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Abstract
The theory of corporate governance gives central place to the shareholder value maximization as an objective of a firm.
Taking cue from this objective, the present study reviewed the empirical evidences regarding the factors affecting financial
performance of corporate sector across the world. The study under consideration documents the robust negative presence of
leverage in the shareholders’ value creation in corporate sector. Regarding the size, the study reported results contradictory
to hypothesized relationship. The literature regarding growth in assets has provided credence to acceptance of null
hypothesis regarding age of firms. In addition to this, the working capital measure, which has significant positive relation
with growth in total assets, turns out as significant negative determinant of growth in total sales. The empirical literature
depicts age as significant negative determinant of gross profit margin while size, working capital and leverage as positive
determinant. On the other hand, working capital measure exhibits the significant positive relation with net profit margin. On
the whole, leverage and size exhibit negative relation with market based financial performance measure and have positive
effect on accounting based financial performance measure.
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Introduction
The analysis of performance of corporate sector is of great importance to its various stakeholders. Economists and
government need to analyse the performance for variety of purposes, including as guide to antitrust policy and in regulating
the prices of natural monopolies. On the other hand for common equity investors, it assumes immense significance since they
are investing their hard earned funds in the expectation of higher returns. Though the performance of corporate sector can be
analyzed on various dimensions, the present study remains confined to its financial aspect. The theory of corporate
governance gives central place to the shareholder value maximization as an objective of a firm. Taking cue from this
objective, the present study followed it as conceptual and operational framework for evaluating the firm’s performance.
Shareholder value, which reflected in financial performance, is dependent on several factors such as firm’s current
profitability, its risk and its growth hence; there is a need to systematically study the determinants of performance over a long
time-period. The present study is concerned with two sets of performance measures one based on capital market valuation of
a firm and the other set based on accounting measures of profitability and financial performance. Broadly, there are three sets
of variables which affect the financial performance of firm –

a. Factors, such as the level of marketing expenditure of a firm, which is (to a large extent) a reflection of strategic
choice of firm managers or operating characteristic of the firm;

b. Factors such as ownership pattern of the firm’s equity that can affect its governance
c. Factors such as size and age of the firm which are shaped more by the history of its evolution.
d. In this study an attempt has been made in this study review the factors affecting the financial performance of

corporate sector across the world.

Review of Literature
In this section, an attempt is made to incorporate the findings of some of the relative and significant studies conducted across
the world. Banz (1981) examined the historical monthly returns for NYSE common stocks for the period 1931-1975 and
found that the size of the firm had been highly correlated with stock returns. The study indicated that the larger the market
value of firm’s common stock, the lower the rate of return generated by the stock. Roll (1981) studied the relationship
between investment performance and market-capitalisation investment strategy. The study tested small firm effect anomaly
and reported that misstatement of risk had the potential to explain why small firms, low P/E ratios firms displayed large
excess returns. Varaiya et al (1987) examined predictions drawn from value-based planning models. The results indicated
that profitability and growth influenced shareholder value in the manner predicted; however, the relationships were
conditional. Wernerfel and Montgomery (1988) used Tobin's q as a measure of performance and found that industry effects
accounted for the majority of the explained variance. The findings were consistent with profit maximization by firms with
different factor endowments.

Chaganti & Damanpour (1991) showed that the size of outside institutional stockholdings has a significant effect on the
firm's capital structure. Berger and Ofek (1995) examined the effects of diversification on firm value and found that
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Diversification reduced value and this value loss average 13 per cent to 15 per cent over the 1986-91 sample period, occurred
for firms of all sizes. Loderer and Martin (1997) examined the relation between managers’ financial interests and firm
performance. It found no evidence, however, that larger stockholdings lead to better performance. McGahan & Porter (1997)
examined the importance of year, industry, corporate-parent, and business- specific effects on the profitability of U.S. public
corporations within specific 4-digit SIC categories. The results indicated that year, industry, corporate-parent, and business-
specific effects accounted for 2 percent, 19 percent, 4 percent, and 32 percent, respectively, of the aggregate variance in
profitability.

Pandya and Rao (1998) found that on average, diversified firms showed better performance compared to undiversified firms
on both risk and return dimensions. It also tested the robustness of these results by classifying firms by performance class.
The results showed that among the best performing class of firms, undiversified firms had higher returns, but these returns
were accompanied by high variance. While the highly diversified firms showed lower returns, and much lower variance.

