
The copyright © of this thesis belongs to its rightful author and/or other copyright 

owner.  Copies can be accessed and downloaded for non-commercial or learning 

purposes without any charge and permission.  The thesis cannot be reproduced or 

quoted as a whole without the permission from its rightful owner.  No alteration or 

changes in format is allowed without permission from its rightful owner. 

 



 

POLITICAL CONNECTION AND CORPORATE 

FINANCING DECISION: EVIDENCE FROM MALAYSIA 

 

 

 

 

 

 

 

 

 

SITI NURHANANI BINTI HASSAN 

 

 

 

 

 

 

 

MASTER OF SCIENCE (FINANCE) 

UNIVERSITI UTARA MALAYSIA 

JULY 2016 



i 
 

 

POLITICAL CONNECTION AND CORPORATE FINANCING DECISION: 

EVIDENCE FROM MALAYSIA 

 

 

 

 

 

 

 

 

BY 

SITI NURHANANI BINTI HASSAN 

 

 

 

 

 

 

 

 

 

 

Thesis Submitted to 

School of Economics, Finance, and Banking, 

Universiti Utara Malaysia, 

in Partial Fulfillment of the Requirement for the Master of Sciences (Finance) 



ii 
 

 

 
 

 

(College of Business) 

Universiti Utara Malaysia 

 

PERAKUAN KERJA KERTAS PROJEK 

(Certification of Project Paper) 

 

PERAKUAN KERJA KERTAS PROJEK 

(Certification of Project Paper) 

 

Saya, mengaku bertandatangan, memperakukan bahawa 

(I, the undersigned, certified the) 

SITI NURHANANI BINTI HASSAN (816477) 

 

Calon untuk Ijazah Sarjana 

(Candidate for the degree of) 

MASTER OF SCIENCE (FINANCE) 

 

telah mengemukakan kertas projek yang bertajuk 

(has presented his/her project paper of the following title) 

 

POLITICAL CONNECTION AND CORPORATE FINANCING DECISION: 

EVIDENCE FROM MALAYSIA 

 

Seperti yang tercatat di muka surat tajuk dan kulit kertas project 

(as it appears on the title page and front cover of the project paper) 

 

Bahawa kertas projek tersebut boleh diterima dari segi bentuk serta kandungan dan 

meliputi bidang ilmu dengan memuaskan. 

(that the project paper acceptable in the form and content and that a satisfactory 

knowledge of the field is covered by the project paper). 

 

 

Nama Penyelia :  DR. AZIRA BINTI ABDUL ADZIS 

(Name of Supervisor) 

 

Tandatangan  :  ______________________________ 

(Signature) 

 

Tarikh   :  ______________________________ 

(Date) 



iii 
 

 

PERMISSION TO USE 

 

 

In presenting this dissertation/project paper in partial fulfillment of the requirements 

for a Post Graduate degree from the Universiti Utara Malaysia (UUM), I agree that the 

Library of this university may make it freely available for inspection. I further agree 

that permission for copying this dissertation/project paper in any manner, in whole or 

in part, for scholarly purposes may be granted by my supervisor(s) or in their absence, 

by the Dean of Othman Yeop Abdullah Graduate School of Business where I did my 

dissertation/project paper. It is understood that any copying or publication or use of this 

dissertation/project paper parts of it for financial gain shall not be allowed without my 

written permission. It is also understood that due recognition shall be given to me and 

to the UUM in any scholarly use which may be made of any material in my 

dissertation/project paper. 

