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ABSTRACT

An important concern in financial decision making is to determine the optimal level of capital 

structure. This is because a smart choice on capital structure can maximize the firm’s profit and 

shareholder’s value. Capital structure is one of the financing decisions for a company to 

maximize shareholder’s value. A good management of capital structure will increase value to the 

company and poor management will result badly of capital structure to the company. This study 

is an attempt to examine the capital structure of properties companies in this rapid growth 

economy. Explicitly, this study will investigate the determinants of capital structure on properties 

listed companies in Malaysia which is comparatively still new and under-explored. This study is 

attempts to determine the relationship between the leverage ratio and its determinants and 

identify which theory, between Pecking Order Theory (POT) and Trade-off Theory (TOT), 

explain the financing behaviour of the property companies listed in Bursa Malaysia. The 

leverage ratio includes Short Term Debt Ratio (STDR), Long Term Debt Ratio (LTDR) and 

Total Debt Ratio (TDR). The determinants include size (SIZE), profitability (PROF), growth 

(GROWTH), tangibility (TANG), liquidity (LIQ), business risk (BR) and non-debt tax shields 

(NDTS). Total of 71 property listed companies were taken as the samples of this study. The 

period of this study is form 2009 to 2013. This study found that there are positive relationship 

with firm size, growth opportunity and tangibility determinants but negative relationship with 

profitability, growth, liquidity, business risk and non-tax shields determinants. This study is 

significant to the academia, finance manager, finance controller and managing directors the 

benchmark for the manager for making a good decision.

Keywords: Determinants of capital structure, property companies, leverage ratio

ii



ACKNOWLEDGEMENT

First of all, thanks to God that gives me the strength and good health to complete my research. 

Besides that, this study would not have been possible without the support of many people. Many 

thanks to my advisor, Assoc. Prof. Dr. Mohd Ismail Ramli, for the continuous support of my 

Master study and also for his patience, motivation, enthusiasm and immense knowledge his 

guidance helped me in all the time of writing this study.

I would also like to thanks to my husband, parents, and numerous friends who endured this long 

process with me, always offering support and love. Thank you also for your patience and the 

time that I cannot be with you because I need to work hard in completing my dissertation.

Last but not least, I am using this opportunity to thanks also to the lecturers involved that gives 

me advice and support to my study. Thanks and sorry if I took your time in order to read my 

dissertation.

May Allah bless all the parties that helped me and give strong supports with ample returns, 

Insya-Allah.

Thank you.

iii



TABLE OF CONTENTS

AUTHOR’S DECLARATION........................................................ i

ABSTRACT.........................................................................................ii

ACKNOWLEDGEMENT................................................................ iii

TABLE OF CONTENTS.................................................................. iv

LIST OF TABLES............................................................................. viii

LIST OF FIGURES........................................................................... ix

LIST OF ABBREVIATIONS.......................................................... ix

CHAPTER 1: INTRODUCTION

1.1 Introduction.................................................................................... 1

1.2 Background of the Study ............................................................ 5

1.3 Problem Statement........................................................................ 8

1.4 Research Objectives......................................................................9

1.5 Research Questions.......................................................................9

1.6 Scope of Study............................................................................. 9

1.7 Significance of Study..................................................................10

1.8 Organisation of Study.................................................................10

1.9 Summary ....................................................................................10

CHAPTER 2: LITERATURE REVIEW

2.1 Introduction................................................................................. 11

2.2 Capital Structure in General....................................................... 11

iv



2.3 Property Companies in Malaysia.................................................13

2.4 Trade-Off Theory and Pecking Order Theory

2.4.1 Trade-Off Theory (TOT)................................................14

2.4.2 Pecking Order Theory (POT).........................................15

2.5 Capital Structure Determinants

2.5.1 Firm Size......................................................................... 16

2.5.2 Profitability.....................................................................17

2.5.3 Growth Opportunities................................................... 19

2.5.4 Tangibility.......................................................................20

2.5.5 Liquidity.........................................................................21

2.5.6 Business Risk................................................................. 22

2.5.7 Non-Debt Tax Shields...................................................23

2.6 International Evidences............................................................. 24

2.7 Malaysian Evidences................................................................. 25

2.8 Hypotheses

2.8.1 Firm Size........................................................................26

2.8.2 Profitability....................................................................27

2.8.3 Growth Opportunities...................................................28

2.8.4 Tangibility......................................................................29

2.8.5 Liquidity........................................................................30

2.8.6 Business Risk................................................................ 31

2.8.7 Non-Debt Tax Shields..................................................33

2.9 Summary......................................................................................35

v


