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ABSTRACT 

This study examines the determinants of capital structure in the case of real estate 

companies listed in Main Market of Bursa Malaysia. There are 10 companies included 

in this study which the data has been collected from Bursa Marketplace starting from 

2016 until 2020. The capital structure of real estate companies are studied based on 

the trade-off theory (TOT) and pecking order theory (POT) explaining the financing 

behaviours of the real estate companies. The capital structure determiants tested are 

company size, asset tangibility, annual growth, liquidity, profitability and non-debt tax 

shield. The findings shows that capital structure has significant positive relationship 

with company size and asset tangibility, while having a significant negative 

relationship with company liquidity and profitability level. Company annual growth 

level and non-debt tax shield does not hold any significant against the capital structure 

of the real estate companies.   
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ABSTRAK 

Kajian ini mengkaji penentu struktur modal dalam kes syarikat harta tanah yang 

tersenarai di Bursa Malaysia. Terdapat 10 syarikat yang termasuk dalam kajian ini 

yang mana data telah dikumpulkan dari Bursa Marketplace bermula dari 2016 hingga 

2020. Struktur modal syarikat harta tanah dikaji berdasarkan teori trade-off (TOT) dan 

teori pecking order (POT) yang menjelaskan tingkah laku pembiayaan syarikat harta 

tanah. Bahan penentu struktur modal yang diuji adalah ukuran syarikat, ketara aset, 

pertumbuhan tahunan, kecairan, keuntungan dan perisai cukai bukan hutang. Hasil 

kajian menunjukkan bahawa struktur modal mempunyai hubungan positif yang 

signifikan dengan ukuran syarikat dan aset ketara, sementara mempunyai hubungan 

negatif yang signifikan dengan tahap kecairan dan keuntungan syarikat. Tahap 

pertumbuhan tahunan syarikat dan perisai cukai bukan hutang tidak ketara terhadap 

struktur modal syarikat harta tanah. 
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CHAPTER 1: INTRODUCTION 

1.1 Introduction to the Study 

In the 1980s and 1990s, the real estate sector played a vital role in the overall 

development and growth of the Malaysian economy. The rapid growth of the real 

estate sector promotes the rapid growth of the general economy through the creation 

of fixed assets and subsequent increases in revenue and employment opportunities. On 

the other hand, the real estate sector is highly influenced by economic conditions, 

which could impact the whole economy. The ongoing COVID-19 pandemic is 

expected to impact the real estate sector as a whole, and the financing structures used 

by these companies will determine their long-term viability. 

 

1.2 Background of Study 

In 2008 the Malaysian economy was affected by the major global economic downturn 

that originated from the US subprime mortgage crisis. Due to the economic crisis, 

numerous businesses across the country, particularly real estate and construction 

companies have faced bankruptcy risk or seen their revenues plummet as a result of 

capital structure decisions made in funding their daily operations. According to Global 

Property Guide, the global economic slowdown from 2008 to 2009 also affected the 

Malaysian real estate market, and the average property prices fell by 0.9 percent in 

2009 when adjusted for inflation. Many real estate companies deferred their project 

launches indefinitely while many others scaled back on their new launches. Malaysia’s 

Gross Domestic Product (GDP) which has been on a steady rise by 5.75 percent 

annually between 2002 to 2008, contracted by 3.6 percent in 2009 due to the global 

recession caused by United States subprime mortgage crisis. 
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Similar to the 2008 financial crisis, the COVID-19 pandemic has the potential to 

threaten the Malaysian real estate sector’s survival and viability. In order to succeed, 

these businesses must have the optimal combination of debt and equity in the 

company’s capital structure. The simplest form of capital structure is a mixture of 

funds obtained through borrowing from loans or financing through equity using shares 

to give some form of control in the business. According to Vo (2017) and Brounen et 

al., (2006) capital structure choice is the best mixture or combination of long-term debt 

and equity. According to the authors, capital structure is a vital corporate decision that 

deals with a company’s preference regarding debts and equity. 

PropertyGuru Malaysia confirmed that 75 percent of construction projects in Malaysia 

has been affected last year and an optimal choice of capital structure is important to 

maintain sustainability during this challenging period. Malaysian real estate industry 

was expected to recover in late 2020, but with the situation worsening in 2021, the 

market is expected to contract much worse than it did in 2020 by 8.8 percent. 

In mid-2020, the Malaysian government confirmed that the Construction Industry 

Development Board (CIDB) has inspected 6750 construction sites and reported that 

5131 sites were not yet operational. Due to the economic slowdown caused by the 

Movement Control Order (MCO) constraints, the value-added of construction in the 

first quarter of 2020 fell severely by 7.9 percent year on year. Furthermore, since the 

MCO was re-enacted in 2021, the future year’s performance is likely to be poor. 

According to figures from Bank Negara Malaysia, total construction loans fell by 

about 7% in the first four months of 2020. (BNM). The value of loans decreased by 

32.9 percent from RM7.5 billion in April 2019 to RM5 billion in April 2020, a 

reduction of 32.9 percent from the previous year. 
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Capital structure or any financing method is the most important decision for decision-

makers and board of directors in any corporate organization, and this decision will 

affect company value (Tongkong, 2012). Financing issues, insolvency risk, and final 

liquidation may develop due to incompetent financial decisions made by companies 

with insufficient information to finance their company activities (Mat Kila and Wan 

Mahmod, 2008). As a result, companies with a lot of debt should consider the 

consequences of debt and choose the best capital structure to reduce costs. 

According to a study done by Abdul Hamid et al. (2014), a financial crisis may occur, 

leading to bankruptcy and rendering these companies unable to repay their debt and 

obligations. This is the result of wrong decisions made in the capital structure selection 

process. Therefore, it is significant for any company, regardless of its industry, to find 

its ideal or optimal level of borrowing, according to Affandi, Wan Mahmood and 

Abdul Shukur (2012). 

Malaysia also has a well-developed stock market that sits alongside a reputable bond 

and debt market (Matemilola et al., 2018). In its global competitiveness rankings, the 

World Economic Forum (2015) ranked Malaysia fourth out of 144 nations in financial 

market development. As such it is critical to look into the factors that influence and 

impact the capital structure of publicly traded real estate companies under the current 

market conditions. 

 

1.3 Problem Statement 

The profitability or success of real estate and property companies contributes to the 

high growth of the development of the real estate sector market in Malaysia. 

According to the Economic Planning Unit, the real estate sector contributes about 4.2 

percent of the country’s GDP growth. This demonstrates that the proper financing 
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decision will have a substantial impact on national economic growth. Real estate 

companies must have a long-term capital structure that allows them to be profitable. 

Nevertheless, due to the high uncertainty of the general economic and market 

conditions, the performance of real estate companies is relatively low. Many real estate 

developers are being affected by the pandemic and the ensuing lockdown and 

economic slowdown. The Valuation and Property Services Department confirmed that 

Malaysia’s real estate market performance would drop sharply in 2020, with 

transaction volume falling by 9.9 percent and value falling by 15.8 percent. The 

economic slowdown created a cautious buyer sentiment, resulting in a modest sales 

performance at 28.7 percent. 

As a result, this study aims to identify the determinants that influence the capital 

structure of real estate companies listed in Bursa Malaysia stock exchange. When 

sailing during the COVID-19 outbreak under the current circumstances, it is necessary 

to analyse the elements that can influence the financial structure of local real estate 

enterprises. Furthermore, it is important to truly understand the influence, impact and 

significance of each capital structure determinants and how each component 

influences the option to utilize debit or equity as a capital structure. 

 

1.4 Research Objectives 

This research aims to analyse the relationship of the real estate company size, asset 

tangibility, company growth, company liquidity, profitability and non-debt tax shield 

towards the capital structure choice of public listed real estate companies in Malaysia. 

The following objectives have been addressed in providing answers to the research 

questions:  
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1) To examine the relationship between the company size and the capital structure 

of public listed real estate companies in Malaysia. 

2) To examine the relationship between asset tangibility and capital structure of 

public listed real estate companies in Malaysia. 

3) To examine the relationship between company growth and capital structure of 

public listed real estate companies in Malaysia. 

4) To examine the relationship between company liquidity and capital structure 

of public listed real estate companies in Malaysia. 

5) To examine the relationship between company profitability and capital 

structure of public listed real estate companies in Malaysia. 

6) To examine the relationship between non-debt tax shield and capital structure 

of public listed real estate companies in Malaysia. 

 

1.5 Research Questions 

The issues raised in the research problem should be discussed further in the following 

questions. The following are the research questions: 

 

1) Is there any relationship between the company size and the capital structure of 

public listed real estate companies in Malaysia ? 

