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Abstract of thesis presented to the Senate of Universiti Putra Malaysia in fulfillment  

of the requirement for the degree of Doctor of Philosophy 

 

 

RELATIONSHIP AMONG CAPITAL STRUCTURE, MANAGERIAL 

ABILITY, FIRM AGE AND SHAREHOLDERS RETURN  

IN MALAYSIA 

 

By 

 

 MATEMILOLA BOLAJI TUNDE 

  

August 2015 

 

  

Chair:  Associate Professor Bany Ariffin Amin Noordin, PhD  

Faculty:  Economics and Management  

 

 

The study aims to achieve three objectives using the system generalized method of 

moments as the main estimation technique. Firstly, the study investigates top managers’ 

managerial ability as a determinant of capital structure. Secondly, the study examines 

the moderating effect of top managers’ managerial ability on the relationship between 

debt and shareholders’ returns. Third, the study investigates the moderating effect of 

firm-age on the relationship between debt and shareholders’ returns. 

 

The results reveal that top managers’ managerial ability is a determinant of capital 

structure in Malaysia and the results are robust to alternative model specification and 

different capital structure proxy. Top managers’ managerial ability also positively 

moderate the relationship between debt and shareholders’ returns in Malaysia. In 

addition, the firm-age positively moderates the relationship between debt and 

shareholders’ returns. The implications of the findings are as follow: shareholders need 

to conduct research to understand the management capital structure strategy. This is 

because good capital structure decisions that maximize interest tax-shield, and increase 

the return to shareholders reflects top managers’ ability. Top managers need to update 

their skills as well as maintain a sustainable debt level in their capital structure that 

increases the shareholders’ returns. Policymakers should be more specific about the top 

managers’ education and experience requirements, and create the enabling environment 

for further managerial development. 

 

The study contributes to the literature in two main ways. Firstly, unlike previous studies 

that uses dummy variable to measure managerial ability, this study quantify and 

develops an index (average) measure of top managers’ managerial ability. Secondly, 

unlike previous study that assumes that increase in capital structure and shareholders’ 

returns reflect top managers’ managerial ability, this study separates managers’ ability 

from capital structure and return components. This approach allows top managers’ 

managerial ability to directly affect firms’ capital structure and to moderate debt-

shareholders’ returns relationship.  
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HUBUNGAN DI ANTARA STRUKTUR MODAL, KEUPAYAAN 

PENGURUSAN, JANGKA SYARIKAT DITUBUHKAN DAN PULANGAN 

PEMEGANG DI MALAYSIA 

 

Oleh  

 

MATEMILOLA BOLAJI TUNDE 

 

Ogos 2015  

 

 

Pengerusi:  Profesor Madya Bany Ariffin Amin Noordin, PhD  

 Fakulti:  Fakulti Ekonomi dan Pengurusan  

 

 

Kajian ini bertujuan untuk mencapai tiga objektif dengan menggunakan kaedah 

sistem umum momen sebagai teknik anggaran utama. Pertama kajian mengkaji 

keupayaan pengurusan pengurus atasan sebagai penentu untuk struktur modal 

syarikat. Kedua, kajian meneliti kesan moderasi keupayaan pengurusan pengurus 

atasan terhadap hubungan antara hutang dan pulangan pemegang saham. Ketiga, 

kajian ini menyiasat kesan moderasi jangka syarikat ditubuhkan terhadap hutang dan 

pulangan pemegang saham.   

 

Keputusan mendedahkan bahawa keupayaan pengurusan pengurus atasan adalah 

penentu struktur modal di Malaysia dan keputusan adalah tegas terhadap speksifikasi 

model gantian dan pelbagai proksi struktur modal. Kepupayaan pengurusan 

pengurus atasan juga secara positifnya memoderasikan hubungan antara hutang dan 

pulangan pemegang saham di Malaysia. Di samping itu, jangka syarikat yang 

ditubuhkan secara positifnya memoderasikan hubungan antara hutang dan pulangan. 

Implikasi kajian adalah seperti berikut: pemegang saham perlu menjalankan 

penyelidikan untuk memahami strategi struktur modal pengurus atasan. Ini kerana 

keputusan struktur modal yang baik, yang meningkatan faedah perisai cukai, dan 

meningkatkan pulangan kepada pemegang saham, mencerminkan keupayaan 

pengurus atasan. Pengurus atasan perlu mengemaskini kemahiran mereka sambil 

mengekalkan paras hutang yang mampan dalam struktur modal mereka, yang 

meningkatkan pulangan pemegang saham. Perancang dasar patut lebih spesifik 

terhadap tahap pendidikan dan pengalaman pengurus atasan, mewujudkan 

persekitaran yang mampu meningkatan perkembangan pengurusan.  

