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Abstract 

 

In this paper, the research is focused on the empirical study regarding the impact of financing policy on 
the companies’ financial performance from the pharmaceutical sector, in Europe and in the United 
States of America, considering that these two geographic areas were strongly involved in the supply of 
medicine, in the COVID-19 pandemic crisis. To identify the most representative determinants of the 
companies' financial performance, from the financing policy perspective, there were investigated a 
series of studies from the international literature and there were formulated research hypotheses. The 
database consists of 466 companies, over a period of 10 years, respectively 2012-2021, cumulating a 
number of 4660 statistical observations, which are used to estimate multiple regression models, with 
panel data, unbalanced, linear, with no effects, with fixed effects or with random effects. The dependent 
variables, according to which the empirical models were estimated, are Return on Assets, Return on 
Equity and Price Earnings Ratio. The independent variables are represented by long-term indebtedness, 
short-term indebtedness, net debt, current ratio, effective tax rate, asset tangibility, being also used 
control variables such as dividend payout ratio and company size, measured by turnover and market 
capitalization. The results highlight, mainly, the negative influence of indebtedness on Return on Assets 
and Return on Equity, respectively positive influence on Price Earnings Ratio. Furthermore, the results 
of the empirical models are interpreted from a statistical and economic point of view, by referring to 
the hypotheses formulated based on previous studies. 

Keywords: financing policy; financial performance; pharmaceutical sector; panel data regression 
model. 
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Introduction 

 
In the context of the COVID-19 pandemic, the 
research is carried out with the purpose of 
capturing the influences of financing policy on 
the financial performance of companies in the 
most affected sector during the COVID-19 period, 
namely the pharmaceutical sector in Europe and 
the United States of America. In this context, 
close attention has been paid to the impact of 
sales on the financial performance of these 
companies. The paper provides complex and 
timely information for company managers, their 
shareholders, as well as potential investors 
concerned about the impact of financing policy 
on the companies’ financial performance. 
 
The fundamental objective of the research is to 
analyze the influence of financing policy on the 
financial performance of companies in the 
pharmaceutical sector in Europe and the United 
States of America, over a period that includes the 
COVID-19 pandemic crisis in the year 2020. 
Building on the fundamental objective, the 
research encompasses several specific objectives 
to simultaneously investigate: the impact of 
indebtedness on financial performance, along 
with other indicators characterizing liquidity, 
taxation, dividend distribution policy and 
company size. To enhance the relevance of the 
results, given that the companies in the database 
are listed on international stock exchanges, the 
research employs not only financial performance 
indicators in accounting values (ROA and ROE), 
but also financial performance indicators 
expressed in market values (PER). 
 
The research begins with an investigation of 
previous studies in the international specialized 
literature and is followed by an empirical 
analysis of the influence of financing policy on the 
financial performance of companies in the 
pharmaceutical sector in Europe and the United 
States of America. These two geographical areas 
were significantly involved in providing 
medications in the context of the COVID-19 
pandemic. The research concludes with the 
presentation of statistical and economic results. 
The obtained results are interpreted in relation 
to the previously cited studies from the literature 
review, which formed the basis for the research 
hypotheses. 
 
The impact of financing policy on the companies' 
financial performance is widely analyzed in 
international scientific literature, and previous 
research results highlight positive or negative 

influences of the financing structure on financial 
performance. In this case, 
it is worthy of note that long-term indebtedness 
negatively affects return on assets (Nenu, Vintilă 
& Gherghina, 2018; Kao, Hodgkinson & Jaafar, 
2019; Nazir, Azam & Khalid, 2021), as well as 
return on equity (Ting et al., 2020; Kao, 
Hodgkinson & Jaafar, 2019; Co, Uong & Nguyen, 
2021), while price earnings ratio is positively 
influenced by the long-term indebtedness (Ting 
et al., 2020). Moreover, short-term indebtedness 
has a negative influence on return on assets 
(Nazir, Azam & Khalid, 2021; Nenu, Vintilă & 
Gherghina, 2018). 
 
The empirical research is carried out on a 
database comprising 466 pharmaceutical 
companies in Europe and the United States of 
America, over a period of 10 years, specifically 
2012-2021, amassing a total of 4660 statistical 
observations. The dependent variables used as a 
measure of companies' financial performance are 
indicators expressed in both accounting values 
and market values. The main independent 
variables, also identified in previous studies, that 
form the basis for the research hypotheses, 
consist of indebtedness, liquidity, taxation, and 
asset tangibility. Control variables include 
indicators of company size, measured by 
turnover and market capitalization. To enhance 
the robustness of the research, along with the 
factorial variables taken from previous studies, 
there have been included in the empirical models 
other independent variables significantly 
impacting financial performance, from the 
financing policy perspective, measured by 
indicators such as Net Debt and Dividend Payout 
Ratio. 
 
There were estimated unbalanced panel data 
multiple regression models, with no effects, with 
fixed effects and with random effects, using the 
EViews 12 software. For each dependent 
variable, two econometric models were used, 
each model being estimated without effects, with 
cross-section random effects, with cross-section 
fixed effects, and with both cross-section and 
period fixed effects. The empirical study results 
highlighted a positive or negative impact of the 
factorial variables on the companies’ financial 
performance, validating 7 out of the 10 proposed 
research hypotheses. 
 
