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Abstract 
The main objective of this examination is to investigate the impact of ratio analysis to study 

the financial health i.e., Sales Growth (SGR) of companies for the period 2018-2022. The 

study sample consists of 05 firms from pharmaceutical sector. The study is quantitative in 

nature and secondary data is used in this thesis. An aggregate of 14 financial ratios is used, 

which are incorporated into the examination to explore firm sales growth. Data is gathered 

from firms’ annual reports. Annual reports of the firms are extracted from companies’ 

websites, PSX website and SBP. Regression, correlation, and descriptive statistics are used to 

analyze the data. Principle Component Analysis (PCA) method is used in the study. Five 

components are selected after scree-test. The findings of ordinary least square (OLS) 

regression model suggest that return on assets enhances SGR by 0.15%. Thus, return on 

assets and SGR are positively correlated. In terms of ROE and SGR we expect positive and 

significant coefficients for ROE variable. Hence, there is a noteworthy and strong coefficient 

on ROE. The outcome shows that ROE increases SGR by 0.17%. GM has insignificant effect 

on SGR. CR is stated to have a desirable effect on SGR. The positive signs (p < 0.01) on CR 

measure indicate that CR improved the SGR by 0.07%. The hypotheses are supported by the 

evidence that ATR is linked with increase in SGR. The outcomes are statistically sufficiently 

great at 1% level.  Particularly, one unit increase in ATR is linked with 0.05% increase in 

SGR. 

 

Keywords: Financial Performance, Ratio Analysis, Industrial Sector, Sector, Pakistan 

Introduction 

The aim of this study is to analyses the profitability ratios and hence financial performance of 

selected pharmaceutical companies for the period of 05 years from 2016-2020. The study 

sample consists of 05 firms from pharmaceutical sector. An aggregate of 14 profitability 

ratios is used in this study. Firms financial health is related with its ability to create profit; 

increase the estimation of capital contributed and in the meantime reimburses its long term 

and short  term liabilities (Myšková  et al., 2017). In order to examine the financial health of 

company‟s different techniques can be used however in this study we have employed 

profitability ratio analysis. 

The pharmaceutical companies assume a crucial part in each country both according to the 

point of view of the commitment of health in the gross domestic product and of the 

commitment to reinforcing country wellbeing list (Chashmi et al., 2016). Pakistan has around 

780 little and enormous drug fabricating units which meet over 60% of total interest of 

pharma items, and this industry is arranged in two significant fragments homegrown 

organizations and multinationals (Shanwari, et al.,  2021). 

The preamble of this research is to critically evaluate the financial performance of 

pharmaceutical industry in Pakistan. Financial statements are annual reports which show the 

overall performance and profitability of a company over a period of time. In order to 

critically evaluate the financial statements of pharmaceutical companies in Pakistan, different 

ratios was used which include profitability ratios, liquidity ratios, efficiency ratios, leverage 

ratios and activity ratios. The purpose of this research is to examine the impact of different 

variables on the financial performance of pharmaceutical companies in Pakistan. The 

significance of the research is to investigate how the profitability ratios of pharmaceutical 

companies have fluctuated over the years and to understand the possible causes of these 

changes. Overall, the emerging demands in the modern era for more effective and affordable 

medicines have resulted in increased investment in the pharmaceutical sector of Pakistan, 
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making this industry one of the most important contributors to the country‟s economy and the 

theoretical roots of this paper was discussing the different developmental stages of Pakistan‟s 

pharmaceutical industry. 

The Objectives of the Study were as. 

i. To study the financial performance of pharmaceutical industry with the help of ratio 

analysis.  

Rationale of the Study 

Pakistan has an extremely energetic and forward-looking pharmaceutical sector (Rehan et al. 

(2019). This sector in Pakistan started its business activities a couple of years after the nation 

appeared. With the progression of time, a large portion of the multinational firms started 

producing exercises to adapt to the necessity of value medicines for the quickly expanding 

populace in the two wings of the country (Chisti et al., 2013; Hanif et al., 2024). 

The present study aims to examine the Pakistan Pharma sector profitability position. The 

examination could help investors as well as firms to get its financial effectiveness. It intends 

to assist the administration with figuring out its financial issues as of now and the particular 

regions in the business, which could require a few exertions for more powerful and proficient 

usage of its assets. Hence, this study will help the investors, stakeholders, and policy makers 

in identifying the reasons behind the low or high financial performance. The investors can 

use the results of this study to invest in the future or not. This study will help them in 

assessing the company from various angles in terms of profitability ratios. 

