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The Stock Exchange of a country plays an indispensable role in
economic development. For the non-satisfactory performance of stock
exchange, the external indicators cannot always be the point of
critique. However, the lapse may occur in the internal performance of
the organization as well which often goes unnoticed. This study is
based on such relevant concept which aims at studying the
performance of top management such as a CEO in an organization by
introducing the factor of innovation with the proxy of patent
applications. Based on panel data, the sample consists of different
companies of sectors listed in the Pakistan Stock Exchange for three
years (2015-2017) time period. The literature leads to the development
of models and framework for the study. The study is quantitative in
nature, data being collected from financial statements and different
websites which is analyzed through multiple statistical tools such as
correlation and regression. This study is a prospect for developing
countries, especially Pakistan, where innovation prevails at the initial
stage where the developed countries have advanced level ahead, as
evident from the studies conducted in such countries. The results did
not prove significant due to limited availability and accessibility of
data in Pakistan, nevertheless, there is a large scope for future research
in this topic.
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Introduction
The Stock Exchange of any country tends to be the pulse of the financial market, especially
in Pakistan (Siddiqui, 2018). This is noticeable from the fluctuations that occur in stock
prices due to political or economic crises. The unprecedented performance of the PSX from
2001-2014, in particular, remains a puzzle to many observers, the reason being the relatively
poor execution of the sectors of the country’s economy (Ahmed, Rosser, Jr., & Uppal, 2016).
This leads to the subject matter of the study being the performance of the Pakistan Stock
Exchange and how could it be improved. The crises situation of Pakistan related to
development has still not diminished. The government and the regulatory authorities always
blame the economic factors of the countries for the performance not being up to standard,
whereas, the internal performance of the sectors is mostly unnoticeable. Internal performance
leads to discernible development by having the motivation to achieve goals. In today’s era,
development is another name for innovation which is an elevation in Research and
Development (Ely & Geall, 2015). A Chief Executive Officer (CEO), the top executive of a
company, holds the authority to drive an organization towards the road of success (Booth et
al., 2016).
Change is inevitable. A CEO is a highest-ranking executive who occupies the top position in
the hierarchy of a corporation/firm. Technological advancement accompanied by changing
human needs furnishes with avenues. To exploit these new avenues, CEO diverts his
attention towards innovation, consequently affecting financial performance (Cho & Pucik,
2005). The outstanding performance of a company is the result of a CEO succession plan
(Fiol, 1996). The CEO of a company is responsible for performing a significant role in
implementing and functioning of organisational strategies, working along with the board of
directors (Minnick & Noga, 2010; Ting, 2013). Companies that are mostly concerned with
the outcome of CEO performance gain relatively improved financial performance. Knowing
little about the relationship of Chief Executive Officer with innovation (Gomez-Mejia &
Wiseman, 1997), the struggle for survival in competition prompts firms to continuously
innovate (D’Aveni, 1994; Hamel & Prahalad, 1994; Schilling & Hill, 1998). Yet at present
little is known about the relationship between Chief Executive Officer (CEO) and innovation.
This study aims at studying the relationship between CEO expert power and financial
performance through innovation.
The role of innovation in the performance of an organisation is imminent in developed
countries such as OECD countries (Symeonidis, 1996; Andres, Azofra, & Lopez, 2005). This
is possible on the accounts of data availability. The developing countries, especially Pakistan,
are still in the starting phase of implementing innovation. Such developed countries create