At the end of the paper, there is presented a 
summary of the most important results 
regarding the influence of financing policy on the 
financial performance of pharmaceutical 
companies in Europe and the United States of 
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America. The empirical research results are 
being interpreted from both a statistical and an 
economic standpoint. 

Literature Review 

 
The impact of financing policy on the companies' 
financial performance is widely analyzed in 
international scientific literature, and previous 
research results illustrate positive or negative 
influences of the financing structure on financial 
performance. 
 
In an interesting study (Ullah et al., 2020), there 
were analyzed the effects of the capital structure 
on the financial performance of 90 companies in 
the textile industry listed on the Pakistan Stock 
Exchange during the period 2008-2017. There 
was identified a negative influence of the debt-to-
equity ratio on financial performance. 
Furthermore, there was a positive impact of 
sales’ growth on performance, while the 
company's size negatively affected ROE. Another 
relevant approach (Ngo, Tram & Vu, 2020) 
investigated the impact of debts on the 
profitability of non-financial companies listed on 
the stock market in Vietnam. The research was 
carried out on a sample of 118 non-financial 
companies over a period of nine years, from 2009 
to 2017. The research results highlighted that 
indebtedness had a statistically significant 
negative effect on corporate profitability, while 
the other variables positively influenced 
performance, apart from asset tangibility, which 
had both a positive and negative impact. 
 
Ting et al. (2020) examined the impact 
indebtedness, alongside environmental, social, 
and governance initiatives, has on the financial 
performance of companies. The sample consisted 
of 4886 firms from emerging and developed 
markets, during the period 2014-2018. The 
results evidenced that long-term indebtedness 
positively influenced PER and Tobin’s Q and 
negatively impacted ROE. Company size had a 
negative impact on the dependent variables PER 
and Tobin’s Q, while company’s age negatively 
influenced Tobin’s Q. Another relevant study 
(Jawoeski & Czerwonka, 2018) investigated the 
influence of capital structure on the profitability 
of a sample of 372 companies listed on the 
Warsaw Stock Exchange during the period 1998-
2016. Research results indicated a negative 
influence of total indebtedness and a positive 
influence of long-term indebtedness on company 
performance, while company size positively 
influenced profitability. 
 

In the international specialized literature, 
another interesting approach (Nenu, Vintilă & 
Gherghina, 2018) focused on the impact of 
capital structure on the risk and financial 
performance of non-financial companies listed 
on the Bucharest Stock Exchange, during the 
period 2000-2016. The authors found out a 
positive influence of the current ratio and cash 
ratio, market capitalization and depreciation on 
financial performance, unlike company size, 
short-term and long-term indebtedness, effective 
tax rate and quick ratio which negatively 
influenced ROA. Habibniya et al. (2022) disclosed 
the importance of indebtedness as a funding 
source, with a significant impact on financial 
performance. The research was conducted on a 
sample of 72 companies from the 
telecommunications sector in the United States 
of America, during the period 2012-2020. The 
results showed that the total debt ratio 
negatively influenced ROA and positively 
impacted ROE. Meanwhile, company size, as a 
control variable, exerted a positive influence on 
ROA and an insignificant impact on ROE. 
 
In a scientific paper (Kao, Hodgkinson & Jaafar, 
2019), there were analyzed the effects of a 
company's financial structure and its board of 
directors on the performance of enterprises 
listed in Taiwan during the period 1997-2015. It 
was observed that company size had a positive 
influence on accounting indicators and a negative 
impact on market indicators. Debt also showed a 
negative impact on the dependent variables ROA 
and ROE. Another recent and representative 
research study (Wieczorek-Kosmala, Błach & 
Gorzen-Mitka, 2021) investigated the factors 
determining the profitability of unlisted energy 
companies in four Central European countries: 
Hungary, Poland, Slovakia and the Czech 
Republic, over the period 2015-2019. For that 
purpose, there were noted negative influences of 
total indebtedness and long-term indebtedness 
on performance, as well as positive influences of 
short-term indebtedness on ROA. Additionally, it 
was highlighted that company size had a positive 
impact on ROA, profitability was negatively 
affected by asset tangibility, while liquidity had 
both positive and negative influences on financial 
performance. 
 
The relationship between capital structure and 
company profitability was also studied by Perri 
and Cela (2022), who focused on a sample of 53 
construction industry enterprises in Albania 
during the period 2016-2019. The study’s results 
highlighted the statistically insignificant 
influence of all the indicators of capital structure 
on ROA. However, there was only a positive and 
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significant influence of the total debt to equity 
ratio on ROE. The impact of financing policy on 
the companies’ profitability was also 
investigated by Georgakopoulos et al. (2022) on 
a sample of 10 top enterprises from the energy 
sector, over an 11-year period, from 2009 to 
2019. The analysis results highlighted positive 
influences of long-term indebtedness on 
profitability, but also a negative impact of 
company size on financial performance. 
 