Literature Review  

According to Reilly and Brown (2005), balance-sheet analysis seeks to evaluate firms' 

effectiveness in many crucial sectors, such as harm, effectiveness, and revenue growth. The 

eventual aim of that analyzation is to provide insights into the future performance 

management. They also recommend that financial ratios associated with the economy, the 

firm's industry, the firm's major rivals, and the firm's past comparative ratios be investigated. 

Only optimum solution liquidity advantages sales and profits, allowing the business to 

maximize on short-term possibilities. Working capital ratios that are frequently used such 

current, acid test, or quick, and stock turnover. The cashflow ratio, which attempts to measure 

the relationship between current assets and current liabilities can be utilized to evaluate a 

firm's short-term liquidity. 

Taping and Stephan (2008) in their examination on benefit determinants observed that 

liquidity of Ukrainian firms, estimated by current proportion, impacts productivity. One can 

name the size of the organization, theoretical resources, and liquidity among other significant 

determinants of benefit for organizations working in the developing business sectors. Hence, 

liquidity significantly affects company's productivity and to that end it requires legitimate 

administration. A number of variables can be included under the broad term of liquidity, but 

for this study only two was focused on; current ratio and acid test ratio. The current ratio 

measures a firm's ability to pay its short-term liabilities with its short-term assets (Khan & 

Ahmad, 2017). 

Corporate liquidity can be analyzed along two fundamental aspects: static and dynamic 

(Uyar, 2009). Static investigation is centered around customary proportions (current and fast 

proportions) in view of the information from the monetary record. These proportions evaluate  
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how much current liabilities are covered by current resources. Dynamic examination depends 

on cash outpourings and inflows and utilizations cash change cycle (CCC) to quantify 

adequacy of an organization's capacity to produce cash. It involves both asset report and pay 

explanation information to make an action with a period aspect (income inside the working 

pattern of the firm). The two types of proportions are utilized to direct a broad-reaching 

liquidity examination. The basic function in managing working capital is to maintain 

adequate liquidity throughout the day so that the company may operate effectively and fulfill 

its obligations (Jiang et al., 2021). 

The top management' liquidity, which makes reference to the platform of current assets and 

liabilities, plays an essential role in the productive management of a business as well as 

acquires growth prospects. A company's financial condition refers to its capacity to organize 

cash. Executive cash flow is crucial for all institutions, tiny, middle, and big. In any particular 

instance, this is undoubtedly not an easy process even though supervisors should ensure that 

the company is trying to operate in a fruitful and enhance the level, and there is a high chance 

of misunderstanding of current resources and present obligations throughout this process. If 

this happens, and the administrator doesn't handle it well, it will slow the company's growth 

and productivity. This can lead to financial trouble and eventually cause the failure of the 

business. (Jiang, et al.,   2021).  

Qasim and Ramiz (2011) prove how liquidity is defined as the amount of funds available in 

the not-too- distant future after taking into consideration monetary responsibilities for that 

time frame. Liquidity risk refers to the possibility that the institution may be unable to make a 

payment to loan losses as a direct consequence of changes in the amount of long-haul credits 

and transient lines of credit, in addition to the unconnected essence of the group's obligations. 

Further, liquidity risk is viewed as a type of default risk, which raises the issues of its effect 

on the general value chance. The Pakistani pharmaceutical industry has experienced 

continuous growth over the years with the country‟s population and income levels rising 

steadily. However, this growth has been hindered by various factors such as political 

instability, power shortages and, most importantly, a lack of access to financing. In recent 

years, the Pakistani pharmaceutical industry has started to face increased competition from 

foreign firms, which has put pressure on domestic companies to become more efficient and 

innovative in their operations. Thus, it is important for the Pakistani pharmaceutical industry 

to focus on improving its liquidity position in order to remain competitive (Khan et al., 2017). 

Liquidity is especially critical to investors, long haul moneylenders and lenders, as it gives 

data about a specific business' security edges stood to leasers and its capacity to reimburse 

credits. The degrees of stock, credit, creditor liabilities and money that structures some 

portion of the general income of a business influence the liquidity of the firm (Maness, 1994). 

By keeping a fitting degree of liquidity, a business ought to be running against the wind and 

also, it very well might have the option to take advantage of beneficial open doors as they 

emerge (Gitman, 1997). Then again, as declared by Cooper, et al (1998), illiquidity, except if 

helped, will bring about indebtedness and in the long run insolvency as the Business' 

liabilities surpass its resources. Investors, long haul loan specialists, and leasers assess the 

degree of chance they bear and require remuneration for the dangers, which emerge from a 

business' capital construction. 