2) Is there any relationship between asset tangibility and capital structure of 

public listed real estate companies in Malaysia ? 

3) Is there any relationship between company growth and the capital structure of 

public listed real estate companies in Malaysia ? 

4) Is there any relationship between company liquidity and capital structure of 

public listed real estate companies in Malaysia ? 
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5) Is there any relationship between company profitability and the capital 

structure of public listed real estate companies in Malaysia ? 

6) Is there any relationship between non-debt tax shield and capital structure of 

public listed real estate companies in Malaysia ? 

 

1.6 Significance of Study 

Firstly, this study is expected to benefit public and private universities in encouraging 

students to become more interested in the capital structure of public listed entities. 

This study aims to help publicly listed real estate companies to understand the general 

practices of capital structure and how is it influenced by company size condition, asset 

tangibility, company annual growth percentage, liquidity, profitability and non-debt 

tax shield level in the real estate industry to provide an alternative guideline for the 

person in charge on the decision making to design their best capital structure to 

capitalize on the market value of the company and at the same time may reducing the 

agency cost. 

This study may be used by Malaysian property company executives to determine the 

proportion of their capital structure. It will inspire decision-makers to adjust 

accordingly their funding strategy in response to shifting economic situations. They 

will also figure out the optimal financing strategy, such as short and long term debt or 

overall debt, to boost the company’s financial contribution to the economy. 

Therefore, this study would provide some feedback to the real estate firm that wants 

to reach maximum profit without using too much cost. The findings of this study could 

perhaps not be limited to assisting the real estate sector alone but could be valid for 

other sectors as well.  
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1.7 Definition of Key Terms 

1.7.1 Capital Structure 

The capital structures is a mixture of long-term debt and equity held by the 

company. (Gitman & Zutter, 2012) 

1.7.2 Company Size 

Company size is one of the company’s operating characteristics used to 

determine the company’s capital structure (Bennett and Donnelly, 1993). The 

company’s sales are used as a measurement stick for the size of the company. 

1.7.3 Asset Tangibility 

Tangible assets are assets that have monetary value and can always be traded. 

They are usually in physical form. Tangible assets, however, often lose value 

when they are liquidated. (Acharya et al. 2007) 

1.7.4 Company Growth  

Growth is evident when companies whose businesses generate large amounts 

of positive cash flow or earnings, and these companies are growing at a faster 

rate than the overall economy. 

1.7.5 Liquidity 

Liquidity is the ability of a company to fund an increase in its marketable 

securities and meet obligations as they become due. (Kroszner, 2008) 

1.7.6 Profitability 

Profitability is the company’s ability to use its resources to generate income 

over its expenses. 

1.7.7 Non-Debt Tax Shield  

A non-debt tax shield reduces taxable income accomplished by a corporation 

using permitted deductions like amortization and depreciation. 
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1.8 Organization of Study 

This research has been divided into five (5) chapters. Chapter one (1) will discuss and 

highlight the literature review of the variables involved, including company size, 

growth opportunities, tangible assets held, liquidity, profitability, non-debt tax shield 

and capital structure. Chapter two (2) will discuss and highlight the literature review 

of the variables involved, including company size, growth opportunities, tangible 

assets held, liquidity, profitability, non-debt tax shield and capital structure. The 

research approach will be further explained in Chapter three (3). There will be detailed 

descriptions of the settings, sampling, population technique, data collection strategy 

and method, instrument and measurement, data analysis validity and reliability, and 

correlation analysis between the dependent and independent variables. The results of 

the data collected will be presented in Chapter four (4), which will be examined, and 

a discussion will take place. Meanwhile, Chapter five (5) emphasized the conclusion 

drawn from the reviewed data and some recommendations for further research. 
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CHAPTER 2: LITERATURE REVIEW 

2.1 Introduction  

This chapter reviews past researches and selected literatures relevant to related the 

variables in this study namely the company size, tangible assets held, annual company 

growth, company liquidity, company profitability, company non-debt tax shield and 

capital structure and how these independent variables are related to the dependant 

variable. Section 2.2 explains the capital structure and the independent variables, while 

Section 2.3 explains the underpinning theories in this study. Section 2.4 summarizes 

the literature review of the dependant and independent variables in this study. 

 

2.2 Capital Structure 

The capital structure is the dependent variable in this project paper. Leverage ratio is 

generally computed using debt-to-equity ratio to gauge the company’s capital 

structure. The capital structure is a combination of equity shares and debt borrowing, 

and these funds are used for daily operations and the financing of new projects and 

ongoing operations. The leverage ratio could also be computed with total liabilities 

divided by total assets. The term capital structure refers to a variety of options that a 

company might use to generate the funds it needs for its investment activities in a way 

that is compatible with its priorities. Throughout the literature, discussions have 

centred on the subject of an individual company’s ultimate best capital structure.  

Planning capital structure involves the consideration of shareholder’s interests and 

other groups. Regardless of the industry, any company needs to consider their capital 

structure properly whenever planning for its financial decision (Salawu and Agboola, 

2008).  
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Since Modigliani and Miller (1958) research on capital structure, it has turned out to 

be a significant study area in the literature. Modigliani and Miller’s study in 1958, 

which argues that the balance of capital structure between debt and equity will not 

alter company value under specific conditions, paved the way for the capital structure 

decision or choice and its subsequent impact on company performance. 

Parmassivan and Subramanian (2009) described the capital structure as the link 

between various term financing activities, including equity capital, preferred stock 

capital, and debt capital. A company's capital structure, according to Gitman and 

Zutter (2012) is a combination of long-term debt and equity. 

Capital structure also refers to respective company’s long-term borrowing or equity 

and share financing strategies. Any decision made on the appropriate capital structure 

is an important decision in its financial management because it affects its value.  

As a result, the capital structure is categorised into two types of financing; namely 

debt financing and equity financing. Gearing or leverages are commonly used to 

measure the proportion of debt funding. When researching for determinants of capital 

structure, academics generally use the leverage ratio of total debt to total assets ratio 

as a unit of measure. 

The short-term, long-term or total debts divided by total assets ratios, according to 

Rajan and Zingales (1995), are better indicators of leverage compared to the liabilities 

to total assets ratio because it provides a more accurate expectation of past debt or 

equity financing choices and a better indication of if the company is at risk of 

defaulting soon. Previous research has mainly used either book debt ratios or market 

debt ratios such as Frank and Goyal (2009) in the study on determinants of the capital 

structure choice of public listed companies in America from 1950 to 2003. 
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Numerous factors affect the determinant of capital structure for a company, such as 

the company’s size, tangible assets volume, company growth, liquidity, profitability 

and non-debt tax shield. This idea led to the development of the trade-off theory (TOT) 

and the pecking order theory (POT), both of which are explored in the following 

sections. 

 

2.2.1 Company Size 

Many experts have studied the relationship between capital structure and company 

size in recent years. Owing to their vast company activities, prospective business 

expansion, and business complexity due to diversification larger organizations require 

more cash. A larger company would often require more financial help to improve or 

grow its operations. Gupta (1969) found the significance of company size towards the 

debt ratios across American manufacturing companies. 

According to Baker and Martin (2011), bigger businesses have a more diverse 

portfolio, which would mean less volatile cash flow, lower costs of financial distress 

and a lower risk of bankruptcy. This translates to better borrowing rates, a more 

powerful negotiating stance, and a more manageable cash flow. Larger real estate 

companies are commonly listed on their country’s stock exchanges, resulting in 

increased transparency and reduced information asymmetry. As a result, larger 

companies have better access to international markets and capital. 

Larger businesses according to trade-off theory (TOT) are more diverse, making them 

less prone to bankruptcy. This is because the size of a company has an inverse 

relationship with its likelihood of bankruptcy, meaning that the larger a company is, 

the higher its chances of avoiding bankruptcy or financial distress.  
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Furthermore, larger corporations can issue debt at a lesser cost than smaller 

corporations, allowing them to consume more debt. For companies in America, United 

Kingdom (UK), France and Japan, Wald (1999) observed positive relationship 

between size of company and leverage meanwhile for companies in Germany, the 

author obtained a negative relationship between the two variables. The author stated 

that the debt to assets ratio has a substantial negative relationship with company 

profitability, using company size, growth, and riskiness as explanatory variables. 

Sheikh and Wang (2011) found a positive relationship between size of company and 

leverage in the Pakistani manufacturing industry. The goal of the study, which took 

place between 2003 and 2007, was to look at the factors that influenced the capital 

structure of 160 manufacturing companies listed on the Pakistan stock exchange and 

debt-to-equity ratio is found to be positively related to the size of the company. These 

studies supports the theory that size of the company is an inverse proxy for bankruptcy 

risk.  