Ahmed and Bhuyan (2020) analyzed the 
relationships between capital structure and 
financial performances for a sample of 91 
companies from the services sector in Australia 
from 2009 to 2019. There was identified a 
positive influence of the current ratio and long-
term indebtedness on both ROA and ROE. An 
interesting analysis (Agmas, 2020) was 
conducted in a study on a sample of 30 
construction companies in Ethiopia over the 
period 2011-2015. The study results indicated a 
positive influence of long-term indebtedness on 
both ROA and ROE, and a negative impact of total 
indebtedness on financial performance. 
 
The results of another research study (Lazăr & 
Istrate, 2018) highlighted the negative influence 
of taxation on the companies’ financial 
performance. The authors also integrated other 
independent variables, such as asset tangibility, 
leverage, and company size, which negatively 
impacted performance, in contrast to cash 
liquidity and sales growth, which positively 
influenced ROA. Another representative study 
(Co, Uong & Nguyen, 2021) focused on the 
relationship between capital structure and the 
profitability of rubber manufacturing companies 
listed on the Vietnam Stock Exchange during the 
period of 2015-2019. The research results 
indicated that the profitability of companies was 
positively influenced by total indebtedness, 
company size, revenue growth, but negatively 
impacted by long-term indebtedness. The impact 
of debt on financial performance was examined 
in a recent study (Nazir, Azam & Khalid, 2021), 
which investigated the relationships between 
indebtedness and financial performances of 30 
companies from the automotive, cement and 
sugar sectors listed on the Pakistan Stock 
Exchange from 2013 to 2017. The results showed 
a negative impact of both short-term and long-
term indebtedness on financial performance, 
while company size and sales growth had 
positive effects on the financial performance of 
the companies. 
 

Based on the results of these previous studies, 
the following research hypotheses are 
considered: 
 
H1: Long-term indebtedness negatively 
influences ROA (Nenu, Vintilă & Gherghina, 2018; 
Kao, Hodgkinson & Jaafar, 2019; Nazir, Azam & 
Khalid, 2021). 
H2: Long-term indebtedness negatively 
influences ROE (Ting et al., 2020; Kao, 
Hodgkinson & Jaafar, 2019; Co, Uong & Nguyen, 
2021). 
H3: Long-term indebtedness positively influences 
PER (Ting et al., 2020). 
H4: Short-term indebtedness negatively 
influences ROA (Nazir, Azam & Khalid, 2021; 
Nenu, Vintilă & Gherghina, 2018). 
H5: Current ratio positively influences ROA 
(Wieczorek-Kosmala, Błach & Gorzen-Mitka, 
2021; Nenu, Vintilă & Gherghina, 2018). 
H6: Current ratio positively influences ROE 
(Ahmed & Bhuyan, 2020). 
H7: Effective tax rate negatively influences ROA 
(Lazăr & Istrate, 2018; Nenu, Vintilă & Gherghina, 
2018). 
H8: Asset tangibility negatively influences ROA 
(Lazăr & Istrate, 2018; Wieczorek-Kosmala, 
Błach & Gorzen-Mitka, 2021). 
H9: Company size positively influences ROA 
(Jawoeski & Czerwonka, 2018; Nenu, Vintilă & 
Gherghina, 2018; Habibniya et al., 2022; Kao, 
Hodgkinson & Jaafar, 2019; Wieczorek-Kosmala, 
Błach & Gorzen-Mitka, 2021; Nazir, Azam & 
Khalid, 2021). 
H10: Company size positively influences ROE 
(Jawoeski & Czerwonka, 2018; Kao, Hodgkinson 
& Jaafar, 2019; Co, Uong & Nguyen, 2021). 
 
These hypotheses will be further tested, within 
the quantitative models estimated for 
pharmaceutical companies, using the specified 
variables in Table 1. 
 

Research Methodology 

 
To highlight the impact of financing policy on the 
performance of pharmaceutical companies in 
Europe and the United States of America, several 
empirical models have been estimated, which 
integrate debt indicators along with indicators 
reflecting liquidity, taxation, dividend 
distribution policy and company size. 

Database and Research Variables 

 
The empirical research is carried out on a sample 
of 466 companies operating in the 
pharmaceutical industry in Europe and the 
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United States of America, over a period of 10 
years, from 2012 to 2021, amassing a total of 
4660 statistical observations. 

Table 1 presents the variables integrated into the 
models which analyze the impact of financing 
policy on the companies’ financial performance. 

 
Table 1. Variables used in the empirical research 

 

Symbol Variable Calculation method Authors 

Dependent variables 

ROA Return on Assets Net income / Total assets 

Jawoeski & Czerwonka (2018); Habibniya et al. (2022); Kao, 
Hodgkinson & Jaafar (2019); Wieczorek-Kosmala, Błach & 
Gorzen-Mitka (2021); Nenu, Vintilă & Gherghina (2018); Perri 
& Cela (2022); Ahmed & Bhuyan (2020); Agmas (2020); Lazăr 
& Istrate (2018); Nazir, Azam & Khalid (2021) 

ROE Return on Equity Net income / Equity 

Ting et al. (2020); Ullah et al. (2020); Jawoeski & Czerwonka 
(2018); Habibniya et al. (2022); Kao, Hodgkinson & Jaafar 
(2019); Perri & Cela (2022); Ahmed & Bhuyan (2020); Agmas 
(2020); Co, Uong & Nguyen (2021) 