Since mortgage lenders have an earlier incident on the Liquidity proportions measure a 

company' ability to meet payment obligations by comparing the money as well as close 

money and also the installment obligations, the scope of assets backed by renters is of 

particular significance to investors. If the incorporation of the final option even by prior is 
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inadequate, it indicates that the business may face challenges in meeting its immediate 

monetary obligations. As a consequence, this may have an effect on the group's business 

operations and economic output. The Liquidity versus Profitability Principle: As according 

Morris and Shin, there is a trade-off among liquidity as well as productivity; obtaining one 

usually entails offering up some of the other (2010). The liquidity proportion is described 

conceivably by the scientists as "feasible cash on the financial record to momentary 

obligations." In turn, "feasible money" is described as liquid resources in addition to the 

different assets for which a hair style has been implemented. Proportion assessment is one of 

the popular ways that utilize budget summaries to evaluate the organization and establish 

guidelines that have only decoded monetary understanding (Ahmed et al., 2015). 

Raheman and Nasr (2007) discovered a strong negative association between the current 

proportion and the obligation percentage and company performance in their study where 

normal assortment period, stock turnover in days, regular payment period, CCC, current 

proportion, responsibility proportion, size of the firm, and funds and resources for total assets 

proportion were chosen autonomous variables and net operating benefit was the reliant factor. 

The focus also resolved a negative correlation between liquidity as well as benefit. Moreover, 

they found a significant negative connection between the firm's obligation as well as its 

advantage (Sari et al., 2020). 

In their review, Benjamin and Kamalavali (2006) used free factors including such current 

proportion, quick percentage, stock turnover proportion, asset turnover proportion, debt 

owner's turnover percentage, the proportion of a current resource for all out asset, the 

percentage of a current resource for working pay, comprehensive and detailed liquidity file, 

net fluid equilibrium size, and impact and economic expansion, whereas the subordinate 

variable (benefit) was approximated as far as ROI formed a negative correlation between ROI 

and the following variables: current percentage, cash turnover proportion, current repository 

for having to work pay, and impact. They also showed a positive correlation among ROI and 

the fast percentage, debt holder turnover percentage, current resource for absolute resource, 

and rate of growth.  

From the current review viewed organization's monetary position was considering to be 

sound in light of the fact that the organization attempts to build its creation and furthermore 

net benefit. It is clarified that productive liquidity the executives includes arranging and 

controlling current resources and current liabilities in such a way that takes out the gamble of 

powerlessness to meet due momentary commitments and keeps away from over-the-top 

interest in these resources. There have been several shifts in the organization's financial 

condition that, depending on one's point of view, may be seen either favorably or 

unfavorably. The majority of the organization's finances are in good shape, which bodes well 

for its future. 

 It is encouraging to see that the nonprofit organization's net income has been on the rise over 

the course of the last three years. In addition, during the previous three years, the 

organization's current ratio as well as its acid-test ratio have both grown, which suggests that 

the corporation has been able to efficiently manage both its current assets and liabilities. 

However, over the course of the previous three years, the organization's overall debt-to-asset 

ratio has grown, which is a trend that should be considered bad (Khan et al., 2017). This 

suggests that the firm has been taking on more debt over the last several years, which puts the 

organization at danger in the event that there is a downturn in the economy. 
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Research Methodology and Procedure 

Furthermore, there are two types of research approaches, thus a deduction approach and an 

induction approach. Hypotheses are deduced from a hypothesis in the approach of deductive 

research. Scientists can utilize the deductive method to create and refine a concept after 

analyzing the data. In contrast, the inductive approach enables scientists to create a plan and 

concepts for data processing. To construct the study philosophy, it is essential to parallel this 

methodological approach as a deduction to positivism and an induction to explanation 

(Vlastelica, et al., 2018). Nonetheless, there was minimal actual use and the experts may be 

misrepresented. As a direct consequence, the relationships between research and theory, in 

addition to deduction and induction decisions, are crucial elements. The present study utilizes 

a deductive research approach. 

From the data collected, the research examines the financial performance of these companies 

in terms of different indicators including sales growth, profitability, and productivity. Several 

models have been used in the analysis to identify the key drivers of financial performance. 