motivation for developing countries to implement innovation in their infrastructure for the
betterment of the economy (Aftab, 2017). Fagerberg and Srholec in the year 2008 studied the
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innovation systems at an advanced level. They found out that the smaller countries (in terms
of population) such as Australia, Denmark, and Norway use these advanced levels of
innovation. The factor to be noticed in these three countries is that they possess a low
standard on patents and R&D. However, they explained this difference as these countries
have well-developed capabilities and techniques for exploiting knowledge (Faberberg, 2010).
On analyzing the current performance of major sectors of Pakistan Stock Exchange through
the annual reports, a dismal situation appears to be the result. The financial services sector
has the second-largest representation by value witnessed a decline of 1% market
capitalization in FY 2016. The same decline occurred in the Chemicals & Fertilizers Sector
and Automobile Sector. Other sectors showed a growth of 2% and 4%, which can be
considered just an average positive sign (Annual report of PSX, 2016). Development is one
of the requirements to compete in the market. It can be possible by introducing the factor of
innovation, which can be through patents in the industry (Basberg, 1987).
In today’s era, development is very important for the prosperity of a country. Any failure
related to economic development is often blamed upon the government policies that are
neither devised or implemented correctly. The output of industries contributes significantly to
the development of the country. The internal performance of the industries that contribute to
economic development is mostly ignored. It is essential to shift the attention from economic
indicators such as inflation, unemployment, etc. to the internal performance of the industries.
The internal performance of any firm is mainly the responsibility of a CEO if he is authorised
with such power. In a company, the CEO is mostly considered to have the decision making
authority that can indeed create a huge difference. Thus, this study is focused on how a CEO,
through his expertise, can create a distinctive aspect in the financial performance of an
organization, by introducing the factor of innovation. To analyze the effect, the study focuses
on three variables i.e., CEO Expert Power, Financial Performance and Innovation considered
from the past literature (Qiao & Fung, 2016).
Various research papers have in the past few years analysed the effect of innovation on the
performance of an organization/industry. The availability of literature reflects that the
research has been done at the international level and not at the national level. Most of such
studies were conducted in the developed countries which have fully adopted the factor of
innovation. This has created a widening gap between the developed countries and the
developing countries related to innovation. This gap creates a motivation for a researcher to
find out the effect of innovation in the developing nations, especially at the national level.
This study attempts to analyze the effect of innovation on the financial performance of the
100 companies listed in Pakistan Stock Exchange. It identifies the difference a CEO can
create with his expertise in implementing the parameters of innovation. To the best
knowledge of the author, no such research has been conducted in Pakistan in the past years.
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This study aims to find the answer to the question of whether CEO expertise and innovative
ideas during his tenure in a particular organisation affect significantly on the financial
performance of the PSX-100 listed companies through the following objectives:
1. To study the relationship of CEO Expert Power with innovation.
2. To study the relationship of CEO Expert Power with the financial performance of a
company.
Literature Review and Hypotheses Development
Important Key Theories
Schumpeter’s Theory of Innovation
Joseph Alois Schumpeter was a German economist who proposed the theory of innovation
for the first time and defined innovation as “the driving force of development”; the function
to be performed by entrepreneurs (Sweezy, 1943) merely as a CEO of an organisation. He
defined innovation by proposing five dimensions (Vyas, 2009);
a)
b)
c)
d)
e)