PER Price Earnings Ratio 
Price per share / Earnings 
per share 

Ting et al. (2020) 

Independent variables 

LTD 
Long-term 
Indebtedness 

Long-term debt / Total 
assets 

Ting et al. (2020); Jawoeski & Czerwonka (2018); 
Georgakopoulos et al. (2022); Ahmed & Bhuyan (2020); Agmas 
(2020); Nenu, Vintilă & Gherghina (2018); Kao, Hodgkinson & 
Jaafar (2019); Co, Uong & Nguyen (2021); Nazir, Azam & Khalid 
(2021) 

STD 
Short-term 
Indebtedness 

Short-term debt / Total 
assets 

Nazir, Azam & Khalid (2021); Nenu, Vintilă & Gherghina (2018) 

NETD Net Debt 
(Total debt – Cash & cash 
equivalents) / Equity 

Variable proposed by author to be integrated in the estimated 
models 

CRTR Current Ratio 
Short-term assets / Short-
term debt 

Wieczorek-Kosmala, Błach & Gorzen-Mitka (2021); Nenu, 
Vintilă & Gherghina (2018); Ahmed & Bhuyan (2020) 

ETR Effective Tax Rate 
Income tax expense / 
Earnings before taxes 

Ngo, Tram & Vu (2020); Nenu, Vintilă & Gherghina (2018); 
Lazăr & Istrate (2018) 

TANG Asset Tangibility 
Tangible assets / Total 
assets 

Ngo, Tram & Vu (2020); Wieczorek-Kosmala, Błach & Gorzen-
Mitka (2021); Lazăr & Istrate (2018) 

Control variables 

DIVR Dividend Payout Ratio 
Total dividends / Net 
income 

Variable proposed by author to be integrated in the estimated 
models 

TURN Turnover 
Turnover from Income 
Statement 

Ullah et al. (2020); Georgakopoulos et al. (2022); Lazăr & Istrate 
(2018); Ngo, Tram & Vu (2020); Jawoeski & Czerwonka (2018); 
Nenu, Vintilă & Gherghina (2018); Habibniya et al. (2022); Kao, 
Hodgkinson & Jaafar (2019); Wieczorek-Kosmala, Błach & 
Gorzen-Mitka (2021); Co, Uong & Nguyen (2021); Nazir, Azam 
& Khalid (2021) 

MCAP Market Capitalization 
Number of shares * Stock 
price 

Source: author’s own processing 
 

 
The variables used in estimating the quantitative 
models were established based on previous 
studies, as defined in the 10 research hypotheses. 
In addition to the variables derived from the 
literature review, two other factorial variables 
were proposed and used, considered to have a 
significant impact on the financial performance 
from the financing policy perspective: Net Debt 
and Dividend Payout Ratio. 

Descriptive Statistics and Correlation Analysis 

 
The descriptive statistics of the variables 
included in the empirical models are presented in 
Table 2. It is noteworthy that there is an average 
dividend payout ratio of 35.15%, which suggests 
an average net income reinvestment rate of 
64.85%, indicating a good policy of financing 
companies from their own funding sources. 
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Table 2. Descriptive statistics 
 

Variable Mean Median Minimum Maximum Std. Dev. 

ROA 0.092192 0.069500 0.001000 0.281350 0.072267 

ROE 0.202688 0.145000 0.001000 0.673550 0.176645 

PER 34.00799 22.07861 5.296344 174.4551 37.34075 

LTD 0.160517 0.126756 0.000000 0.705223 0.158566 

STD 0.040789 0.019287 0.000000 0.573865 0.064688 

NETD 0.229190 0.095940 -1.425994 2.174326 0.708363 

CRTR 3.032744 2.317445 0.284360 16.18476 2.784839 

ETR 0.188978 0.198254 -0.172018 0.572761 0.147577 

DIVR 0.351497 0.250269 0.000000 1.122391 0.365720 

TANG 0.173788 0.137427 0.000850 0.533489 0.141657 

TURN 4.01E+09 4.27E+08 1,110,000 1.70E+10 6.47E+09 

MCAP 6.90E+09 1.09E+09 12,144.21 2.42E+10 9.59E+09 

Source: author’s own computation 
 

 
It can be observed that the average long-term 
indebtedness (16.05%) is higher than the 
average short-term indebtedness (4.08%) and 
there are also companies that do not fund 
themselves through either long-term or short-
term debt. Furthermore, there is an average net 
debt of 22.92%, highlighting the ratio between 

total debt, which is not covered by cash & cash 
equivalents, and equity. 
 
To determine the strength of the relationship 
between variables, a correlation matrix was 
developed and is presented in Table 3. 