Salawu and Agboola (2008) established a significant positive correlation between 

company size and capital structure in a study on non-financial companies in Nigeria 

utilizing a total of 33 major companies from 1990 to 2004. Large Nigerian companies 

opted for short-term borrowing over long-term debt financing, according to the study. 

Furthermore, as Gupta (1969) demonstrated in the study on American manufacturing 

enterprises, larger companies have more long-term loans while smaller companies 

have more short-term debt. 

To the contrary, pecking order theory (POT) holds that a corporation’s size and level 

of leverage are negatively related. It means that the bigger a corporation is, the less 

leverage it has. This is due to information asymmetry which is less prominent in larger 

companies. Utilizing data from 88 Chinese public-listed companies’ annual reports 
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from 1995 to 2000, Chen (2004) discovered a negative link between size of company 

and debt level in public listed corporations in China. 

Nunkoo and Boateng (2010) examined data from 1996 to 2004 and discovered a long-

term negative link between company size and leverage in Canadian businesses. This 

supports Gupta’s (1969) argument that small businesses spend far more to issue new 

shares than large businesses, implying that small businesses are more leveraged. 

The size of the real estate companies in this study is calculated using the natural 

logarithm (ln) of total assets. This is consistent with past capital structure research 

such as Titman and Wessels (1988), who used data from 1974 to 1982 for US 

companies to study the link between business size and leverage. 

 

2.2.2 Asset Tangibility  

Charalambakis and Psychoyios (2012) defined tangible assets as fixed assets in a 

company’s balance sheet. The liquidation value would be higher if the company had 

a higher percentage of physical assets (Harris and Raviv, 1991). The ratio of net 

property, plant, and equipment to total assets is known as asset tangibility (Camara, 

2012). Creditors have the ability to liquidate the company’s collateral assets in case of 

company financial distress or bankruptcy and hence a high volume of the tangible 

assets held by the company provides a high level of security.  

Intangible assets such as trademarks, contracts, and intellectual technology supports 

the company’s financial position. Buildings, machines, and automobiles are common 

examples of tangible assets employed to maximize sales revenue. In addition, tangible 

assets are seen as a barometer of a company’s stability because they may be liquidated 

and transformed into cash in any cash-flow crisis. As a result, a company with fewer 

physical assets is more likely to declare bankruptcy. 
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The trade-off theory (TOT) implies that the volume of tangible assets held by a 

company has a positive relationship with leverage due to the reason that companies 

with a significant quantity of tangible assets can utilize them as collateral. When more 

physical assets are present within the company, debt becomes less risky and the 

creditors are more willing to lend to the real estate company. If a company has a higher 

volume of tangible assets, it can take on more debt in its capital structure. 

According to Myers and Majluf (1984), the knowledge asymmetry between managers 

and stakeholders on corporate finance behaviour in stock issues may result in higher 

expenses, causing debt issuance to take primacy. As a result, businesses with a higher 

percentage of physical assets are more likely to take advantage of secured loan 

opportunities. Furthermore, Furthermore, Jensen and Meckling (1976) study on 

managerial behaviour, agency costs, and ownership structure and Myers (1977) 

research on determinants of corporate borrowing found that highly leveraged 

enterprises’ shareholders have an incentive to invest inefficiently to transfer the wealth 

from the company’s debt holders. According to trade-off theory  (TOT), asset 

tangibility and leverage have a positive relationship, and this is supported by 

Wellalage and Locke’s (2012) study on the corporate governance, and capital structure 

decisions of listed corporations in Sri Lanka. 

When information asymmetry is tied to tangible assets, pecking order theory (POT) 

demonstrates a negative relationship between tangible asset volume and company debt 

level. Asymmetrical information’s are less asymmetrical in companies with more 

fixed assets. As a result, businesses increasingly rely on equity financing, resulting in 

a negative relationship between asset tangibility and debt level. Frank and Goyal 

(2009) discovered a negative relationship between asset tangibility and leverage in 

publicly listed American companies from 1950 to 2003, and Sheikh and Wang (2011) 
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discovered a negative relationship between asset tangibility and leverage in Pakistani 

manufacturing companies. 

Managers’ proclivity to consume more debt than is necessary may cause a negative 

correlation between total tangible assets and leverage (Titman and Wessels, 1988). 

Companies may choose greater debt levels with less collateralizable assets to restrict 

managers from using more debt than is necessary. Asset tangibility and leverage, 

according to this argument have a negative relationship. Booth et al. (2001) showed a 

negative association between tangible assets held by company and leverage in a study 

of capital structure’s for companies in developing nations such as Brazil, India, 

Pakistan, and Turkey. 

Chen (2003) used the ratio of the book value of tangible assets plus inventories to the 

book value of total assets in a study on Chinese listed companies, and Gaud et al. 

(2005) used the ratio of the book value of tangible assets plus inventories to the book 

value of total assets in a study on Swiss companies to determine asset tangibility. In 

this study, asset tangibility is determined by the ratio of fixed assets to total assets 

(FATA), as Friend and Lang (1988) employed in their study on the impact of 

managerial self-interest on the corporate capital structure of US corporations from 

1979 to 1983. 

 

2.2.3 Company Growth 

A sufficient amount of financial resources must be available to invest in a company’s 

expansion and development in order for it to flourish. The majority of these are new 

investment opportunities with the potential to improve the portfolio of the 

organization. Growth prospects are capital assets that increases value of a company 

but it could be used as collateral and does not provide any current revenues that are 
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taxable (Titman and Wessels, 1988). In their study on the determinants of capital 

structure choice Rajan and Zingales (1995) discovered that the company’s 

development mainly determines a company’s capital structure by studying the 

financial decisions of public listed corporations in the major developing countries. 

The trade-off theory (TOT) states that a company’s growth potential is assessed by 

looking at its intangible assets. Companies that has a greater percentage of intangible 

assets borrow less than companies with a higher percentage of tangible assets. When 

a company is in a financial crisis, intangible assets cannot be utilized as collateral and 

depreciate. As a result, as Jensen and Meckeling (1976) discovered in their study on 

agency costs, management behaviour, and ownership structure of US corporations, a 

company’s predicted future growth should be inversely correlated with its leverage or 

debt level. 

According to Myers (1977) companies with high leverage ratios are more prone to 

engage in operations that transfer wealth from creditors to shareholders and 

underinvest in economically profitable initiatives and asset substitution, rising debt 

agency costs. As a result, it is possible to argue that companies with excellent growth 

opportunity employ more equity financing because they have more substantial 

incentives to prevent underinvestment and asset substitution due to stockholder-

bondholder conflicts. 

Because highly profitable organizations have more investment options, the pecking 

order theory (POT) predicts a positive relationship between company growth 

prospects and capital structure. Debt is produced when the cost of an investment 

exceeds the company’s retained earnings. According to Myers (1984), the agency 

mentioned above concerns can be overcome by issuing short-term debt instead of 

long-term debt. Chen (2003) discovered a favourable relationship between Chinese 
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company growth and debt ratio in a study of Chinese publicly traded enterprises. 

According to Awang et al. (2010), a company’s growth is directly related to its amount 

of leverage because its owners and decision-makers feel that company growth 

opportunities are unpredictable and dangerous, and they seek to shift that risk to its 

creditors. This is true since pursuing new opportunities would necessitate a huge 

capital infusion for organizations with constant success and quick expansion. 

Titman and Wessels (1988) used data from 1974 to 1982 for US corporations as a 

growth indicator, while Chen (2003) used the annual growth percentage of total assets 

for companies in China. Rajan and Zingales (1995) employed the market value of 

assets to book the value of assets. The annual percentage change in book value of total 

assets as used by Titman and Wessels (1988) was used as a unit of measurement for 

company growth in this study. 

 

2.2.4 Liquidity 

Liquidity refers to the ability to transform assets into cash quickly without impacting 

the asset’s price. Managers can use internal capital to pursue attractive future 

investment possibilities without modifying their core capital structure with liquid 

assets. Deesomsak et al. (2004) defined liquidity as the capacity to convert assets into 

cash rapidly without affecting asset values. Ozkan (2001) found that the liquidity ratio 

can have distinct effects on the capital structure decision in the long run, based on 

research on the capital structure of UK corporations from 1984 to 1996. The presence 

of abundance of liquid assets enables decision makers to utilize internal financing to 

seek promising future investment prospects. 

According to the trade-off theory (TOT), companies with better liquidity are able to 

borrow more and take on more debt because they are more likely to meet contractual 
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obligations on time. As a result, research backs up this theory’s prediction of a positive 

debt-liquidity link. Ghasemi and Razak (2016) discovered that the liquidity ratio is 

positively associated with the leverage ratio for listed companies in Malaysia using 

data from 2005 to 2013. 

