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ABSTRACT

This study empirically investigates the simultayeitetween leverage and debt
maturity policies and the factors that influenceenth by using a simultaneous
equations framework in which leverage and debt rnitgtare endogenous variables.
Based on a panel data of 788 non-financial firsed on Bursa Malaysia from 1999
until 2010, this study estimates a single equatiaalel on leverage and debt maturity
using an Estimated Generalized Least Squares (EG@pf)oach. The simultaneity
between leverage and debt maturity is tested Hiziog a two-stage least squares
(2SLS) regression model. The results of this stadgw that leverage and debt
maturity policies have a negative simultaneougicgiahip which indicates that there
are strategic complementarities between leverage raaturity. This study also
documents different results among the exogenoumblas in both equations, in
which growth opportunities, regulation, firm size, profitability and tangibility lend
considerable support to the proposed hypothesesthen leverage equation.
Meanwhile, firm size, regulation, abnormal earnings and tangibility are found to

have significant effects on the debt maturity egunmat

Keyword: Smultaneity, Capital Structure, Leverage, Debt Maturity
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CHAPTER ONE

INTRODUCTION

1.1 BACKGROUND OF THE STUDY

In principle, every company needs funding and théllfnent of these funds may
come from internal sources or external sources. 3élection of the financial
structure is a matter which concerns the compasitidfunding that will be used by a
company. This will then determine how much debtl W& incurred to finance its

assets.

Capital structure which forms the basis for pernmarfending consists of
long-term debt, preferred stock and shareholdegsitg The basic element of a
corporate financial policy includes the choice ebtllevel and also the structure of
debt maturity (Barclay, Marx, & Smith, 2003). Blgand Smith (1995) suggest that
when firms choose debt as a source of funding, #teyuld also consider other
financial factors such as debt maturity, prioritydawhether to use public debt or
private debt. Barclay et al. (2003) further pogwilthat when it comes to funding,

other factors often occur simultaneously.

Leverage and debt maturity are the twin dimensibas cannot be separated
from the corporate capital structure, in other vgpnathen a firm issues new debt, it
needs to decide the period of maturity and the sizéhe debt level concurrently
(Elyasiani, Guo, & Tang, 2002). In addition, Bascland Smith (1995) assert that

when firms choose debt as a source of funding, #fsyneed to consider the maturity
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