 
Table 3. Correlation matrix 

Variable 1 2 3 4 5 6 

1. ROA 1      

2. ROE 0.876613 1     

3. PER -0.309440 -0.292475 1    

4. LTD -0.108683 -0.030733 0.038470 1   

5. STD -0.252493 -0.071806 -0.028162 0.006257 1  

6. NETD 0.052922 0.079851 -0.005439 0.588126 0.325172 1 

7. CRTR 0.068577 -0.023347 0.014895 -0.170095 -0.316140 -0.440539 

8. ETR -0.212349 -0.198270 0.159164 0.015949 -0.047040 0.052065 

9. DIVR -0.043759 -0.013101 -0.088208 -0.045852 -0.053807 0.057187 

10. TANG 0.062450 0.044381 -0.029486 0.026534 0.094575 0.285897 

11. TURN 0.166499 0.237112 -0.089555 0.104254 -0.101769 0.236402 

12. MCAP 0.218878 0.302603 -0.053339 0.158659 -0.119663 0.282914 

Variable 7 8 9 10 11 12 

7. CRTR 1      

8. ETR -0.013877 1     

9. DIVR -0.091584 0.012456 1    

10. TANG -0.245643 -0.009176 -0.017635 1   

11. TURN -0.147516 -0.011677 0.432351 -0.038086 1  

12. MCAP -0.142011 -0.011550 0.361145 -0.018826 0.914365 1 
 

Source: author’s own computation 
 

In Table 3, positive and strong correlations can 
be observed between the dependent variables 
ROA and ROE, as well as between the control 
variables turnover and market capitalization. To 
avoid the multicollinearity phenomenon, 
independent variables with strong correlation 

coefficients have been included in different 
regression models as measures of company size. 

Empirical Analysis and Results 

Empirical Analysis 
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In this research, to investigate the 466 companies 
from the pharmaceutical sector in Europe and 
the United States of America, over the period 
2012-2021, there were estimated unbalanced 
panel data multiple regression models, without 
effects, with fixed effects and with random 
effects, using the EViews 12 software. 
 

For each dependent variable, respectively ROA 
(Table 4), ROE (Table 5) and PER (Table 6), two 
econometric models were used, each model 
being estimated without effects, with cross-
section random effects, with cross-section fixed 
effects, and with both cross-section and period 
fixed effects. 

 
Table 4. Econometric results for ROA models 

 

Variable 

Model ROA1 Model ROA2 

No effects 

Cross-
section 
random 
effects 

Cross-
section fixed 

effects 

Cross-
section and 
period fixed 

effects 

No effects 

Cross-
section 
random 
effects 

Cross-
section fixed 

effects 

Cross-
section and 
period fixed 

effects 

LTD 

-0.016021 -0.092952*** -0.105678*** -0.107186*** -0.005776 -0.081114*** -0.088180*** -0.085682*** 

(-
0.674129) 

(-4.083178) (-4.134046) (-4.168812) (-0.237939) (-3.465592) (-3.324741) (-3.214961) 

STD 
0.039391 -0.039190 -0.106547*** -0.108604*** 0.070715* -0.019002 -0.090889** -0.092975** 

(1.035442) (-1.079088) (-2.540924) (-2.564067) (1.743234) (-0.485483) (-2.006646) (-2.033125) 

NETD 

-
0.025921*** 

-0.005299 0.000514 0.000688 -0.026899*** -0.006917 -0.001842 -0.001175 

(-
4.683591) 

(-1.079696) (0.097109) (0.129159) (-4.767328) (-1.404219) (-0.344951) (-0.219203) 

CRTR 
0.007716*** 0.004985*** 0.003581*** 0.003713*** 0.007104*** 0.004006*** 0.002252** 0.002201** 

(8.401575) (5.594659) (3.476824) (3.568528) (8.077021) (4.779573) (2.35325) (2.290551) 

ETR 

-
0.082697*** 

-0.076109*** -0.065044*** -0.067477*** -0.078813*** -0.069033*** -0.057921*** -0.061513*** 

(-
5.862933) 

(-6.616575) (-5.320878) (-5.465391) (-5.426087) (-6.02563) (-4.769843) (-5.032653) 

DIVR 

-0.011858* -0.046164*** -0.056340*** -0.055835*** -0.008319 -0.045160*** -0.054893*** -0.054022*** 

(-
1.866211) 

(-6.734256) (-7.351843) (-7.242867) (-1.300759) (-6.762532) (-7.39762) (-7.247241) 

TANG 

-0.027538* -0.053147** -0.046444 -0.037392 -0.021563 -0.039870 -0.016696 -0.001504 

(-
1.793093) 

(-2.275457) (-1.291392) (-1.025903) (-1.321539) (-1.602283) (-0.420894) (-0.037438) 

LOG(TURN) 
0.004390*** 0.004206*** 0.005782** 0.006908***         

(4.58249) (2.93014) (2.207923) (2.540334)         

LOG(MCAP) 
        0.004608*** 0.003357*** 0.005457* 0.007927*** 

        (4.819665) (2.458921) (1.908493) (2.601401) 

C 
0.015599 0.052434* 0.028979 0.005490 0.002588 0.062757** 0.025010 -0.028334 

(0.764219) (1.793147) (0.550582) (0.100213) (0.120782) (2.15922) (0.420774) (-0.445447) 

No. 
observations 

977 977 977 977 909 909 909 909 

F-statistic 32.97582*** 24.59964*** 12.75032*** 12.07403*** 30.26259*** 21.65314*** 13.53373*** 12.87155*** 

R-sq. 0.214162 0.168954 0.730346 0.731926 0.211978 0.161406 0.750341 0.753165 

Adj. R-sq. 0.207668 0.162086 0.673065 0.671306 0.204974 0.153952 0.694899 0.694651 

Hausman test 
(Prob.) 