The pecking order theory (POT) predicts that liquidity and leverage have a negative 

connection since a company with more liquidity prefers to fund new projects with its 

resources. Few empirical research, such as Deesomsak et al. (2004)’s analysis of the 

capital structure of ASEAN companies from 1993 to 2001 have revealed consistent 

results with the pecking order theory (POT) with a negative relationship between 

liquidity and leverage. 

Between 2000 and 2004, Mazur (2004) showed a negative association between 

liquidity and debt level in companies based in Poland, whereas Viviani (2008) 

discovered a negative relationship between liquidity and debt in French wine 

industries between 2000 and 2004. Lipson and Mortal (2009) looked at how liquidity 

affects a company’s capital structure. According to empirical investigations, there is 

as inverse relationship between liquidity and capital structure. 

Walton and Aerts (2006) in their study, instead of using liquidity, used the number of 

credit days provided by the company and the number of credit days obtained by the 

company in their worldwide financial accounting and reporting study. Sogorb and 

Lopez (2003) used the liquidity ratio, which is the ratio of current assets to short-term 

obligations, to analyse a sample of 6482 Spanish companies over five years from 1994 

to 1998. 
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2.2.5 Profitability 

Profitability that is consistently sustained lowers the risk of financial trouble or 

bankruptcy. It encourages companies to use debt more frequently in order to maximize 

the interest tax benefit of debt. Profitability and leverage should have a positive 

connection, according to the static trade-off theory (TOT). According to trade-off 

theory (TOT), company profitability level and debt level have a positive relationship 

since high profitability stimulates debt and gives businesses an incentive to take 

advantage of tax benefits on interest payments. 

A company with high profitability level could borrow money from financial 

institutions or banks to take advantage of the tax shelter. Interest is a deductible item 

that reduces taxable income. Companies prefer to raise capital first from internally 

generated funds, such as retained earnings, then from debt, and finally through a new 

stock issue, according to Brealey and Myers (1984). According to Rajan and Zingales, 

creditors prefer to lend to companies with high current cash flow (1995). 

To the contrary, pecking order theory (POT) takes a distinct approach to the concepts 

of profitability and leverage. According to the theory, profitability and leverage have 

a negative relationship. Companies prefer to employ internal funds when they are 

available, and when external funding is required, they prefer debt to stock. Some 

research examined the link between profitability and debt ratio, for example (Salawu 

and Agboola, 2008; Chen, 2004; Nunkoo and Boateng, 2010). Companies tend to use 

retained earnings as their primary source of financing for investment projects, 

according to Myers (1984). 

In the research of companies in Nigeria between 1990 and 2004, Salawu and Agboola 

(2008) discovered a negative association between a company’s profit level and debt 

levels. Nunkoo and Boateng (2010) discovered an inverse relationship between profit 
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level and leverage of companies in Canada between 1996 to 2004, whereas Chen 

(2004) discovered a negative relationship between profitability and capital structure 

of listed companies in China based on data from 1995 to 2000. 

According to Rajan and Zingales (1995), Bennett and Donnelly (1993), and Chen 

(2003), high-profit companies utilize internal funding, but low-profit companies 

borrow more due to a lack of internal finances. These facts support the pecking order 

theory (POT) where highly profitable companies were discovered to fund their 

projects with retained earnings and internal cash before the financial crisis and during 

the recession (Mostarac and Petrovoic, 2013). 

 

2.2.6 Non-Debt Tax Shield 

The depreciation deduction allows taxpayers to recoup certain losses incurred as a 

result of depreciation on eligible property. The deduction is available for both tangible 

and intangible assets, such as automobiles and buildings, and computer software and 

patents.  

To be eligible for depreciation, an asset must be used in a business or income-

generating activity and have a lifespan of more than one year. Other factors such as 

the length of time the item has been owned and whether it was utilized to make capital 

upgrades, may affect the ability to deduct depreciation. 

If interest payments on debt are tax-deductible, companies with positive taxable 

revenue have an incentive to issue more debt, according to Modigliani and Miller 

(1958). The main reason for borrowing is to take advantage of interest tax advantages. 

According to Marcus’s (2006) trade-off theory (TOT), a corporation will owe up to a 

particular debt level, after which taxes will protect the company from further debt in 

the same manner that financial distress will. Financial distress is described as the cost 
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of bankruptcy or reorganization and increased agency charges due to a company’s 

weakened reputation. According to trade-off theory (TOT), the manager will think 

about capital structure in terms of a trade-off framework between tax shelters and 

financial distress. 

According to Brigham and Ehrhardt (2013), the trade-off theory (TOT) is a concept in 

which a company exchanges the tax benefits of debt financing for the risk of 

bankruptcy. Interest can help a corporation lower its tax burden, especially for a 

company with a high tax burden. The profit a firm makes from debt is related to the 

amount of money it spends on taxes. 

Salawu and Agboola (2008) found that companies with a favourable taxable salary are 

more likely to issue more debt if the interest payments on the debt are tax-deductible. 

As a result, many businesses prefer to borrow money to benefit from the interest tax 

break. Depreciation divided by total assets of real estate companies can be used to 

calculate the non-debt tax shield. 

 

2.3 Underpinning Theories 

2.3.1 Trade-Off Theory (TOT) 

The trade-off theory (TOT) originated from the debate on Modigliani and Miller’s 

theories. It is said that many authors use the term exchange hypothesis to describe a 

set of related conjectures. The authors agree that managers can evaluate various costs 

and preferences for alternative utilization options in these theories (Frank and Goyal, 

2005). 

This theory states that the company introduced bankruptcy, reduced costs, reduced 

debt, and assumed debt repayment costs, according to Li, Chang, and Shun (2009). 
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Organizations must find an ideal capital structure to reduce risks and adjust obligations 

and values based on specific end goals. 

The trade-off theory (TOT) of capital structure proposes that a corporation choose how 

much debt and equity financing to utilise by weighing the costs and benefits, with 

agency costs (Jensen and Mecking, 1976) and bankruptcy and financial distress costs 

(Myers, 1977) serving as the foundations. According to this theory, a corporation 

establishes a goal debt-to-value ratio and steadily approaches it, and any rise in debt 

increases the danger of bankruptcy, possible financial difficulties, and agency 

expenses, thus lowering the company’s value. As a result, an optimal capital structure 

can be achieved by striking a balance between the benefits such as the tax benefits and 

its drawbacks such as financial distress and bankruptcy costs of debt (Cohet and 

Farhat, 2009). 

Liquidation fees are one of the many factors that contribute to bankruptcy. The value 

loss caused by the liquidation of the company’s net assets is known as the liquidation 

cost. Another factor is the bankruptcy cost, also known as the distress cost, which is 

the cost that the company must bear if its stakeholders believe it will go bankrupt. 

According to the trade-off theory  (TOT), a company can choose between a  debt-

equity mix that strikes a balance between the tax shelters of debt and the costs of debt. 

A corporation sets a target debt-to-value ratio based on this notion. It gradually 

approaches it, and as debt grows, so does the risk of bankruptcy, financial trouble, and 

agency charges, decreasing the asset’s value. 

This model is based on the value of an unlevered company when the ideal capital 

structure balance was at the trade-off point. This is the point at which the cost of 

bankruptcy offsets the tax savings from taking on more debt (Eriksson and Hede, 

1999). The likelihood of bankruptcy increases if the company takes on too much debt 
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in its capital structure. Depending on the type of capital structure the corporation seeks 

to attain, both the trade-off theory (TOT) and the pecking order theory (POT) play 

equal roles in the decision-making process. 

 

2.3.2 Pecking Order Theory (POT) 

Myers (1894) developed the pecking order theory (POT), which states that a company 

will use the cheapest cost of find available to it in the order in which it was discovered. 

According to this theory, a company would use the cheapest cost of fund that is 

available to the company in sequential. A company’s retained earnings would be used 

first, followed by debt, and finally, equity. Furthermore, the company would always 

try to fund its projects with its retained earnings.  

In addition, Myers made two assumptions for this theory. The first was that business 

executives would have more information about investment prospects than outside 

investors. This is well-known, as is the assumption of asymmetric information. The 

managers had better information regarding the investment opportunities compared to 

any other parties within and outside the company.  

Secondly, these companies’ executives acted in the best interests of their stockholders. 