The findings of this study provide insights into the factors that contribute to the success of 

pharmaceutical companies in Pakistan. From 2018 to 2022, the sales of the top 5 

pharmaceutical companies have grown significantly. The profitability and productivity have 

also increased during this period. The key drivers of financial performance are identified as 

sales growth, profitability, and productivity. The findings of this study will help managers to 

understand the factors that contribute to the success of pharmaceutical companies in Pakistan. 

The following are the selected pharmaceutical companies of this study: 

i. Abbott Laboratories (Pakistan) Limited 

ii. AGP Limited 

iii. Glaxo Smith Kline Pakistan Limited 

iv. Feroz soedns Laboratories Limited 

v. High noon Laboratories Limited 

The study population will consist of all firms from pharmaceutical sector listed at Pakistan 

Stock Exchange. The study sample will consist of 05 firms from pharmaceutical sector. 

Secondary data was used in this study. By definition, secondary data is the data that has been 

assembled by somebody other than the researcher and/or for some other reason than the task 

at hand (Zhang, 2010). Secondary data was collected from the following sources: 

i. Annual reports. 

ii. PSX website. 

iii. Joint stock companies balance sheet analysis. 

iv. PSX listed firms‟ financial statement analysis. 

Data Analysis  

The descriptive statistics present the mean, SD, maximum and minimum values of the 

independent and dependent variables. As shown in shows in table 1 that SGR has average 

value 13% and SD of 0.31. The explanatory variable has 8.9% mean value for ROA and SD 

of 0.41 with a base value of - 2.0977, and extreme value of 2.208. The mean value of ROE 

has 8.5 % and a SD of 0.414397. The variable GM is 61% mean value. The variable CR has 

57% mean values.  
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Table 1: Descriptive statistics 

   Variable                 Observations          Mean        Std. Deviation.   Minimum         

Maximum   

     SGR                                   294            .1384453         .3140828        -.6667165        2.056833  

     ROA                                  315            .0894546         .4149352            -2.0977             2.208  

     ROE                        315            .0854032           .414397            -2.0977              2.208 

     GM                          315            .6157136         .1291506                   .35              .9406 

     CR                           315            .5763816         .1518504                   .25              .9528 

   

     ATR                        315            .4811111           .217605                     .1                  1.01 

     DER                        315            .5652552         .2465909                 .129              1.7051 

     TIE                          315            16.32219         2.381746             7.3469                     20 

     DAR                        315            8.141206         1.377797                      6                11.05 

     DI                            315            8.609016             2.0148                      6                15.31 

   

     DAP                        315            23.79809         5.141827           12.7091                     42 

     WC                         315            12.19721         3.594349                      4                     20 

     WCA                      315            .7040073         .1383213                   .25                       1 

     LTL                        315            .3388352         .3800202                      0                       1 

     SLNW                    315            5.716924         3.525403                      0            12.5223 

Correlation of Variables 

When two variables are very highly correlated there exists multicollinearity. According to 

Gujarati (2003) when the correlation is in excess of 0.80 then there would be the problem of 

multicollinearity. The findings in this thesis suggest that there is no such problem in the data 

as no correlation exceeds 0.80.  

Table.2: Correlation Matrix 

 

SGR ROA ROE GM CR ATR DER TIE DAR DI DAP WC WCA   LTL  SLNW 

SGR  1.00 

            

  

ROA  0.06  1 

           

  

ROE  0.05  0.99 1 

          

  

GM  -0.10 -0.03 -0.03 1 

         

  

CR  -0.13  -0.19 -0.18 0.15 1 

        

  

ATR  -0.06  -0.17 -0.16 0.36 0.63 1 

       

  

DER  -0.16  -0.11 -0.11 -0.1 -0.08 -0.15 1 

      

  

TIE  -0.16  0.01 0 0.26 0.3 0.03 0.1 1 

     

  

DAR  0.00  -0.15 -0.15 0.35 0.33 0.24 0.05 -0.08 1 

    

  

DI  0.00   0.15 0.14 -0.19 -0.09 -0.11 0.12 

     

0.01        -0.14 1 

   

  

DAP  0.02  0 0 0.19 0.3 0.21 -0.04 -0.01 0.2 -0.05 1 

  

  

WC  0.05  -0.07 -0.07 0.32 0.21 0.25 -0.01 -0.31 0.65 -0.22 0.09 1 

 

  

WCA  -0.07  -0.05 -0.05 0.51 0.66 0.34 -0.07 0.16 0.32 -0.01 0.19 0.08 1   

LTL  -0.10  -0.23 -0.22 0.3 0.42 0.64 -0.05 0.21 0.16 0.02 0.32 0.06 0.36 1.00  

SLNW  0.22  -0.04 -0.04 -0.09 0.16 0.45 -0.09 -0.13 0.01 0.11 0.15 0.05 0.03 0.33 1.00 

The objective of this study is to examine that how various financial variables influence on the 

revenue growth (SGR) of firms in pharmaceutical sector in Pakistan. For the investigation of 
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the impact of financial variables on SGR this study employs the accounting data of the 

related firms. In this section correlation analysis, descriptive statistics and regression 

examination of the variables are discussed.  