0.0000 0.0000 

Source: author’s own computation. Significance level: *p<10%; **p<5%; ***p<1%. t-Statistic values are displayed in 
brackets. 
 

 
To determine which model is better, the 
Hausman test was conducted, indicating that the 
models with fixed effects are more appropriate. 
Additionally, the Variance Inflation Factors test 

was used to determine the existence of 
multicollinearity among the factors, which 
reveals that multicollinearity was not present in 
any of the models. 
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Table 5. Econometric results for ROE models 

 

Variable 

Model ROE1 Model ROE2 

No effects 

Cross-
section 
random 
effects 

Cross-
section fixed 

effects 

Cross-
section and 
period fixed 

effects 

No effects 

Cross-
section 
random 
effects 

Cross-section 
fixed effects 

Cross-
section and 
period fixed 

effects 

LTD 
0.161337*** 0.012308 -0.013206 -0.025495 0.190495*** 0.000189 -0.053239 -0.047967 

(2.638951) (0.212097) (-0.204063) (-0.392841) (3.007445) (0.003104) (-0.776975) (-0.69754) 

STD 
0.238600** -0.069696 -0.173955* -0.179050* 0.287338*** -0.130358 -0.293443*** -0.298269*** 

(2.389127) (-0.740606) (-1.675932) (-1.714293) (2.658585) (-1.260747) (-2.567601) (-2.595806) 

NETD 
0.001459 0.028497** 0.037202*** 0.037608*** 0.002677 0.033361*** 0.047652*** 0.048262*** 

(0.101222) (2.254698) (2.741057) (2.765133) (0.179509) (2.586478) (3.420111) (3.467385) 

CRTR 
0.011141*** 0.005903*** 0.002774 0.002882 0.008726*** 0.003538* 0.000859 0.000518 

(4.669858) (2.634678) (1.087547) (1.122203) (3.772266) (1.655656) (0.356854) (0.214802) 

ETR 
-0.218774*** -0.246273*** -0.240490*** -0.245043*** -0.202334*** -0.223670*** -0.216272*** -0.227369*** 

(-6.070094) (-8.558853) (-7.903772) (-7.989771) (-5.3792) (-7.67221) (-7.028955) (-7.362797) 

DIVR 
-0.024989 -0.092576*** -0.110270*** -0.110623*** -0.016727 -0.091482*** -0.108313*** -0.106665*** 

(-1.556701) (-5.429917) (-5.850915) (-5.855286) (-1.020965) (-5.419186) (-5.828661) (-5.737443) 

TANG 
-0.077191** -0.087952 -0.041066 -0.016543 -0.058657 -0.097476 -0.081621 -0.029335 

(-1.98536) (-1.473289) (-0.461973) (-0.184131) (-1.399692) (-1.508458) (-0.815636) (-0.290203) 

LOG(TURN) 
0.013532*** 0.009628*** 0.001748 0.004044         

(5.543487) (2.596399) (0.269609) (0.602735)         

LOG(MCAP) 
        0.011488*** 0.009115*** 0.015871** 0.021561*** 

        (4.670087) (2.541798) (2.192069) (2.797273) 

C 
-0.070050 0.084090 0.248551* 0.201796 -0.048184 0.096074 -0.024142 -0.148575 

(-1.342014) (1.112156) (1.905382) (1.491004) (-0.871444) (1.257834) (-0.160042) (-0.920734) 

No. observations 966 966 966 966 898 898 898 898 

F-statistic 16.31006*** 15.73775*** 11.84042*** 11.31293*** 13.84456*** 14.09917*** 12.32139*** 11.84334*** 

R-sq. 0.119984 0.116264 0.712469 0.716195 0.110783 0.112591 0.729386 0.734707 

Adj. R-sq. 0.112628 0.108876 0.652296 0.652887 0.102782 0.104606 0.67019 0.672672 

Hausman test 
(Prob.) 

0.0007 0.0001 

Source: author’s own computation. Significance level: *p<10%; **p<5%; ***p<1%. t-Statistic values are displayed in 
brackets. 
 

The empirical results highlight both positive and 
negative influences on the financial performance 
of pharmaceutical companies, represented by 

ROA (Table 4), ROE (Table 5), and PER (Table 6). 
These influences are generated both by the 
independent variables and the control variables. 
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Table 6. Econometric results for PER models 

 

Variable 

Model PER1 Model PER2 

No effects 

Cross-
section 
random 
effects 

Cross-
section fixed 

effects 

Cross-
section and 
period fixed 

effects 

No effects 

Cross-
section 
random 
effects 

Cross-
section fixed 

effects 

Cross-
section and 
period fixed 

effects 

LTD 
48.760620*** 44.378110*** 41.492940** 37.358130* 33.445630** 30.546920** 31.542880 26.698120 

(3.472453) (2.845913) (2.082252) (1.904193) (2.360433) (1.965436) (1.598854) (1.353881) 