Under these circumstances, the company is only expected to accept projects with a 

positive net present value (NPV). This model also explains the empirical patterns. To 

begin with, debt ratio and profitability are opposed. This is more common in more 

profitable businesses, as they can keep their profits and use them to fund their next 

project. Second, if the market reacts negatively to the issuance of new equity, the 

company’s stock price will fall. This ensured that the managers only issued new equity 

as a last resort. 
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Affandi, Wan Mahmood, and Abdul Shukur (2012) discovered a positive relationship 

between profit and debt in their analysis on the determinants of capital structure of 45 

companies listed under the food manufacturing sector in Bursa Malaysia. The 

organization does not need to rely heavily on its external subsidies from the start. This 

finding demonstrates that because internal funds are sufficient, they do not need to 

rely on outsourcing fees or financial assistance, reducing its commitment. 

According to Ahmad and Ismail (2012), a company can only rely on internally 

generated funds, and if additional funds are required, the company will be heavily in 

debt. Jibran (2012), while studying the pecking theory-based Pakistan’s non-financial 

sector, also stated that these companies prefer internal funds to funds sourced from 

outside sources. Jibran (2012) also stated that debt financing is preferred over equity 

if the company requires external funding, and equity is only used as a last resort. 

pecking order theory (POT) also suggests that to maximize a company’s value, 

dividends should be distributed conservatively, and debt financing should be used 

(Sheikh et al., 2012). 

The pecking order theory (POT) of capital structure, according to Thomas (2001), 

explains that companies have priorities in their financial decisions, and the company’s 

highest priority is internal financing, with a focus on the impact of retained earnings 

and depreciation, followed by all forms of external funding. According to the author, 

internal funds will not incur listing costs and will not be required to disclose other 

proprietary financial information, resulting in tighter market discipline and a loss of 

competitive advantage. 
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2.4 Chapter Summary 

This chapter focuses on the capital structure concept in general and its implications 

for businesses and decision-makers. This chapter also defines the terms Trade-off and 

Pecking Order theories and previous research on capital structure determinants about 

both theories. All of these factors have been identified to be influencing the company’s 

capital structure, whereas it will guide the company’s manager in the financial decision 

making of business operation. 
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 CHAPTER 3: METHODOLOGY 

3.1     Introduction 

The third chapter of the study is a research methodology covering tools and techniques 

applied in the current study to answer all six research objectives stated in the previous 

chapter. This chapter elaborates the methods in terms of design, approach and sources 

utilized for gathering the relevant and comprehensive information on the relationship 

between the real estate company size, asset tangibility, annual growth percentage, 

liquidity, profitability and non-debt tax shield with the capital structure as well as the 

analysis on primary company-specific determinants of the capital structure among 

listed real estate companies in Malaysia. 

This chapter has been divided into six sections, with Section 3.1 serving as the 

introduction. The study’s framework is described in Section 3.2, and the hypothesis is 

represented in Section 3.3. The research design is explained in Section 3.4. Section 

3.5 explains the variable measurement, while the methodology for the current study 

has been elaborated in detail in Section 3.6, which focus on the data collection sources 

and data analysis used in SPSS and lastly, Section 3.7 concludes this chapter with a 

summary of this study. 

 

3.2     Research Framework  

Based on the research discussed in chapter two, this study investigates the effects of 

several determinants on capital structure. The common determinants that affect the 

company’s capital structure are company size, tangible assets held, company growth, 

liquidity, profitability and non-debt tax shield. Most of the variables are the standard 

company-specific determinants of leverage (Jong et al., 2008). These variables represent 

the independent variable, while capital structure represents the dependent variable. The 
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diagram below shows that capital structure is determined by company size, asset 

tangibility, company growth, liquidity, profitability, and non-debt tax shield. 

 

 

 

 

 

 

 

 

 

 

 
 
 
 
 
 
 
 
 
 
 
Figure 3.1: Research Framework of capital structure of Real Estate companies in Malaysia 
 

3.3     Hypothesis 

The following generated hypotheses are now proposed to test the relationship between 

company size, asset tangibility, company growth, company liquidity, profitability, 

non-debt tax shield and the capital structure of choice of real estate companies in 

Malaysia. 

 

Company Size 

Asset Tangibility 

Independent Variables Dependent Variable 

Liquidity 

Company Growth Capital 
Structure 

Profitability 

Non-debt tax Shield 
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H1: There is a significant relationship between the size of the company and the capital 

structure of public listed real estate companies in Malaysia. 

H2: There is a significant relationship between asset tangibility and the capital 

structure of public listed real estate companies in Malaysia. 

H3: There is a significant relationship between company growth and the capital 

structure of public listed real estate companies in Malaysia. 

H4: There is a significant relationship between company liquidity and the capital 

structure of public listed real estate companies in Malaysia. 

H5: There is a significant relationship between company profitability and the capital 

structure of public listed real estate companies in Malaysia. 

H6: There is a significant relationship between non-debt tax shield and capital structure 

of public listed real estate companies in Malaysia. 

 

3.4     Research Design 

The ten largest corporations selected from Malaysia’s listed property enterprises were 

studied using a series of data covering 2016 to 2020. The period from 2016 to 2020 

will evaluate the financial structure before COVID-19 and the changes made during 

the pandemic year. According to Propertyguru.com, these ten companies were chosen 

based on their market share in Malaysia. The table below is a list of the companies 

chosen for this study. To completely comprehend and measure each company’s 

adjustments to its capital structure in managing its finances during the pandemic year, 

top companies with large revenue in 2019 were chosen. 
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Company Name Revenue in 2019 

Sunway RM4.8 billion 

SP Setia RM3.9 billion 

LBS Bina Group Berhad RM1.4 billion 

UEM Sunrise RM2.9 billion 

Eco World Development Group Berhad RM2.5 billion 

Gamuda Land RM2.5 billion 

IJM Land RM2.3 billion 

IOI Properties RM2.2 billion 

Mah Sing Group RM1.8 billion 

IGB Berhad RM1.4 billion 

 
Table 3.1: Top 10 property developers in Malaysia according to revenue in 2019 
 

 

3.5     Variable Measurement 

The variables measurement was derived from past research. Table 2 below shows the 

measurements of the company variables. 

 

Variables Measurements 

Total Leverage Total Debt/Total Assets 

Company size Natural Logarithm of Total Assets 

Tangibility Total Fixed Assets/Total Assets 

Company Growth Percentage change in Total Assets  

Liquidity Current Assets/Current Liabilities 
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Profitability Ebit/Total Assets 

Non-Debt Tax Shield Total Depreciation/Total Assets  

 
Table 3.2: Measurement of Dependent and Independent variables 
 

 

 Size Tangibility Growth Liquidity Profitability NDTS 

TOT 

Expectation 
+ + - + + - 

POT 

Expectation 
- - + - - - 

 
Table 3.3: The expected relationship between each Independent Variable (IV) to the capital structure 
according to each underpinning theory. 
 

 

According to the trade-off theory (TOT) and the pecking order theory (POT), the 

predicted relationship between each independent variable and the capital structure is 

shown in Table 3. According to trade-off theory (TOT), the debt to equity ratio 

positively links with the company’s size, liquidity, profitability, and asset tangibility. 

The increase in any of the above variables is expected to increase the total debt in the 

real estate company as predicted by the TOT. To the contrary, company growth and 

non-debt tax shield are predicted by TOT to have a negative relationship with leverage 

level in the company. The pecking order theory (POT) predicts that the company size, 

liquidity, profitability, asset tangibility, and non-debt tax shield negatively affect the 

debt to equity ratio. Only company growth has a positive relationship with Malaysian 

real estate companies’ capital structure according to pecking order theory (POT).  
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3.6     Methodology 

SPSS software was utilized to examine the financial data acquired in the study while 

assessing the association between factors. In this study, descriptive analysis and 

multiple regression analysis were used as statistical tests. This study’s multiple 

regression model analysis is based on Chen (2003)’s work on Chinese publicly traded 

businesses and is applied to Malaysian enterprises. The multiple regression model’s 

equations are provided below. 

 

Cp = β0 + β1 Company Size +β2 tangibility + β3 growth + β4 profitability + β5 

liquidity + β6 non-debt tax shield 

Where; 

Cp = capital structure of property companies 

β0 = Constant 

β1 = Company Size 

β2 = Tangibility 

β3 = Growth 

β4 = Profitability 

β5 = Liquidity 

β6 = Non-debt tax shield 

 

The β shows the correlation, which describes the relationship between the dependent 

and independent variables. The coefficient of -1.00 and +1.00 indicates a perfect 

correlation. If the coefficient is 0, it indicates no significant relationship between 

independent and dependent variables. 
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3.7     Chapter Summary 

This chapter has covered some key features of the approach that will be used in this 

investigation. It went into the methods and data collecting that would be employed in 

this study in great depth. In addition, the study’s research designs, which are 

quantitative research methods, were explained. This chapter also covered the 

measurement of instruments used, how the sample will be chosen, and how the results 

would be processed. 
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CHAPTER 4: RESULTS AND DISCUSSIONS 

4.1 Introduction 

This chapter discusses the results of this research. This section aims to explain the 

nature of the data collected and processed in the study to address the research problem. 