 

 Request for permission to copy or to make other use of materials in this 

dissertation/project paper in whole or in part should be addressed to: 

 

 

Dean of School of Economics, Finance, and Banking 

Universiti Utara Malaysia 

06010 UUM Sintok 

Kedah Darul Aman 

 

 

 

 



iv 
 

ABSTRACT 

 

This study investigates the impact of political connection on corporate financing 

decision of 292 firms listed in Bursa Malaysia from 2006-2015. Existing studies 

document that firms with political connection tend to have more debt because they have 

close relationship with the government, which enable them to have easier access to 

loans. Employing a sample of trading & service sector and industrial products sector, 

the result of this study concludes that politically connected firms in Malaysia prefer 

debt to finance their operations This study also employs firm size (SIZE), firm growth 

(GROWTH), profitability (PROFIT), liquidity (LIQUID) and asset tangibility (TANG) 

to determine the other factors that influence corporate financing decision. The results 

show that SIZE, PROFIT and LIQUID have a negative relationship with total debt ratio 

(LEV). This implies that larger firms and more profitable firms less prefer debt as their 

sources of financing. Firms with high liquidity also tend to use their equity as internal 

sources of finance instead of debt. Meanwhile, TANG has a positive relationship with 

LEV, indicating that Malaysian firms with greater amount of tangible assets prefer debt 

as their sources of financing.         

 

Keywords: Political Connection, Debt, Financing, Malaysia. 
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ABSTRAK 

 

Kajian ini mengkaji kesan hubungan politik ke atas keputusan pembiayaan korporat 

terhadap 292 buah syarikat yang tersenarai di Bursa Malaysia dari tahun 2006 hingga 

2015. Kajian-kajian terdahulu telah mendokumentasikan syarikat-syarikat yang 

mempunyai hubungan politik cenderung mempunyai banyak hutang kerana hubungan 

rapat mereka dengan kerajaan yang memudahkan mereka untuk memohon pinjaman. 

Dengan menggunakan sampel sektor perdagangan & perkhidmatan dan sektor barangan 

industri, hasil kajian ini menyimpulkan bahawa syarikat yang mempunyai hubungan 

politik di Malaysia lebih memilih hutang sebagai sumber pembiayaan operasi syarikat 

mereka. Kajian ini juga menggunakan saiz firma (SIZE), pertumbuhan firma 

(GROWTH), keuntungan (PROFIT), kecairan (LIQUID) dan asset ketara (TANG) 

untuk menentukan faktor-faktor lain yang mempengaruhi keputusan pembiayaan 

korporat. Hasil menunjukkan bahawa SAIZ, PROFIT dan LIQUID mempunyai 

hubungan yang negatif dengan nisbah jumlah hutang (LEV). Ini menunjukkan bahawa 

syarikat yang lebih besar dan syarikat yang lebih menguntungkan kurang memilih 

hutang sebagai sumber pembiayaan. Syarikat yang mempunyai kecairan yang tinggi 

juga cenderung menggunakan ekuiti berbanding hutang sebagai sumber kewangan. 

Sementara itu, TANG mempunyai hubungan yang positif dengan LEV, menunjukkan 

bahawa syarikat Malaysia dengan jumlah aset ketara yang lebih besar memilih hutang 

sebagai sumber pembiayaan. 

 

Kata Kunci: Hubungan Politik, Hutang, Pembiayaan, Malaysia 
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CHAPTER I 

 

INTRODUCTION 

 

1.1 Background of study  

 

What determines corporate capital structure? Despite a huge numbers of researches 

have been conducted on this question, there are still uncovered issues within capital 

structure including corporate financing. Financing decision is essential for the firm’s 

long run performance as it may lead to financial distress and even bankruptcy if any 

flawed decision is taken. One of the important aspects that should be considered in 

every decision is to maximize the firm’s value (Suhaila and Wan Mahmood, 2008; and 

Alipour, Mohammadi and Derakhshan, 2015). Basically, capital structure is an 

approach a firm uses to finance its overall operations and growth by using varieties 

sources of funds. Capital structure generally comprises of debt, common stock, and 

preferred stock that are used to finance the various long-tern projects of the firm 

(Chadha and Sharma, 2015).  

 

Debt defines as source of fund that firm has to borrow from various provider of capital. 

Debt is different from equity due to it has borrowing costs, typically through payment 

of interest. Debt also has fixed term at the end of which debt will mature where the 

borrowed amount or also known as principle must be repaid at maturity. 
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