 

Kajian ini menyumbang kepada kajian lepas dalam dua utama aspek. Pertama, 

berlainan daripada kajian lepas yang menggunakan pembolehubah patung yang 

mengukur keupayaan pengurusan, kajian ini mengukur dan membina indeks (purata) 

ukuran keupaayan pengurusan pengurus atasan. Kedua, berlainan daripada kajian 

lepas yang menganggap bahawa peningkatan dalam struktur modal dan pulangan 

pemegang saham yang mencerminkan keupayaan pengurusan pengurus, kajian ini 

mengasingkan keupayaan pengurus kepada komponen struktur modal dan pulangan. 
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Pendekatan ini membenarkan keupayaan pengurusan pengurus atasan untuk 

mempengaruhi struktur modal syarikat secara langsung dan memoderasikan 

hubungan antara hutang dan pulangan pemegang saham.  
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CHAPTER 1 

 

 

INTRODUCTION 

 

 

This section introduces concept and importance of capital structure decisions, 

background information of top managers on the board education and experience as 

well as firm age, salient features of Malaysian debt markets, problem statement, 

objectives, motivation of study, and significance of study. 

                                                                                                           

Capital structure is the combination of debt and equity use in financing firms’ 

operations (Islam and Khandaker, 2015; Flannery and Hankins, 2013). Capital 

structure is a part of the financial structure and it refers to the proportion of the 

various long-term sources of financing. The capital structure of a company is 

made up of debt and equity securities that firms use to finance their assets. Equity 

arises when firms sell some of its ownership rights to raise capital while debt is a 

contractual agreement, whereby firms borrow an amount of money and repay it 

with interest within a specific period of time (Pandey 2010). Thus, capital 

structure represents the proportionate relationship between debt and equity. Each 

component of capital structure has a different cost to the firm, and the issue that 

arises is what should be the appropriate amount of debt and equity to finance firms 

operation? The answer to this question remains an unresolved issue (Ross et al., 

2011). Managers give more attention to debt component of capital structure 

because it is a double edge sword that increase returns during good economic 

times but lowers returns during bad economic times. Moreover, debt requires 

periodic payments of fixed interest and excessive debt increase the likelihood that 

managers may be unable to repay principal amount plus fixed interest, especially 

during bad economic times (Ross et al., 2013). Despite the fact that debt increases 

financial risk, most managers around the world are using more debt because 

interest on debt is tax deductible, and debt interest tax-shield increase 

shareholders’ returns.  

                                                

Malaysian managers are using more debt in their capital structure (IMF and World 

Bank, 2013; Ariff et al., 2009) in order to take advantage of the interest tax shield 

benefits to increase the shareholders’ returns. But excessive debt increases 

bankruptcy risk (Myers, 1984); hence, top managers determine the optimal capital 

structure mix that maximizes the shareholders’ returns. It is important to research 

on the importance of top managers’ ability (proxy by years of experience and 

education level of top managers on the board) in Malaysia because the results have 

practical policy implication to managers, shareholders, policy makers, and 

researchers. To date, Malaysian corporate law does not specifies the educational 

level and experience requirements of firm’s top-managers. The Malaysian 

Companies Act (1965) for example stated age requirement for firm top executive 

directors and that firms’ should be govern by effective managers on the board 

(Section 122(2)) but the Companies Act did not state the education and experience 

requirements of the firm top managers on the board.                                                               

 

Researchers and practitioners generally acknowledge that top managers make 

important strategic decisions, such as deciding on the optimal capital structure 
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mixes that maximizes shareholders’ returns, but it is hard to find a study that 

directly investigates how top managers’ managerial ability affect capital structure 

and how top managers’ managerial ability affect shareholders’ returns within the 

framework of Modigliani and Miller (M-M) and the trade-off theories. Capital 

structure debate starts with the M-M research work in 1958 that assume that 

capital market is perfect. In attempting to apply their theory to real-world 

situations, Modigliani and Miller (1963) revise it to allow for market imperfection 

such as taxes. Hence, after top managers take into consideration the tax advantage 

of debt financing, capital structure becomes important. However, even after over 

50 years of research, the debate on the capital structure issue is unending.    