SPSS software version 26 on macOS was used to analyse and study the data. The 

obtained results linked with the descriptive analysis and multiple regression analysis 

of the data have been presented after the overview of the data. It explains the 

acceptance or rejection of the tested hypotheses by comparing them with the results 

obtained. 

 

4.2 Data Analysis 

To determine the impact of each real estate company’s size, asset tangibility, annual 

growth percentage, company liquidity, company profitability and company non-debt 

tax shield on total capital structure, this study collected and evaluated annual data from 

real estate developers from 2016 to 2020. The capital structure is the study’s dependent 

variable, while the independent factors are the study’s real estate developer’s company 

size, asset tangibility, company growth, liquidity, profitability and non-debt tax shield. 

The sample size for this study is the ten largest publicly traded real estate companies 

in Malaysia. Furthermore, quantitative data related to financial measures, such as 

company size, total tangible assets held, annual growth percentage, liquidity, 

profitability and non-debt tax shield of the selected firms, has been examined. The 

leverage ratio was utilized to determine the firm’s capital structure at the time. 

The statistical software IBM SPSS was used, and descriptive analysis and multiple 

regression analysis of the data sets were used in the study. 
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4.3 Descriptive Analysis 

The following are the results of the data analysis process: 

 

 
Table 4.1: Descriptive Statistics in SPSS 
 
The above SPSS analysis of variables between 2016 to 2020 shows that the dependant 

and independent variables considered in the study are leverage, company size, tangible 

asset, company growth, liquidity, profitability and non-debt tax shield of 10 real estate 

companies for the period.  

From the above data analysis, it has been shown that the mean value of the dependant 

variable in the study measured by the leverage ratio is 61.79 percent which shows the 

company’s debt to total assets is slightly above half with a standard deviation of 

0.2684. The mean value of the findings shows that the top 10 real estate companies in 

this research, on average, carry 61.79 percent more debt than equity. Large real estate 

companies are shown to prefer to carry more debt than equity in their capital structure.  
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As for the independent variables, the mean value of size of size of real estate company 

is measured by the natural log (ln) of total assets is relatively high at 9.3328. The 

selection of companies was based on the top 10 revenue-generating real estate 

developers in Malaysia with a standard deviation of 0.7991. This is in line with the 

study by Baker and Martin (2011), where larger businesses have a more diverse 

portfolio, which means reduced volatile cash flow, lower costs of financial distress 

and a lower risk of bankruptcy.  

This is followed by a mean asset tangibility of 54.67 percent with a standard deviation 

score of 0.1978, which indicates that the top real estate developers have more than half 

of their total assets as fixed assets. According to Camara (2012), tangible assets are 

defined as the ratio of net property, plant, and equipment to total assets. Real estate 

companies have a high value of the property and hence the high value of asset 

tangibility. 

Company annual growth mean is at 6.100 percent with standard deviation at 0.1114, 

indicating that year by year increase in total assets for the top 10 real estate companies 

in Malaysia is at 6.1 percent. In this study, the real estate companies are positively 

increasing their total assets by 6.1 percent annual average of total assets.  

Mean liquidity is at 1.905 and standard deviation at 0.7694, indicating that the average 

real estate companies hold 1.9 times more current assets than a current liability. This 

shows that Malaysia’s top real estate companies have almost double the current assets 

to current liability.  

Mean profitability is at 3.01 percent and standard deviation at 0.0204, indicating 

average income is at 3 percent of total assets held. This shows that the real estate 

companies are averaging 3.01 percent of earnings before interest and tax (EBIT) to 

their total assets. 
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The mean non-debt tax shield is at 4.00 percent and the standard deviation at 0.0055, 

indicating that the average total depreciation to total assets of these real estate 

companies stands at 4 percent based on this study. 

A more significant standard deviation score implies that the data dispersion in the 

series is relatively significant, while a smaller standard deviation value suggests that 

the data dispersion in the series is relatively minimal. 
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4.4 Correlations  

Table 4.2: Correlations in between variables for the period 2016 – 2020 
 

Table 4.2 shows the correlations between the all the variables in the study. Between 

the independent variables, there are some significant correlations between independent 

variables. Company size has significant positive correlations with liquidity, which 

indicates that larger-sized companies would have higher liquidity. This result indicates 
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that larger companies can meet debt obligations as the size of the real estate company 

has a positive relationship with liquidity. This is further discussed by the result from 

Audretsch and Elston (1998), where the authors studied the link between liquidity and 

investment behaviour of companies of various sizes in the German market from 1970 

to 1986 and found that larger companies have higher liquidity consistent with their 

ease of access to internal and external sources of funds. 

The company size also has significant negative correlations with profitability. This 

indicates that for the period ranging from 2016 to 2020, the larger real estate 

companies have made lower net income compared to their total assets. The result is 

consistent with Azhar and Ahmed (2019), where the authors studied on the 

relationship between size of company and profitability by studying the textile listed 

firms in Pakistan found a negative relationship.  

In addition, the size of the real estate company has a significant positive correlation 

with asset tangibility, indicating that larger companies hold more fixed assets. A more 

prominent real estate company would naturally have more tangible assets (property, 

plants and equipment) as any property held would be the tangible assets held by the 

company.  

On the other hand, volume of tangible assets held by the real estate company is shown 

to have a significant negative correlation with a real estate company’s profitability 

level. This correlation is consistent with Pratheepan (2014) findings on the study on 

determinants of Sri Lankan listed manufacturing companies, which found that those 

companies with higher volume of tangible assets are found to have a lower profitability 

level. This finding is particularly significant since it demonstrates that corporations 

that are more likely to spend research and development are more profitable. This 

shows that companies that hold more fixed assets tends to have lower profitability. 
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This is particularly true in the study of real estate companies because unsold properties 

are the company’s fixed assets, which proves that asset tangibility is negatively 

correlated to profitability. 

There are also significant negative correlations between company size and non-debt 

tax shield in this study. This result is similar with the finding of Gao (2016) on listed 

corporations of China from 2008 to 2013 and found that non-debt tax shield is 

inversely related to the size of the real estate companies.   

This study also found that non-debt tax shield has significantly negative correlations 

with asset tangibility. This correlation is consistent with Almendrosa and Mira, (2018) 

research on Spanish listed companies between 2007 to 2013 to investigate the tax 

benefits, costs of debt and a new measure of non-debt tax shields, which found a 

significant negative connection between non-debt tax shield and tangible assets held 

by the companies.  

Lastly, there are significant positive correlations between the company’s profitability 

and non-debt tax shield. In their study on factors determining the capital structure of 

Pakistani companies, Shah and Khan (2017) found a negative correlations between 

profitability and non-debt tax shield. This shows that real estate companies with higher 

non-debt tax shields have a higher profitability rate.  

The correlations between the independent variables and dependant variables 

(leverage) are explained as follows: 

Leverage has four significant correlations:  

i. Leverage has significant positive correlations with company size. 

ii. Leverage has significant positive correlations with asset tangibility 

iii. Leverage has significant negative correlations with liquidity.  

iv. Leverage has significant negative correlations with profitability. 
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Real estate company leverage has significant positive correlations with company size, 

indicating that the larger real estate companies would carry more debt to equity. Wald 

(1999), in the study on company characteristics and capital structure, found a strong 

positive connection between size of company and debt for American, British and 

Japanese companies. Sheikh and Wang (2011) also discovered a positive association 

between company size with leverage in the Pakistani manufacturing industry. Salawu 

and Agboola (2008), in their study on companies in Nigeria, also discovered a 

significant positive relationship between the size of companies and debt level. 

Real estate company leverage is also shown to have a significant positive correlation 

with its asset tangibility. Real estate companies with more physical assets or property 

owned such as equipment, buildings, and inventory are shown to carry more debt in 

their capital structure. This is consistent with Myers (1977) research on determinants 

of corporate borrowing, which found a positive relationship between company size 

and leverage level. Wellalage and  Locke (2012), in their study on the corporate 

governance and capital structure decision of companies, in Sri Lanka also proved that 

asset tangibility and leverage have a positive relationship according to the trade-off 

theory  (TOT). 

