<4

>

PECKING ORDER THEORY: AN ANALYSIS OF FOODS AND
BEVERAGES INDUSTRY IN MALAYSIA AND THAILAND
(2004-2013)

MUHAMMAD HAFIZ BIN ABD RAHMAN
2013485428

BACHELOR OF BUSINESS ADMINISTRATION
WITH HONORS (FINANCE)
FACULTY OF BUSINESS MANAGEMENT
UNIVERSITI TEKNOLOGI MARA
PERLIS

JUNE 2015



ACKNOWLEGEMENTS

(In the name of Allah, The Most Beneficent, The Most Merciful)

First of all, | thanked to Allah S.W.T. for giving me the ability to carry out this study. |
consider myself richly blessed to have the opportunity to do this research in order to
fulfill the requirement of university as needed by the Faculty of Business Management,
Universiti Teknologi MARA. The highest thanks to my first advisor Madam Noor Azillah
binti Mohamad Ali and my second advisor Prof. Madya Adilah binti Abd Hamid who
always guiding and teach me how to conduct a proper research.

Then, thanks to my parents and siblings who always encouraged me to finish up this
study, to work hard and never give up. They loved and believed in me. My father taught
me to pay attention to details, advise which has served me well in my academic studies
including for their guidance, help and unconditional support to me.

Great appreciation is expressed to all those who offered me their assistance and words
of encouragements during the completion of this study. To all my friends who are help
and help in generate ideas and thoughtful suggestions.

Finally, | would also like to gratefully acknowledge the support and assistance to all

who help directly or indirectly to finish this study.



TABLE OF CONTENT

Title Page

Declaration of Original Work
Letter of Submission
Acknowledgement

Table of Contents

List of Tables

List of Figures

List of Abbreviations

Abstract

CHAPTER 1: INTRODUCTION
1.1 Chapter Overview
1.2 Theories of Capital Structure
1.3 Overview of industries in Malaysia and Thailand
1.4 Background of Study
1.5 Problem Statement
1.6 Objectives of Study
1.7 Significance of Study
1.8 Scope of Study
1.9 Limitations of Study

1.10 Conclusion

CHAPTER 2 : LITERATURE REVIEW
2.1 Introduction
2.2 Dependent and Independent Variables

2.2.1 Leverage

Page

V-Vii

viii

xi

5-6

6-8

10-12
13

14

15
15

15-16



2.2.2 Profitability 16-17

2.2.3 Asset Tangibility 17-18

2.2.4 Growth Opportunities 18

2.2.5 Firm size 19
2.3 Conclusion 19

CHAPTER 3: RESEARCH DESIGN AND METHODOLOGY

3.1 Introduction 20

3.2 Research Design 20
3.2.1 Purpose of the Study 20
3.2.2 Unit of Analysis 20
3.2.3 Time horizon 21

3.3 Sampling Design 21

3.4 Data Collection Method 21

3.5 Measurement of Variables 22
3.5.1 Leverage 22
3.5.2 Profitability 22
3.5.3 Asset Tangibility 23
3.5.4 Firm size 23
3.5.5 Growth Opportunities 24

3.6 Data Analysis Techniques 24
3.6.1 Descriptive Statistics 24
3.6.2 Correlation Coefficient 24-25
3.6.3 Coefficient of Determination 25
3.6.4 F- Statistics 26
3.6.5 T-Statistics 26
3.6.6 Generalized Least Square Method 27-28

3.7 Theoretical Framework 29-30

Vi



ABSTRACT

Capital structure is one of the most crucial financial decisions in the organizations. It is
the mixture of debt and equity that need to make the choice. This study is to compare
whether food and beverages in Malaysia and Thailand apply a pecking order theory or
not. In this study, leverage is acted as dependent variable and profitability, asset
tangibility, growth opportunities and firm size act as independent variables. The
method used for regression is using STATA 11.2. Findings showed that profitability,
growth and firm size are followed the pecking order theory and statistically significant
at 1% confidence level on foods and beverages industries in Malaysia. It is contrasted
with food and beverage in Thailand. Based on the regression, only profitability and
size of the firm are followed the pecking order theory but only profitability is significant
while firm size is insignificant. Overall, foods and beverages industry in Malaysia
applied pecking order theory while Thailand is not depend on pecking order theory

when making the decision on capital structure.
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