                                                                                    

The research to date on capital structure and asset valuation (within the M-M 

valuation model) has given little attention to the importance of unobservable 

factors such as the top managers’ managerial ability in the capital structure model 

and in the return model. Researchers such as Hanousek and Shamshur (2011) and 

Lemmon et al. (2008) provide argument supporting the importance of 

unobservable firm-specific factors explaining most variation in the firms’ capital 

structure. On the same issue of unobservable factors, Graham et al. (2011) note 

that managerial ability is a component of unobservable factors, but some aspects 

of managerial ability may change. Unlike previous study in the area of finance 

(e.g. Custodio and Metzger, 2014) that uses dummy variable to account for 

unobservable firm-specific factors like top managers’ ability, the ‘first 

contribution’ of this present study is that it develops index (average) measures of 

top managers’ managerial ability and applies the upper-echelons theory from the 

management literature to explain how managerial ability is related to firms’ capital 

structure within the tradeoff theory framework, and how managerial ability is 

related to shareholders’ returns within the Modigliani and Miller’s risk-return 

relationship framework.    

 

In their classic article, M-M (1958) note that management decisions influence 

capital structure and assets valuation (M and M 1958, p.264), but the way in which 

top managers’ managerial ability affects capital structure and shareholders’ returns 

are not explicitly analyzed in their theoretical model. This is because they take an 

aggregated approach in which effective capital structure decision and 

maximization of shareholders’ returns reflect top managers’ managerial ability. 

Conversely, this study ‘second contribution’ introduces a refined approach that 

disaggregates capital structure decisions from the top managers’ managerial ability 

and allows this ability to directly affect the firms’ capital structure as well as the 

shareholders’ returns. 

 

Moreover, unlike prior studies, this study integrates insight from the management 

theory, such as the upper-echelons theory, in explaining relationship between top 

managers’ managerial ability and returns as well as the relationship between top 

managers’ managerial ability and capital structure. Upper-echelons theory argues 

that attributes such as education level and years of experience among top 

managers influence their strategic decision (Hambrick and Mason, 1984; 2007). 

Furthermore, upper-echelons theorists suggest that firms’ top managers are critical 

resources for firms’ success, because top managers have significant influence on 

firms’ strategic decisions, performance, and success (Escriba-Esteve, 2009; 

Hambrick and Mason, 1984; 2007). Also, values flow from top managers that 
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make effective decisions that help achieve firm goals (Cheng et al., 2010), such as 

maximization of shareholders’ returns and optimal capital structure (debt –equity 

mix).                                                                                                            

 

This present study argues that top managers with more experience and education 

maximize the benefit of debt interest tax-shield, and thus encourage usage of more 

debt capital. Therefore, the top managers’ managerial ability should be positively 

related to capital structure. Likewise, top managers with more experience and 

education maximize the benefits of the debt interest tax-shield; they can increase 

the shareholders’ returns. Returns increase because interest on debt is expenses 

that shield earnings from taxes or reduce amount of taxes paid to the government. 

Therefore, the top managers’ managerial ability is positively related to 

shareholders’ returns.                                                                                                                                           

 

Similar argument is presented on firm-age issue. Most Malaysian firms are 

moving closer to maturity stage in their firm-life cycle. As firms grow and mature, 

the benefits and costs of debt change, hence, firms can benefits from interest tax 

shield to raise debt capital. Firm-age is frequently used as a determinant of returns 

and when investigating the relationship between debt and returns (e.g. Custodio 

and Metzger, 2014; Lin and Chang, 2011) but it is hard to find studies that 

investigates moderating effects of firm-age on the relationship between debt and 

shareholders’ return in the finance literature. Therefore, the ‘third contribution’ of 

this study is to integrate the life cycle theory with the M-M and tradeoff theories. 

This study draws insights from life cycle theory and argues that firms in growth 

stage (or firms closer to maturity stage) have more experience to negotiate and 

obtain favorable debt capital. Moreover, firms in growth stage (or firms closer to 

maturity stage) have experience and make effective capital structure decisions that 

maximize the benefits of the debt interest tax-shield; they can increase the 

shareholders’ returns. Therefore, firm-age should moderate the relationship 

between debt and shareholders’ returns.  
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1.1 Background of Study 

Chart1. Top Manager’s level of Education  

 

Source: Author’s computation from raw data availability for 2012. The study 

modifies Herrmann and Data (2005) seven point scale to five point scale to reflect 

the Malaysian case, as educational measures (1=certificate and lower, 2= diploma, 

3= Professional qualification and Bachelor degree, 4= Master degree, and 5= 

Doctorate). Thus, the top management educational level is measured as the 

average educational level of the top managers on the board from the assign score 

of each individual member. The statistics focuses on year 2012 mainly because it 

is the most recent data available. 