Furthermore, real estate companies leverage is also shown to have a significant 

negative correlation with company liquidity. These findings are aligned with 

Deesomsak et al. (2004), who discovered negative results between liquidity and 

leverage in their study of the capital structure of Asean companies between the period 

of 1993 to 2001. Mazur (2004) also discovered a negative relationship between 

company liquidity and debt level in Polish companies between 2000 to 2004, while 
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Viviani (2008) discovered, between 2000 to 2004, an inverse relationship between 

company liquidity level and leverage level in French winemakers.  

In this study, we also found that leverage is shown to have a significant negative 

correlation with company profitability. Salawu and Agboola (2008), in the study on 

prominent companies in Nigeria from the period of 1990 to 2004, also discovered 

negative relationship between company profits and debt levels among Nigeria’s large 

non-financial listed companies. Nunkoo and Boateng (2010) also discovered a 

negative relationship between company profits and leverage of companies in Canada 

from 1996 to 2004. Chen (2004) found a negative relationship in a study based on data 

from 1995 to 2000 between profitability and capital structure of companies in China. 

Real estate companies with high profitability tend to carry lower debt in their capital 

structure.  

Finally, leverage has negative correlations with both company growth and non-debt 

tax shield but holds no valid statistical significance according to the findings of this 

study.  

 

4.5 Regression Analysis 

The results obtained from the regression analysis are as follows: 

Table 4.3: Model Summary for Leverage 
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The results in Table 4.3 identified that the Sig. value of the data set at 0.000, which is 

<0.01, hence the regression model is significant and can thus explain the determinants 

of capital structure in this study. Adjusted R-square indicates that 52.4 percent of the 

dependant variable in this study which is leverage is influenced by the independent 

variables in the study namely, company size, asset tangibility, company growth, 

liquidity, profitability and non-debt tax shield. Other variables not included in this 

study influenced 47.6 percent of leverage in this study. The Durbin-Watson (DW) is 

at 1.084, which means that autocorrelation almost did not exist in this analysis. The 

overall results were significant, and F-value is at 0.994. This represented the 

consistency of the model used. 

 

Table 4.4: Coefficients Analysis in SPSS 2016-2020 
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Table 4.4 contains the coefficient between the independent variables in this study 

namely, company size, asset tangibility, company growth, liquidity, profitability and 

non-debt tax shield and leverage as the dependant variable for the study period 

between 2016 to 2020. 

Starting with (Variance Inflation Factor) VIF and tolerance values, the standard rule 

is that VIF value exceeding ten (10) and tolerance below 0.10 may be a reason for 

concern because greater multicollinearity might falsely lead to the conclusion that 

there is no linear relationship present between the dependant and independent 

variables. A high VIF score implies that the independent variables in this study are 

highly collinear with the other variables in the model. This has a chance to violate the 

model and render the results to be inconclusive. Multicollinearity is a problem in 

multiple regression since the inputted data all impact each other. As a consequence, 

they aren’t completely independent, which makes determining how much the 

interaction of the independent variables impacts the dependent variable, or outcome, 

in a regression model problematic. 

Table 4.4 shows that the highest value for VIF is 3.655, which does not exceed 10, 

while the lowest value of tolerance is 0.274, which is still above 0.10. These values 

indicate there is no multicollinearity. Thus, it is safe to assume that in the complete 

regression analysis, multicollinearity does not exist.  

The multiple regression equation (MRE) discussed in Chapter 3 and obtained from the 

data analysis output presented in Table 4.4 are presented in the following equation. 

The model used in this analysis had been replicated and extended from Chen’s (2003) 

study on Chinese listed companies and study on its capital structure. We can thus 

safely assume that in the regression analysis of leverage, multicollinearity does not 

exist. 
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Cp = -0.288 + 0.246 Company Size + 0.423 Asset Tangibility + 0.028 Growth – 

0.250 Liquidity - 0.339 Profitability + 0.421 Non-debt tax shield 

Where; 

Cp = capital structure of real estate companies 

β0 = Constant 

β1 = Company Size 

β2 = Tangibility 

β3 = Growth 

β4 = Profitability 

β5 = Liquidity 

β6 = Non-debt tax shield 

 

4.6 Discussion 

Different statistical tests, such as descriptive statistics and multiple regression analysis 

for the data sets have been used to identify the variables that could impact the real 

estate company capital structure. The quantitative data was gathered from the ten most 

important real estate developers in Malaysia from 2016 to 2020. 

Furthermore, the size of the real estate company, tangible assets held annual company 

growth, liquidity, profitability, and non-debt tax shield levels during the research 

period all impact the capital structure of choice. 

The capital structure of the selected companies was assessed using the leverage ratio, 

which depicts the amount of debt and equity used to fund the company over time, 

based on the parameters presented. The empirical evidence stated that the capital 

structure could influence a company’s liquidity, tangibility, growth, size, profitability, 
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and non-debt tax shield is concerned with the cost, risk, and reward associated with 

the financing option used by the real estate developer. 

 

Independent Variable Relationship with Dependent Variable 

Company Size Positive and Significant 

Asset Tangibility Positive and Significant 

Company Growth Negative 

Liquidity Negative and Significant 

Profitability Negative and Significant 

Non-Debt Tax Shield Negative 

Table 4.5: Summary of the relationship between IVs and DV for a period ranging between 2016-2020 

 

The first finding is a positive relationship established between the size of a real estate 

company in Malaysia and capital structure of the company. This result is consistent 

with Sheikh and Wang (2011), who discovered a positive relationship established 

between company size and debt usage in the Pakistani manufacturing industry. Salawu 

and Agboola (2008) also discovered a significant positive relationship between 

company size and leverage in their study on companies in Nigeria. Wald (1999) 

established a strong positive association between company size and debt level for 

companies based in America, the United Kingdom, and Japan. This result is as per 

trade-off theory (TOT), where larger and more prominent companies have a tendency 

to be more diverse and making them less vulnerable to bankruptcy risk. As such, these 

larger companies tend to carry more debt in their capital structure as it allows them to 

do so. The analysis for the period ranging from 2016 to 2020 in this study indicates a 
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significant positive relationship between debt level in the real estate company and the 

real estate company size. Therefore, Hypothesis 1 is accepted with such association 

compatible with the suggestion of trade-off theory (TOT).  

Secondly, a positive association between volume of tangible assets held by the real 

estate companies and capital structure is consistent with Myers (1977) in the study on 

determinants of corporate borrowing. Wellalage and Locke (2012) in the study on the 

corporate governance and capital structure of companies in Sri Lanka also discovered 

a positive relationship between asset tangibility and debt usage level in the companies. 

Myers and Majluf (1984) discovered in the study on corporate financing behaviour in 

equity issuance that the knowledge asymmetry between managers and stakeholders 

may result in higher expenses, causing debt issuance to take precedence. This would 

mean that companies with higher volume of tangible assets are more likely to take 

advantage of the chance to be issued secured loans, which increases debt usage in its 

capital structure. The analysis for the period ranging from 2016 to 2020 in this study 

indicates a significant positive relationship between capital structure and asset 

tangibility. Therefore, Hypothesis 2 is accepted with such association compatible with 

the suggestion of trade-off theory (TOT).   

Thirdly, there is a negative association between annual company growth percentage 

and capital structure aligned with the findings of Jensen and Meckling (1976) in 

studying managerial behaviour, agency costs, and ownership structure of US 

companies. Myers (1977) also found a negative relationship in the study determinants 

of borrowing of US companies. As a result, it is possible to argue that companies with 

growth prospects use more equity financing because they have more substantial 

motivation to avoid underinvestment and asset substitution caused by stockholder-

bondholder conflicts. However, the analysis for the period ranging from 2016 to 2020 
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in this study indicates an insignificant negative relationship between real estate 

companies leverage and annual company growth. Therefore, Hypothesis 3 is rejected 

as no significant relationship could be established between company growth and 

capital structure in this study. 

Fourthly, there is a negative association between real estate company liquidity and 

capital structure choice consistent with Deesomsak et al. (2004), who found negative 

results between liquidity and leverage in the study of capital structure of companies in 

the APAC zone between the period of 1993 to 2001. Mazur (2004) also discovered a 

negative relationship between liquidity and debt level in Polish companies between 

2000 to 2004, while Viviani (2008) discovered 2000 to 2004 a negative relationship 

between liquidity and debt level in French wine companies. This is because a business 

with more liquidity prefers to fund fresh investment possibilities with internal cash 

rather than borrowing money from external sources. The analysis for the period 

ranging from 2016 to 2020 in this study indicates a significant negative relationship 

between capital structure and liquidity. Therefore, Hypothesis 4 is accepted with such 

association compatible with the suggestion of pecking order theory (POT).   