STD 
1.599880 -18.641100 -19.692590 -7.891956 15.325310 -3.846878 -18.304800 -14.834510 

(0.067428) (-0.721094) (-0.572521) (-0.231294) (0.619553) (-0.145291) (-0.531593) (-0.429059) 

NETD 
-6.806242** -4.866990 -4.494279 -4.804834 -6.426757** -5.056423 -2.916300 -3.447804 

(-2.094324) (-1.445519) (-1.132306) (-1.230621) (-1.949699) (-1.497474) (-0.732225) (-0.86855) 

CRTR 
-1.154252** -1.654907*** -2.540376*** -3.061576*** -0.225537 -0.777532 -2.047102*** -2.147949*** 

(-2.129069) (-2.757976) (-3.229143) (-3.938455) (-0.432752) (-1.346281) (-2.710596) (-2.845503) 

ETR 
45.125570*** 46.869640*** 44.343550*** 47.535680*** 45.166970*** 45.592620*** 43.222920*** 44.532830*** 

(5.408831) (5.962358) (4.975981) (5.404749) (5.333969) (5.785653) (4.852003) (5.002304) 

DIVR 
-2.295254 13.978840*** 31.868650*** 29.815990*** -7.087382* 9.892127** 32.605870*** 31.404710*** 

(-0.619139) (3.181219) (5.999206) (5.69563) (-1.912928) (2.265488) (6.142204) (5.919018) 

TANG 
-0.468039 -0.483901 -9.599846 -28.468090 1.824824 4.295978 -13.368240 -21.424190 

(-0.050464) (-0.034795) (-0.328791) (-0.977175) (0.19253) (0.306641) (-0.458187) (-0.727162) 

LOG(TURN) 
-2.532806*** -4.166021*** -7.620236*** 

-
12.316020*** 

        

(-4.441288) (-4.915704) (-3.010808) (-4.6232)         

LOG(MCAP) 
        -0.213401 -0.318776 7.452665*** 5.388745** 

        (-0.35872) (-0.39373) (3.424466) (2.319673) 

C 
74.225870*** 

107.660500**

* 
170.899900**

* 
269.148700**

* 
28.597580** 33.000780* 

-
133.96590*** 

-88.676660* 

(6.147323) (6.238026) (3.3617) (5.008773) (2.168572) (1.908034) (-2.94811) (-1.818379) 

No. observations 871 871 871 871 870 870 870 870 

F-statistic 7.589149*** 7.938992*** 5.077309*** 5.219514*** 5.078246*** 5.181110*** 5.105869*** 5.010000*** 

R-sq. 0.065799 0.068624 0.553987 0.57656 0.045059 0.045929 0.555726 0.566885 

Adj. R-sq. 0.057128 0.05998 0.444877 0.466098 0.036186 0.037065 0.446886 0.453734 

Hausman test 
(Prob.) 

0.0000 0.0000 

Source: author’s own computation. Significance level: *p<10%; **p<5%; ***p<1%. t-Statistic values are displayed in 
brackets. 

 

 
Using econometric tests to select the most 
relevant empirical model, it was found that 
models with cross-section and period fixed 
effects are the most significant to analyze the 
influence of financing policy on the company’s 
financial performance. Therefore, the results 
interpretation will exclusively focus on the 
models with cross-section and period fixed 
effects. 

Empirical Results 

 
Regarding long-term indebtedness, it can be 
observed a negative influence on return on 
assets, confirmed in both ROA models with cross-
section and period fixed effects, at a significance 
level of 1%. This indicates that less indebted 
companies will incur lower interest expenses, 
leading to an increase in net income and, 
consequently, an increase in return on assets. 

Therefore, hypothesis 1 is accepted (Nenu, 
Vintilă & Gherghina, 2018; Kao, Hodgkinson & 
Jaafar, 2019; Nazir, Azam & Khalid, 2021). Long-
term indebtedness does not influence return on 
equity, as evidenced in the ROE models with 
cross-section and period fixed effects. 
Consequently, hypothesis 2 is rejected. 
Conversely, long-term indebtedness positively 
influences PER, which leads to the validation of 
hypothesis 3 (Ting et al., 2020). 
 
Short-term indebtedness negatively influences 
return on assets and return on equity, but is 
insignificant in the case of PER models. This 
means that as short-term indebtedness 
increases, net income decreases due to rising 
interest expenses, causing a reduction in ROA 
and ROE. Therefore, hypothesis 4 is accepted 
(Nazir, Azam & Khalid, 2021; Nenu, Vintilă & 
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Gherghina, 2018). The impact of financing policy 
on the company’s financial performance was also 
analyzed using independent variable Net Debt, 
which positively impacts ROE, at a significance 
level of 1%. 
 
It is observed that the current ratio has a positive 
impact on return on assets, is statistically 
insignificant in the ROE models, and negatively 
influences the price earnings ratio. Therefore, as 
the current ratio increases, driven by a decrease 
in current liabilities, interest expenses will 
decrease and net income will increase, positively 
impacting ROA and negatively impacting PER. 
These results validate hypothesis 5 (Wieczorek-
Kosmala, Błach & Gorzen-Mitka, 2021; Nenu, 
Vintilă & Gherghina, 2018) and reject hypothesis 
6. 
 