 

The pie chart (Chart 1) shows the average percentage of top managers on the 

board that fall into the categories of Secondary Certificate and lower, High school 

diploma, Bachelor degree and Professional qualification, and Masters. The few 

managers with doctorate degrees are averaged out after averaging the education of 

all top managers’ in each firm. Top managers with professional qualification and 

Bachelor degree (BSc) comprised the largest number (365), which corresponds to 

59%. Top managers with a diploma comprised the second largest group (187), 

which corresponds to 30%. Top managers with Masters were just 52, 

corresponding to only 8% (Source: Author’s Computation from raw data in 2012). 

The pie chart reveals that one way in which top managers with a high school 

diploma can improve their skills is to pursue a Bachelor degree, and top managers 

with Bachelor degree and professional qualification can further pursue at least an 

MBA degree.   

In year 2012, based on the average of top managers on the board in each firm 

(total number of firms = 621), 319 top managers have experience that is above the 

mean (mean = 28), corresponding to 51.36%. Conversely, 302 top managers have 
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experience below the mean, corresponding to 48.63%. Moreover, the descriptive 

statistics reveal that the maximum average amount of years of experience in a firm 

was 44.7 years while the minimum average experience is 2.4 years. The 

substantial amount of average top managers on the board with experience below 

the mean and a minimum of 2.4 years of experience indicate that some Malaysian 

firms have top managers on the board with very low experience (Source: Author’s 

Computation from raw data in 2012). This suggests that a study that investigates 

the impact of top managers’ experience is necessary. A study that empirically 

establishes the impact of top managers’ experience on firms’ capital structure and 

shareholders’ return would encourage firms and policymakers to put more 

emphasis on the education and experience requirements for the top management 

teams on the board.  The graph 1 below shows the average   experience of top 

managers on the board in the sample firms, each year. The graph reveals that 

average experience of top managers on the board has been increasing each year. 

 

Graph 1  

                                                 

 
Source: Author’s computation from raw data availability for 2008 to 2012. The 

graph is the average experience of top managers’ on the board, in the sample 

firms, each year. Experience is calculated as the number of years the top managers 

work within the firm plus the number of years they work outside the firm, each 

year. 

 

Turning to firm age, in year 2012, 256 firms (out of a total number of 621 firms) 

were older than the mean (mean = 25), corresponding to 41.22%. Conversely, 365 

firms were younger than the mean, corresponding to 58.78% (Source: Author’s 

Computation from raw data in 2012). This statistics suggests that some Malaysian 

firms are in the growth stage or closer to the maturity stage in their firm life cycle. 

One of the main characteristics of growth firms or firms closer to maturity is that 

they could use their experience to make effective capital structure decisions (e.g., 

optimal debt-equity mix) that maximize shareholders’ return. To the best of my 
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knowledge, studies investigating the moderating effects of firm age on the 

relationship between capital structure (debt) and shareholders’ returns have not 

received much attention in the finance literature. The graph 2 below shows the 

average age of the sample firms, each year. As expected, the graph reveals that 

average firm age has been rising each year. 

 

Graph 2 

 

 
Source: Author’s computation from raw data availability for 2008 to 2012. The 

graph is the average age of the sample firms, each year. Firm age is calculated as 

log (one plus number of years since date of incorporation). 

 

Moreover, capital structure research is more relevant in a country that has 

functioning capital market where managers of firms could raise both equity and 

debt capital. The presence of a functioning debt market provides top managers of 

Malaysian listed firms with an alternative source of raising long-term debt capital 

to finance profitable investment opportunities. Malaysia has been successful in 

developing the capital markets, particularly the debt markets, has experienced 

significant growth. The issuance of private (corporate) debt securities has been 

growing and has become a consistent source of raising external finance to fund 

investment opportunities (IMF and World Bank Technical Note Report, 2013).                                                                                                                                         

 

The size of Malaysian capital market is comparable to that in more developed 

market, and is far above its regional and emerging market peers (See Figures 1 and 

2). This signifies the importance of the debt (bond) market as a funding source for 

the private sector, as it represents a significant and growing proportion of the 

domestic financial assets (Figure 3). The regulatory reform in 2000/2001 has 

encouraged the issuance of private (corporate) debt securities. The debt market has 

provided an alternative and consistent source of corporate funding. The different 

sectors are using the bond market to raise long-term debt because the regulatory 

framework facilitates corporate debt issuance (IMF and World Bank Technical 

Note Report, 2013a). 
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Source: International Monetary Fund and World Bank Technical Notes (2013a).   