Furthermore, a negative association between real estate companies’ profitability and 

debt level is consistent with Salawu and Agboola (2008) findings on the study on large 

companies from Nigeria between the period of 1990 to 2004. Nunkoo and Boateng 

(2010) found a negative relationship between company profit levels and leverage of 

companies in Canada between the period 1996 to 2004, while Chen (2004) found a 

negative relationship in a study based on data from 1995 to 2000 between profitability 

and capital structure of Chinese companies. Toy et al., (1974) in the study on capital 

structure across industries and within five countries consisting of United States, 

France, Netherlands, Norway and Japan also found that company profitability level is 
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negatively related to leverage ratio. These results presented aligns with pecking order 

theory (POT) which predicts a negative relationship between company profitability 

and debt-to-equity ratio. According to pecking order theory (POT), highly profitable 

companies who have more internal funds would prefer to use their own internal 

financing compared to external sources such as debt. The analysis for the period 

ranging from 2016 to 2020 in this study indicates a significant negative relationship 

between real estate company profitability and capital structure. Therefore, Hypothesis 

5 is accepted with such association compatible with the suggestion of pecking order 

theory (POT). 

Lastly, a negative association between real estate companies’ non-debt tax shield 

towards capital structure is found in this study. This result is consistent with the 

findings of Pandey (2015) analysed that the companies have more points of interest to 

shield from charges and having the ability to make more yield by using assets 

effectively. Deesomsak et al. (2004), on the study of capital structure of companies in 

the Asean between 1993 to 2001, also found a negative relationship between real estate 

company non-debt tax shield and capital structure. However, the analysis for the 

period ranging from 2016 to 2020 in this study indicates an insignificant negative 

relationship between real estate companies leverage and non-debt tax shield. 

Therefore, Hypothesis 6 is rejected as no significant relationship could be established 

between real estate company non-debt tax shield and capital structure in this study. 

 

4.7 Chapter Summary 

In conclusion this chapter had answered the research questions. Overall, the research 

findings indicated that size of the company, volume of tangible assets held, company 

liquidity and company profitability are the determinants of the top ten Malaysian real 
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estate companies between the period of 2016 to 2020. The study also found that 

company annual growth percentage and real estate company non-debt tax shield are 

not significant factors that determines the capital structure of the top ten Malaysian 

real estate companies between the period of 2016 to 2020. The regression analysis 

illustrates how the independent variables influence the dependant variables and 

explains the nature of each of these independent variables’ impact on the dependant 

variable. 

The R-squared value indicates the influence of independent factors on dependent 

variables in a multiple regression model. Between the period of 2016 to 2020, the 

independent variables account for 52.4 percent of the capital structure of the top ten 

Malaysian real estate companies.  

Additionally, this chapter summarises findings between the relationship and 

significance between the independent variables ranging between 2016 to 2020 to 

identify the impact on capital structure choice. Finally, the acceptance and rejection 

of the hypotheses are determined in this chapter, and all six hypotheses in this study 

are consistent with either trade-off theory (TOT) or pecking order theory (POT).  
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CHAPTER 5: CONCLUSION AND RECOMMENDATIONS 

5.1 Introduction 

This chapter concludes the project paper by suggesting some recommendations and 

summarizes the results obtained from the data analysis process. The significant 

elements covered in the section are discussion, recommendations for the companies 

selected in the study and recommendations to the future researchers of the study. The 

researcher’s shortcomings have been addressed in the study, which concludes with a 

summary of the findings. 

 

5.2 Summary of Findings 

The main goal of this study is to determine the relationship between the capital 

structure of real estate companies in Malaysia with the size of the company, tangible 

assets held, annual company growth, company liquidity, company profitability level 

and non-debt tax shield. A sample of 10 real estate companies listed on Bursa Malaysia 

covering 2016 to 2020 was selected. The ten companies were selected as the top ten 

most prominent real estate companies based on total assets held. The determinants of 

the capital structure of Bursa Malaysia listed real estate businesses in Malaysia were 

studied using descriptive statistics and multiple regression. The obtained data was 

statistically evaluated using IBM SPSS statistical software. 

This study showed that four determinants influence or impact the capital structure of 

Malaysian real estate companies. Firstly, company size is positively significant with 

leverage. This shows that larger and prominent real estate companies would carry 

more debt to equity. Therefore, Hypothesis 1 is accepted with such association 

compatible with the suggestion of trade-off theory (TOT).  This finding is similar to 

Salawu and Agboola’s (2008) findings in their research on companies in Nigeria, 
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where the authors found a substantial positive relationship between size and its capital 

structure. 

A real estate company’s debt level is also shown to affect asset tangibility positively. 

This result shows that real estate companies with more tangible assets have more debt 

in the capital structure. This finding is similar to Wellalage and Locke (2012) in the 

study on the corporate governance and capital structure decision of companies in Sri 

Lanka also discovered a positive relationship between total volume of tangible assets 

held and leverage. Therefore, Hypothesis 2 is accepted with such association 

compatible with the suggestion of trade-off theory (TOT).   

Real estate companies’ liquidity is also shown to have a significant negative 

relationship with their capital structure. This finding is similar to Deesomsak et al. 

(2004), who found negative results between company liquidity levels and leverage in 

their study of capital structure of companies in APAC region between 1993 to 2001. 

Therefore, Hypothesis 4 is accepted with such association compatible with the 

suggestion of pecking order theory (POT).   

Another factor that showed a significant result was profitability with the capital 

structure of Malaysian real estate companies. The findings show a significant negative 

relationship between company profitability level and capital structure consistent with 

Nunkoo and Boateng (2010), who found a negative relationship between company 

profits and leverage in companies in Canada from 1996 to 2004. According to pecking 

order theory (POT), highly profitable companies who have more internal funds would 

prefer to use it first compared to debt. Therefore, Hypothesis 5 is accepted with such 

association compatible with the suggestion of pecking order theory (POT). 

Company growth level and non-debt tax shield do not significantly affect the capital 

structure of Malaysian real estate companies. Company growth has a negative but 
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insignificant influence on the capital structure, and therefore hypothesis 3 is rejected. 

This shows that real estate company annual growth percentage has an insignificant 

impact on the debt-to-equity ratio of Malaysian real estate companies. Another 

determinant that is shown to have an insignificant level of influence is the non-debt 

tax shield. Leverage is shown to have a negative but only at an insignificant level 

relationship with non-debt tax shield. Therefore hypothesis 6 is rejected in this study. 

This study concluded that the four aforementioned factors are essential to determine 

the Malaysian public listed real estate companies. Besides that, the findings from this 

study could help the managers to make a better decision concerning their capital 

structure.  

 

5.3 Limitations of Study  

It must be noted that this study, like any other, has some limitations. Research 

limitations refer to the factors and constraints that limit the researcher from performing 

the research process appropriately. In the current study, the significant limitations 

faced by the researcher are that the current study follows a secondary source of data 

collection only that illustrates the research findings based on the analysis of the 

historical information. The secondary source of data was the respective company’s 

annual financial reports. The second limitation is the total number of real estate 

companies selected in the study, where only the largest ten companies in Malaysia 

were selected.  

 

5.4 Recommendations to Future Researchers 

In support of the data findings of the current study, there are few recommendations for 

future researchers to improve their results and findings on capital structure. Firstly, the 
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researchers are recommended to explore the influence of effective tax rates on capital 

structure. The effective tax rate on the company could have a significant influence on 

the debt usage of the real estate companies and should be studied further to investigate 

the relationship between them.  

Secondly, another recommendation provided to the researcher is to select different 

sectors while investigating the influence of capital structure on the company’s value, 

such as the construction and retail sectors of the country. 

Lastly, future researchers are recommended to use various measure to determine 

leverage. Future academics are recommended to look into the determinants of capital 

structure using short-term and long-term debt ratio values rather than overall debt ratio 

values to get a better grasp of capital structure determinants. 

 

5.5 Chapter Summary  

In conclusion, it has been highlighted that the study’s primary purpose is to assess the 

effect of companies’ size, asset tangibility, growth, liquidity, profitability, and non-

debt tax shield on the capital structure.  

The results obtained from the data analysis process stated a significant relationship 

between the size of company, asset tangibility, liquidity and profitability on the capital 

structure of the studied companies concerning the financial ratios and condition of the 

selected real estate companies. The financial ratios and values associated with the size, 

asset tangibility, growth, liquidity, profitability and non-debt tax shield have been 

gathered from 2016 to 2020.  

Thus, the real estate companies are recommended to assess the capital structure 

determinants while making any major financing decisions. This could lower the 
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bankruptcy risk or probability of financial distress caused the by global COVID-19 

pandemic. 
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