Improvement in existing product or creation of new product
Introducing a new industrial process
The opening of new market avenues
Changed input sources of resources
New organizational structure

Resource-based view
The resource-based view (RBV) provides a basis for the firm to attain competitive advantage,
primarily pertaining investment on valuable resources at the firm’s disposal (Wernerfelt,
1984; Rumelt, 1984; and Penrose, 1959). The resource-based view of the firm examines the
link between internal characteristics of an organization and organizational performance. It
recommends that physical, human and hierarchical resources (assets) are semi-permanently
tied to the organization. These resources are significant, uncommon and imperfectly imitable
resulting as unique assets within an organization. However, with this mixture of assets and
resources that create a difference among the organizations (Barney, 2001). According to the
theory of Minnick & Noga (2010), directors and CEOs play an essential role in the decision
of selecting strategies and resource allocation, performance and increased shareholder’s
wealth. These resources if properly utilised leads to the achievement of competitive
advantage plus highly sustained levels of organizational performance (Bowman, Cliff, &
Ambrosini, 2003).
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Resource Dependence Theory
Resource dependence theory deals with how these external resources affect the behaviour of
an organization. According to Pfeffer & Salancik (1978), Resource dependence theory states
that an organization’s corporate strategic inclination is linked to the opportunities available
for access to the required resources. In particular, resource dependence theorists suggest that
a board’s human and social capital design whether how directors govern and offer a piece of
advice to the firm. Consequently, this affects in one way or the other the ideas and resources
that they provide (Dalziel et al., 2011; Haynes & Hillman, 2010). Accordingly, the study of
resource dependence theory uses directors’ educational level and industry-specific experience
as indicators for board human capital (Barroso, Villegas, & Perez-Calero, 2011; Kroll,
Walters, & Wright, 2008).
CEO Power and Innovation
Chen (2015), through his research work, tried to find out the relationship among three
variables, i.e., Board Capital, CEO power and R&D Investment. The sample included 271
electronic firms, panel data for four years (2007-2010). Based on resource dependence
theory, he found that the education, expertise, and experience of CEO play a critical role in
making important decisions related to R&D investments. He concluded the results by using
multiple regression techniques. He finds from his research work that the interaction of CEO
power and board capital is positively related to the level of R&D investment. Lofsten (2016)
conducted research to analyse the relationship between business and innovation resources
with the survival of a firm. He calculated innovation through patents. The techniques he used
to analyse the data were factor analysis and regression. He found that the development of
patents is highly significant to firm survival and the patent firms had a higher rate of survival
than the non-patent firms. However, producing more patents is often an indication of a
powerful CEO (S. Sheikh, 2018).
Hypothesis 1: There is a significant impact of CEO expert power on the innovation of a firm.
Innovation and Financial Performance
Innovation is a complex phenomenon that involves formation and alteration of knowledge in
the form of new or modified products or services (Bigliardi, 2014). Many studies have
presented a positive and significant relationship innovation and financial performance
(Schroll and Mild, 2011; Van de Vrande, Dejong, Vanhaverbeke and Rochemoont, 2009;
Colombo Laurse, Magnusson, and Rossi-Lamastra, 2012). Walker (2004) found out a
significant positive effect of innovation on financial performance on reviewing the findings
of 30 empirical studies from 1984 to 2003. Most of the cases showed similar results. Bigliardi
(2014) found out the effect of innovation on financial performance through his research study
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involving 98 SMEs belonging to the food machinery industry as a sample. Using statistical
techniques of regression, he concluded that an increase in the innovation level increased
financial performance. Muiruri & Ngari (2014) found that financial innovation had a
significant effect on the financial performance of commercial banks in Kenya (2008-2012).
Ezzi & Jarboui (2016) conducted a research work based on a sample of 96 Tunisian
companies with high Research and Development from various industries. Working on
primary as well as secondary data, they concluded that there is a positive relationship
between innovation (R&D) and financial performance.
CEO Power and financial performance
For researchers, the relationship of CEO Power and performance of a firm is often thought to
be the story of ‘a chicken and egg’ quandary-crux being about which appeared first, CEO
Power or firm performance. Daily & Johnson (1997) were among the earliest researchers to
analyze the relationship of CEO Power with the performance of the firm. Using a panel data
of 100 firms from the fortune 500 companies during the year 1987 to 1990, they concluded
that CEO Power and firm performance are interrelated. The performance, according to them,
is the outcome of CEO Power. Adams, Almeida, & Ferreira (2005) concluded from their
research work that CEO power has a very significant effect on firm performance. They tested
their hypotheses on the sample of 336 firms selected from the 1998 Fortune 500 from the
year 1992 to 1999. They measured the CEO power on a structural basis. Qiao & Fung (2016)
calculated the effect of CEO power on the financial performance of a company by through
innovation. He considered the sample of Chinese Small-and-medium enterprises (SMEs)
from the year 2007-2013. The results of their research work indicated a significant effect of
CEO power on financial performance. Furthermore, according to them, CEO power and pay
can improve the innovation efficiency of SMEs. To calculate the output results for a set of
production inputs, they used the Stochastic Frontier Model (SFM) (Aigner, Lovell, &
Schmidt, 1977).
Hypothesis 2a: There is a significant effect of CEO expert power on the financial
performance of a firm (ROA).
Hypothesis 2b: There is a significant effect of CEO expert power on the financial
performance of a firm (ROE).
Methodology
Sample Construction
Based on studying the variables in the Pakistani context, this study determines the
relationship of CEO Power (Expert Power) with financial performance and innovation of
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PSX-100 listed companies. This study is deductive and descriptive, based on secondary data
available yearly on the website. The sample consists of various sectors of PSX including
Automobile Assembler, Automobile Parts and Accessories, Cement, Chemical, Engineering,
Pharma, Food, and Leather and Tanneries. The total population includes 123 companies out
of which the targeted sample consists of the 65 listed companies of PSX totalling in 195
observations. The sample collected is based on the availability of data using a purposive
sampling technique. The data are cross-sectional for the time period of three years (20152017).
Table 1: Filer/non filer companies (patent applications)
S.no. Sector
Total no.
companies
1