Bharadwaj et al (1999) used Tobin's q, a financial market-based measure of firm performance and examined the association
between IT investments and firm q values. The results based on data from 1988-1993 indicated that, in all of the five years,
the inclusion of the IT expenditure variable in the model increased the variance explained in q significantly. The results also
showed that, for all five years, IT investments had a significantly positive association with Tobin's q value. Kakani et al
(2001) attempted to provide an empirical validation of the widely held existing theories on the determinants of firm
performance in the Indian context. The study found that size, marketing expenditure, and international diversification had a
positive relation with a firm’s market valuation. Rogers (2001) examined the association between diversification and firm
performance in a sample of up to 1449 large Australian firms (1994 to 1997). Results from the full sample showed that more
focused firms have higher profitability. Tsuru (2001) examined the bank relationships and firm performance and discovered
weak evidence that firms with stronger ties with banks might have had higher profitability in the late 1970s.

Haynes et al (2002) examined the impact of divestment on firm performance; using an unbalanced panel of 132 UK quoted
companies over the period 1985 to 1993. The result suggested that divestment had a positive, significant and substantial
effect in raising the profitability of the vendor company. Kakani (2002) studied the performance of Indian business houses
vis-à-vis their diversification strategy using aggregated financial statement data and capital market data of 240 large Indian
business houses. The study found that product diversification strategy was negatively related to business groups shareholder
value (Tobin's Q Ratio) for all the three periods of the study and shareholder value maximization was related to a group's
growth, profitability, risk and the general capital market conditions.

Amess and Drake (2003) examined the empirical relationship between the remuneration of: the highest paid director (HPD),
mean Board remuneration (Director), and the Chairperson of the Board and firm-level performance on a panel of mutual
building societies over the 1991 to 1996 period. Two measures of performance were employed: profitability and the change
in total factor productivity (TFP). A strong positive relationship between profitability and pay was found for the HPD but not
for the Director or Chair. Gartner (2003) investigated the relation between the wage structure with in firm and performance of
the firm. The results suggested a positive, but nonlinear relation between wage dispersion and firm output.

Andersson et al (2004) explored the link between ownership structure and firm performance Sweden’s listed companies. The
results indicated that companies with a dispersed ownership structure, meaning the largest owner holds less than 20 per cent
of total votes, were associated with worse performance regarding stock return, ROA and ROE, but were highly valued
relating to Tobin’s Q. Gioia (2004) investigated the effects of ownership change on the performance of small and medium
size, private and closely held companies. The study found empirical support for the hypothesis that changes in ownership via
acquisition could be a mechanism to correct for lapses in efficiency. Favero et al (2006) studied the performance of Italian
listed family firms in the period 1998-2003. They measured their performance by using both accounting and market data. The
study found that the data and the methodology used to measure performance strongly affected the results. When performance
was measured by accounting data (ROA), using a static model, evidences were in favour of a superior performance of family
firms. Such evidences were not confirmed by the application of the same model to market measures of performance. On the
whole these studies point size, ownership pattern, marketing expenditure, corporate governance and age as influential
variables to firms’ performance. Furthermore, some studies reported CEO remuneration, employee involvement, bank
relationship and wage structure as significant factor behind performance.

Conclusions
The theory of corporate governance gives central place to the shareholder value maximization as an objective of a firm.
Taking cue from this objective, the present study reviewed the empirical evidences regarding the factors affecting financial
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performance of corporate sector across the world. The study under consideration documents the robust negative presence of
leverage in the shareholders’ value creation in corporate sector. Regarding the size, the study reported results contradictory to
hypothesized relationship. The literature regarding growth in assets has provided credence to acceptance of null hypothesis
regarding age of firms. In addition to this, the working capital measure, which has significant positive relation with growth in
total assets, turns out as significant negative determinant of growth in total sales. The empirical literature depicts age as
significant negative determinant of gross profit margin while size, working capital and leverage as positive determinant. On
the other hand, working capital measure exhibits the significant positive relation with net profit margin. On the whole,
leverage and size exhibit negative relation with market based financial performance measure and have positive effect on
accounting based financial performance measure.
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