Additionally, effective tax rate exerts a negative 
influence on both return on assets and return on 
equity, while PER is positively influenced by ETR. 
Therefore, hypothesis 7 is accepted (Lazăr & 
Istrate, 2018; Nenu, Vintilă & Gherghina, 2018). 
Regarding the dividend payout ratio, it 
negatively influences return on assets and return 
on equity, while positively impacting the price 
earnings ratio. It's worth noting that the asset 
tangibility variable is statistically insignificant in 
all models estimated with cross-section and 
period fixed effects, leading to the rejection of 
hypothesis 8. 
 
Turnover and market capitalization, 
representing indicators for company size, 
highlight a positive impact on return on assets, at 
a significance level of 1%, while return on equity 
is positively influenced only by market 
capitalization, with turnover being statistically 
insignificant. Thus, there are validated 
hypothesis 9 (Jawoeski & Czerwonka, 2018; 
Nenu, Vintilă & Gherghina, 2018; Habibniya et al., 
2022; Kao, Hodgkinson & Jaafar, 2019; 
Wieczorek-Kosmala, Błach & Gorzen-Mitka, 
2021; Nazir, Azam & Khalid, 2021) and 
hypothesis 10 (Jawoeski & Czerwonka, 2018; 
Kao, Hodgkinson & Jaafar, 2019; Co, Uong & 
Nguyen, 2021). Additionally, the empirical study 
results indicate the negative impact of turnover 
and the positive impact of market capitalization 
on PER. 
 
In conclusion, within the empirical research 
regarding the impact of financing policy on the 
financial performance of companies in the 
pharmaceutical sector in Europe and in the 
United States of America, over a period of 10 
years, specifically from 2012 to 2021, 7 
hypotheses were confirmed from the 10 

hypotheses formulated based on previous 
studies. 

Conclusions 

 
To highlight the influence of financing policy on 
the financial performance of companies, the 
research was conducted on a database consisting 
of 466 non-financial companies in the 
pharmaceutical industry in Europe and the 
United States of America, over a period of 10 
years, from 2012 to 2021, encompassing a total 
of 4660 statistical observations used in the 
estimated empirical models. 
 
To select the most relevant independent 
variables regarding company financing policy, 
there were investigated studies from the 
international specialized literature on this 
subject. Additionally, for enhancing the 
robustness of the research, other independent 
variables with significant impact on financial 
performance from the perspective of financing 
policy, measured by indicators such as Net Debt 
and Dividend Payout Ratio, were included in the 
econometric models. For each dependent 
variable, two empirical models were used. Each 
econometric model was estimated without 
effects, with cross-section random effects, with 
cross-section fixed effects, and with both cross-
section and period fixed effects. 
 
The research results illustrated a positive or 
negative impact of the factorial variables on the 
financial performance of companies, validating 7 
out of the 10 proposed research hypotheses. It 
was observed that factors such as current ratio 
(Wieczorek-Kosmala, Błach & Gorzen-Mitka, 
2021; Nenu, Vintilă & Gherghina, 2018), turnover 
(Jawoeski & Czerwonka, 2018; Nenu, Vintilă & 
Gherghina, 2018; Habibniya et al., 2022; Kao, 
Hodgkinson & Jaafar, 2019; Wieczorek-Kosmala, 
Błach & Gorzen-Mitka, 2021; Nazir, Azam & 
Khalid, 2021) and market capitalization 
(Jawoeski & Czerwonka, 2018; Nenu, Vintilă & 
Gherghina, 2018; Habibniya et al., 2022; Kao, 
Hodgkinson & Jaafar, 2019; Wieczorek-Kosmala, 
Błach & Gorzen-Mitka, 2021; Nazir, Azam & 
Khalid, 2021) have a positive influence on Return 
on Assets. Conversely, the following independent 
variables have a negative influence on ROA: long-
term indebtedness (Nenu, Vintilă & Gherghina, 
2018; Kao, Hodgkinson & Jaafar, 2019; Nazir, 
Azam & Khalid, 2021), short-term indebtedness 
(Nazir, Azam & Khalid, 2021; Nenu, Vintilă & 
Gherghina, 2018), effective tax rate (Lazăr & 
Istrate, 2018; Nenu, Vintilă & Gherghina, 2018) 
and dividend payout ratio. 
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Additionally, it was noted that Return on Equity 
is positively influenced by a series of factors, such 
as net debt and market capitalization (Jawoeski 
& Czerwonka, 2018; Kao, Hodgkinson & Jaafar, 
2019; Co, Uong & Nguyen, 2021), but negatively 
affected by short-term indebtedness, effective 
tax rate and dividend payout ratio. 
 
Similarly, it was found that Price Earnings Ratio 
is positively influenced by long-term 
indebtedness (Ting et al., 2020), effective tax 
rate, dividend payout ratio and market 
capitalization. However, it is negatively 
influenced by the current ratio and turnover. 
 
In conclusion, the empirical research results are 
relevant both statistically and economically, 
providing information regarding the impact of 
the financing policy on the financial performance 
of companies. This information is crucial for the 
decision-making process at the company level 
and is also valuable for shareholders and 
potential investors. 
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