Automobile Assembler

2
3

11

of Filer
companies

Non-filer
companies

7

4

Automobile parts and Accessories 5
Cement
9

1
2

4
7

4

Chemical

14

4

10

5

Engineering

8

1

7

6

Pharmaceuticals

7

4

3

7

Food

7

2

5

8

Leather and Tanneries

4

2

2

Measuring Variables
CEO Power
The relation of CEO tenure and CEO Power is such that an increase in CEO tenure increases
the CEO Power (Ryan & Wiggins, 2004; Li & Wahid, 2017; DeBoskey et al., 2018). As the
CEO tenure increases, the level of the change introduced in a firm also increases. This is
because, with each increasing year of tenure, a CEO becomes more committed to
implementing his own unique way of running the organization (Hambrick & Fukutomi,
1991). According to literature, the tenure of a CEO positively affects the CEO Power (Barker
& Mueller, 2002). However, the independent variable of CEO Power is calculated based on
CEO Expert Power (Finkelstein, 1992). CEO Expert Power is measured as the tenure of a
CEO in a company, sorted out from the website of respective companies and another website
such as Bloomberg, Relationship science and Reuters.
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Financial Performance
The dependent variable of financial performance is calculated through the profitability ratios
of ROA and ROE (Brown & Caylor, 2006; Kostopoulos, Papalexandris, Papachroni, &
Loannou, 2011; Aggarwal, 2013; Muhammad, Rehman, & Waqas, 2016). The data is
collected from (1) the annual financial statements of the companies for the year 2015-2017
and (2) websites such as ksestock.com, sbp.org.pk.
Innovation
The other dependent variable of innovation is calculated as the number of patents filed by a
company in a year, the reason being the accuracy of results and availability of data (Salomon
& Shaver, 2005; Faberberg, 2010; Abbas, Zhang, & Khan, 2014; Qiao & Fung, 2016; Han,
Nanda, & Silveri, 2016). The data regarding patents are collected from the Intellectual
Property Organization (IPO) Pakistan website in the form of e-journals that are published on
a weekly and monthly basis.
Control Variables
The control variables for the dependent variable (financial performance) include firm age,
firm size and leverage (Qiao & Fung, 2016).
Firm Size
Larger companies have higher performance tending to invest more in R&D as compared to
the smaller firms (Booth, Aivazian, Demirguc-Kunt, & Maksimovic, 2001). This study
calculates the firm size as the natural logarithm of Current Assets (ln CA) (Bujadi &
Richardson, 1997; Barker & Mueller, 2002; Chen, Hsu, & Huang 2008).
Age of the Firm
The age of a firm refers to the years a firm has survived in the market since the beginning.
The firms having a higher age are considered to be more stable and able to invest in R&D as
compared to newly established firms. Firm age is calculated as the natural logarithm of the
number of years a firm has existed (Brown & Caylor, 2004; Ezzi & Jarboui, 2016).
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Leverage
Many studies illustrate that the performance of the highly leveraged firm is poor as compared
to less highly leveraged firms (Cai & Zhang, 2011). The Leverage is calculated as the ratio of
the book value of long-term debts to assets (Han, Nanda, & Silveri, 2016).
Empirical Methodology
The analysis of data is done with the help of E-views. The data is analyzed using statistical
techniques of multiple regression and correlation. In order to check the statistical model of
the study, the panel data is analysed through the Random Effect Model with the help of the
Hausman Test. The assumptions of Ordinary Least Square (OLS) method are also part of
measurement techniques, i.e., Multicollinearity, Heteroscedasticity, and Auto-correlation.
The two hypotheses concluded from the literature review are based on three models to
analyze the relationship between the variables shown below,
Hypothesis 1
Model 1: Patent = α + β1*tenure + β2*firmage + β3*firmsize + β4*leverage + Є
Hypothesis 2a
Model 2: ROA = α + β1*tenure + β2*firmage + β3*firmsize + β4*leverage + Є
Hypothesis 2b
Model 3: ROE = α + β1*tenure + β2*firmage + β3*firmsize + β4*leverage + Є
Where,
Patent= No. of patent applications filed by the company
Tenure= No. of years CEO has served in the company
Firmage= Age of the firm from its existence
Firmsize= No. of total assets
Leverage= debt-asset ratio
ROA= Return on assets
ROE= Return on equity
Є= Error
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Results
Descriptive Statistics
Table 2: Descriptive statistics of the variables

