moreover, this study also 

reports on theoretical basis that institutional ownership is supportive factor of corporate governance for 

commercial banks’ financial stability in existent financial market. Thus, commercial banks improved this 

for stability. Purpose of this study empirically test associations of factors of corporate governance 

(combined) with financial stability. Goal of research documents to investigate influences and causes of CG 

factors on FS of commercial banks in banking area of Pakistan. Commercial banks FS measured through 

leverage and liquidity ratios, specified by Demirguc-Kunt, Laeven et al. (2003). Factors of CG are adopted 

from (Barakao and Tower, 2017) developed index using four different dimensions are BODs, CO, MO and 

IO structures. Study use size and age as control variables to avoid unfairness in results. 

 

To investigate relationship between FS, factors of the CG study use panel data. Specially, this study uses 

common effect model (CEM). Results of study show that BODs and concentrated ownership positively 

effect FS. This relation is statistically significant. Moreover, on basis of theoretical assumptions BODs and 

concentrated ownership structure helped to improve stability of commercial banks in competitive market. It 

is also helps for decision making for managers and policy makers of banks. These results are related to 

result of (Barakao and Tower, 2017) as proposed. These results conclude that strong board of directors 

elected and concentrated ownership provide better FS in financial market of Pakistan. Managers and policy 

makers must progress their reputation in market that improved better utilization of resources and thus 

increase stability in market. Furthermore, this study also concludes that other factors of CG as managerial 

ownership, institutional ownership have negative effect on FS of commercial banks in Pakistan. These 

variables have its individual effects on the FS. 
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