Discussion  

This study had adopted a positivist view by engaging a quantitative statistical method instead 

of a qualitative approach. The results show that SGR has average value 13% and SD of 0.31. 

The explanatory variable has 8.9% mean value for ROA and SD of 0.41 with a base value of 

- 2.0977, and extreme value of 2.208. The mean value of ROE has 8.5 % and a SD of 

0.414397. The variable GM is 61% mean value. The variable CR has 57% mean values.  

In Principle Component Analysis (PCA) we decrease statistics and is utilized to lessen 

various variables into couple of variables. The components produced through PCA are known 

as principal components. In this way PCA is an option measurable analysis which is utilized 

to get the predominant component in the data which is to be utilized in observational model 

for forecasting the firm‟s sales growth.  

The goal of these components is built with that previously removed component clarifies the 

biggest variety of data set and that every resulting element clarifies the following biggest 

variety in population. The majority of varieties of the first data set are explained by these 

elements/components, which are held additionally for investigation by utilizing data holding 

techniques, for example, the scree -test.  

Thus, so as to figure out which of the element to absorb for our investigation we break down 

the scree-plot appeared underneath in figure one. The plot proposes to continue to hold just 

the above-mentioned elements which have eigenvalues equivalent to or more noteworthy 

than one. This basis grants us five components to hold for our regression examination.  

Five components are selected after scree-test. The number of principal components chose. 

The given arranged data show 74 percent variance out of absolute variance. This 

demonstrates during the example time frame, variance of more than 70 percent is caught by 

the initial five chose variables gatherings. 

In this study we investigate the impact of financial variables on sales growth of companies. In 

order to explain this association and discover that which variable element be able to reveal 

companies‟ revenue growth, the regression analysis model shows firm‟s revenue growth as 

predicted variable and other variables separated by principal components analysis (PCA) are 

repressors/controlled variables. The five elements score which we put forward for 

consideration and that later on explained in regression examination model.  

The findings suggest that return on assets enhances SGR by 0.15%. Thus, return on assets 

and SGR are positively correlated. In terms of ROE and SGR we expect positive and 

significant coefficients for ROE variable. Hence, there is a noteworthy and strong coefficient 

on ROE. The outcome show that ROE increases SGR by 0.17%. GM has insignificant effect 

on SGR. CR is stated to have a desirable effect on SGR. The positive signs (p < 0.01) on CR 

measure indicate that CR improved the SGR by 0.07%.  

Research Recommendations  

i. There is a huge limitation of data. As this study is restricted to Pakistan so we used 

the annual reports of companies listed on Karachi Stock Exchange (KSE-100). The 
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reason for picking KSE is that it has broad scope of organizations from different 

business segments.  

ii. There had a few issues in obtaining hard data and this issue turns out to be all the 

more trying when we needed to gather information over the earlier years. 

iii. This data is of secondary nature so there are chances that it might not be accurate and 

complete to a large extent because the secondary data sources may have different 

perspective than what we required for our study. ·  

iv. The information for this project is derived from a specific business, namely the 

pharmaceutical companies. As a direct consequence, the program's findings can only 

be decided to apply to the pharmaceutical companies. As a result, future studies must 

gather information from other industries and areas to verify the hypothesis. 

v. This research paper is time restricted and thus there is not many ratios and values 

been considered to be added. The limited variables have been used for this research. 

This means that the data may not be comprehensive, and the results could have been 

more reliable if bigger sample size was considered.  

vi. This research paper only covers one region i.e. Pakistan Pharma sector so future 

research needs to cover other regions as well because financial position of companies 

can vary from country to country due to different regulations, customs, 

Implications of the Research  

This research can help policy maker, academicians and practitioners in different ways. The 

findings of the study can help policy makers to design policies for the promotion of 

pharmaceutical sector in Pakistan. It is also helpful for academicians as this research adds to 

the current body of knowledge. Furthermore, it was beneficial for practitioners such as 

managers because they can use the findings of this study to manage their firms‟ growth. By 

having this knowledge, they can decide which areas need improvement. 
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