1
2
3
4
5
6
7

Variables
ROA
ROE
Tenure
Patent
Firmage
Firmsize
Leverage
Observations

Mean
9.01
12.8
1.60
0.64
3.57
15.57
8.62
195

Median
9.26
16.25
1.79
0
3.6
15.8
3.65
195

Maximum
36.91
79.61
3.56
14
5.1
18.4
73.03
195

Minimum
-21.02
-380.54
0
0
1.9
11.4
0
195

Std. Dev.
8.43
34.67
1.09
1.48
0.55
1.53
11.4
195

Correlation and Regression Analysis
Hypothesis 1
Model 1: Patent = α + β1*tenure + β2*firmage + β3*firmsize + β4*leverage + Є
Table 3: Correlation Analysis
Patent
Patent
1.000000
Firmage
0.095778
Firmsize
0.215907
Leverage
-0.141514
Tenure
-0.152817

Firmage

Firm size

Leverage

Tenure

1.000000
-0.019849
-0.210535
-0.103275

1.000000
0.275603
-0.207322

1.000000
-0.256631

1.000000

Table 3 shows the weak correlation among the variables. The variable of the patent shows a
positive but weak correlation with the variables of firmage (0.095778) and firm size
(0.215907), whereas, the patent shows a negative but weak correlation with leverage (0.141514) and tenure (-0.152817). On applying the linear regression tool (table 5) the model
calculates R2 as 5%, which concludes that the independent variables are not significant. The
P-Value (24.13%) of tenure shows that it is not a significant variable to explain patents. The
Prob (F-statistic) value is less than 5% which means the F-statistic is significant and shows a
significant combined effect of independent variables on the dependent variable. The model
showed no multicollinearity as the R2 value is not high, and there are few insignificant
values. The value of Durbin-Watson (2.312584) shows that there is no autocorrelation. For
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heteroscedasticity, the computed p-value is greater (0.432) than the significance level
alpha=0.05; the null hypothesis cannot be rejected as the residuals are homoscedastic.
Table 4: Probability using Hausman Test
Test Summary
Chi-Sq. Statistic
Cross-section random

Chi-Sq. d.f.

5.362838

Table 5: Regression Analysis
Variable
Coefficient

Prob.

4

0.2521

Std. Error

t-Statistic

Prob.

C

-2.867971

1.540514

-1.861698

0.0642

Tenure

-0.020155

0.017147

-1.175461

0.2413

Firmage

0.004125

0.006441

0.640395

0.4227

Firmsize

0.235171

0.095726

2.456703

0.0149

Leverage

-0.017800

0.010551

-1.687083

0.0332

R-squared

0.051406

Mean dependent var

Adjusted R-squared

0.031435

S.D. dependent var

F-statistic

3.574103

Durbin-Watson stat

Prob(F-statistic)

0.039109

0.31347
9
1.00884
1
2.31258
4

Hypothesis 2a
Model 2: ROA = α + β1*tenure + β2*firmage + β3*firmsize + β4*leverage + Є
Table 6: Correlation Analysis
Roa
Roa
1.000000
Tenure
-0.052304
Firmage
0.183145
Firmsize
0.526589
Leverage
-0.187846

Tenure

Firmage

Firmsize

Leverage

1.000000
-0.103275
-0.207322
-0.256631

1.000000
-0.019849
-0.210535

1.000000
0.51603

1.000000

Table 6 shows ROA has a weak correlation with the tenure (-0.052304), firmage (0.183145)
and leverage (-0.187846). The result of probability (35.55%) is not significant. The R2 value
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is 8.8450% which shows that the independent variables are not significant (table 8). The Pvalue of tenure (83.72%) is also not significant. Thus, tenure is not a significant variable in
the model. The control variables are, however, significant for the dependent variable of ROA.
The Prob (F-statistics), which is less than 5% shows the significance and the combined effect
of independent variables on the dependent variable. The model showed that there is no
multicollinearity between the variables as the R2 value is not high. The Durbin-Watson stat
(1.88) indicates that there is no autocorrelation in the model. For heteroscedasticity, the
computed p-value is greater (0.626) than the significance level alpha=0.05, which means the
residuals are homoscedastic. Conclusively, the null hypothesis cannot be rejected.
Table 7: Probability using Hausman Test
Test Summary
Chi-Sq. Statistic
Cross-section random

Chi-Sq. d.f.

4.392298

Table 8: Regression Analysis
Variable
Coefficient
C
-19.28499
Tenure
-0.020475
Firmage
0.054625
Firmsize
1.755106
Leverage
-0.127855
R-squared
0.088450
Adjusted R-squared 0.069259
F-statistic
4.609041
Prob(F-statistic)
0.001420

4

Prob.
0.3555

Std. Error
t-Statistic
8.808090
-2.189464
0.099480
-0.205819
0.038125
1.432801
0.546970
3.208782
0.049553
-2.580175
Mean dependent var
S.D. dependent var
Durbin-Watson stat

Prob.
0.0298
0.8372
0.0536
0.0016
0.0106
3.039610
4.236085
1.882495

Hypothesis 2b
Model 3: ROE = α + β1*tenure + β2*firmage + β3*firmsize + β4*leverage + Є
Table 9: Correlation Analysis
Roe
Roe
1.000000
Tenure
0.021648
Firmage
0.092674
Firmsize
0.202702
Leverage
-0.051330

Tenure

Firmage

Firm size

Leverage

1.000000
-0.103275
-0.207322
-0.256631

1.000000
-0.019849
-0.210535

1.000000
0.595603

1.000000
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The correlation in this model (table 9) shows ROE has a positive and weak correlation with
tenure (0.021648), firmage (0.092674), firm size, i.e., (0.202702) whereas, it has a negative
and weak correlation with leverage (-0.051330). For regression between the dependent and
independent variable, the Hausman test was conducted to check the fixed/random effect. The
result of probability was 97.23% which means the result was not significant (table 10). The
R2 value i.e., 4.5% shows that the independent variables were not significant. This also means
that independent variable only explains some percentage of the dependent variable in the
model. The P-value of tenure was not significant, which was 50.13% being greater than 5%.
So, tenure was not a significant variable in this model. The value of Prob (F-statistics), i.e.,
4.3967% is significant in the model. The model showed that there is no multicollinearity
between the variables as the R2 value is not high. The Durbin-Watson stat i.e., 2.5 showed
that there is no autocorrelation in the model. For heteroscedasticity the computed p-value is
greater (0.892) than the significance level alpha=0.05, the null hypothesis cannot be rejected,
which means the residuals are homoscedastic. Conclusively, the null hypothesis cannot be
rejected.
Table 10: Probability using Hausman Test
Test Summary
Chi-Sq. Statistic
Cross-section random

0.512145

Table 11: Regression Analysis
Variable
Coefficient
C
-75.78118
TENURE
0.236345
FIRMAGE
0.130509
FIRMSIZE
5.357349
LEVERAGE
-0.244890
R-squared
0.045468
Adjusted R-squared
0.025373
F-statistic
2.262615
Prob(F-statistic)
0.043967

Chi-Sq. d.f.

Prob.

4

0.9723

Std. Error
t-Statistic
31.70405
-2.390268
0.350767
0.673793
0.130321
1.001438
1.978165
2.708242
0.258556
-0.947143
Mean dependent var
S.D. dependent var
Durbin-Watson stat

Prob.
0.0178
0.5013
0.3179
0.0074
0.3448
9.775254
30.93832
2.596425

Discussion and Implications
This study empirically examines if and how CEO Power based on his expertise, i.e., CEO
Expert power (Finkelstein, 1992) affects the financial performance and innovation on PSX
100 listed companies. The three theories relate to this study i.e., Schumpeter theory of
innovation, Resource-based view and Resource dependency theory. The Schumpeter theory
of innovation was the first of its kind to define the word “innovation” by addressing its five
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dimensions. These five dimensions explain the true context and meaning of what possibly
innovation could be. The second theory, which is the Resource-based view, defines the value
of the internal performance of an organization by mention the internal resources as true
assets. The third theory explains the experience and education of board management, i.e., a
CEO (in this study) has for the proper management and utilization of resources. Only
efficient planning and working can prove in the successful outcome of resources which can
result from the expertise the senior authorities have from education/knowledge and
experience. A CEO shows his expertise as a result of the knowledge and experience he has
gained during his life.
For hypothesis 1 the literature showed a significant impact of CEO expert power on the
innovation (Chen H. L., 2015; Lofsten, 2016; & Qiao & Fung, 2016) where this study did not
show a significant relationship. This shows that in Pakistan, not every innovation is
considered to have the criteria of filing it as a patent. However, innovation can be in the form
of research and development as well as having a different measure. Thus, to calculate the
variable of innovation, the patent may not be a suitable measure. Each sector listed in PSX
has its own definition and dimension for innovation such as product or process innovation.
This means that innovation is sector-specific and cannot be measured collectively.
Conclusively, calculation of innovation related to each sector individually may show
significant results. It is observed in Pakistan that private companies mostly carry activity of
filing patents as compared to public companies. Whereas, the trend is the opposite in the
developed countries. The other reason may be less awareness about patents relation with the
innovation among the higher hierarchy, shareholders and the general public. For hypothesis
2a & 2b, this study did not show significant results where the past researches showed that
CEO expert power had a significant effect on the financial performance of a firm (Harjoto &
Jo, 2009; Schroll & Mild, 2011; Atalay, Anafarta, & Sarvan, 2013; Muiruri & Ngari, 2014;
Bigliardi, 2014; Rehman, 2016; & Ezzi & Jarboui, 2016) where. An acknowledgement of the
fact is that there is insufficient work done on CEO expert power in Pakistan. Out of the four
dimensions of CEO power, the expert power dimension stills lacks a proper study in Pakistan.
Moreover, the hypothesis results in a statement that CEO expertise does not have any
significant effect on financial performance based on the tenure for which a CEO works in that
particular company. It is not the tenure that matters if a CEO has to improve the financial
performance; it may be the teamwork or other aspects such as experience and education,
which may have a significant effect.
Limitations and Future Area of Research
Innovative activities are firm-specific (Aftab, 2017) so patents may be relevant for few
sectors while irrelevant to others. The study did not show the significant results which may be
due to the limited availability of data. Out of the four dimensions of CEO power, the other
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dimensions can also be studied. The literature review for the other three dimensions is
available even in the perspective of Pakistan, but the expert power variable is still
unexplored. This study has analyzed CEO Expert power based on Tenure where it can also
be calculated based on knowledge and experience (Qiao & Fung, 2016), board duality, etc.
The data considered in this study is just for three years (2015-2017) because of the limited
availability of data. The time frame can be extended to get better results in the future. For
innovation, only one variable is used, which is patents. However, the literature suggests that
innovation can also be estimated through Research & Development expense.
Moreover, there are various types of innovation, such as product innovation, process
innovation which can be focused individually. The work can further be extended by focusing
on a limited number of sectors as the Innovative activities are firm-specific (Aftab, 2017) so
patents may be relevant for a few sectors while irrelevant for others. The limited number of
control variables can also be increased by variables such as CEO age, work experience,
knowledge. The dependent variables can also be altered by variables like Tobin Q, Return on
Investment, Net Profit Margin.
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