      . 

According to IMF and World Bank Report, Malaysia has been successful in 

developing the capital markets, particularly bond markets, over the past 10 years. 

This development was guided by the initiatives set out under the Capital Market 

Master plan 1 (CMP 1). The growth over the last 10 years has benefited the private 

sector. The Capital Market Plan 2 (CMP 2) set outs various measures to grow the 

capital market including the bond market. The bond market has a strong primary 

market infrastructure. Debt (Bonds) issuance is expedited through a fully 

automated system for issuing. The system is sufficiently flexible, allowing 

different methods of issuance and private placement, among others. The use of the 

fully automated system for all public and private debt securities enables the 

authorities to monitor primary market activities and to have a strong and complete 

market database (IMF and World Bank Technical Note Report, 2013a). 

 

According to IMF and World Bank assessment reports, over the past ten years, the 

bond market records progressive growth. The total value of the Malaysian bond 

market stands at RM841.2 billion as at 31 December 2011 and the average annual 

growth rate between 2001 and 2011 was 10.6 percent. Short-term debt securities 

were 13.8 percent of outstanding bonds while longer-term bonds or debt (having 

maturity exceeding one year) making up the remaining 86.2 percent. Corporate 

debt securities are 40.7 percent of all debt securities outstanding. Net new debt 

securities issued by the private (corporate) sector in 2011 (gross issues less 

redemptions) amounted to RM24.5 billion (IMF and World Bank Report, February 

2013b).  

 

The presence of a developed debt market provides additional opportunities for 

managers of Malaysian listed-firms to raise capital needed to finance profitable 

investment projects that should increase shareholders’ returns. One benefit of long 

term debt finance is the interest tax-shield (Modigliani and Miller, 1963). 

Managers of Malaysian listed firms increase debt to take advantage of interest tax-

shield (as firms can deduct debt interest before paying corporate taxes), which 
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should increase return to shareholders. However, top managers with more 

experience and education (managerial ability proxies) are those that eventually 

maximize the benefits of debt interest tax shield.  

 

1.2. Problem Statement  

    

Despite the fact that Malaysian companies’ law stated an age requirement for 

appointment of top managers on the board and that firm should be govern by 

qualified personnel at the top management, but the top managers still do not utilize 

debt to increase shareholders’ returns.                                                                                                                                           

 

In Malaysia, until now none of the rules or guidelines specifies the educational 

level and experience requirements of firm’s top-managers. The Malaysian 

Companies Act (1965) for example stated age requirement for firm top executive 

directors (Section 122(2)) but the Companies Act did not state the education and 

experience requirements of the firm top managers on the board.    

                                                                               

Furthermore, despite the fact that Malaysian Code of Corporate Governance 

(MCCG) recommended that Malaysian listed firms should have well-balanced and 

effective top-managers on the board, but the code did not specify educational 

qualification and experience requirements of the top-managers on the board. The 

Malaysian law that governs the appointment of top-managers on the board state 

that the firm should be govern by effective top management team. The meaning of 

what constitutes effective top-managers on the board is not clearly defined. This 

explains why some firms appoint top-managers with low education and 

experience. Firms that are managed by top managers with low level of education 

and experience make ineffective capital structure decisions such as utilizing sub-

optimal debt and excessive debt that expose the firms to financial distress which 

adversely affect shareholders’ returns.   

 

Turning to theoretical problem, despite the fact that Lemmon et al (2008) recent 

findings have challenged the reliability of traditional factors affecting capital 

structure in favour of managerial ability and Modigliani and Miller (1958) has 

long recognised that top managers’ decisions affect shareholders’ returns, but 

researchers still overlooked the effect of top managers’ ability on capital structure 

and shareholders’ returns.   

                                                       

Likewise, in spite of the fact that most Malaysian listed firms are closer to 

maturity stage in their firm life cycle and have acquired business experience to 

make effective capital structure decisions, but young firms still do not utilize debt 

to increase shareholders’ returns.                                           

 

As firms grow and mature, the benefits and costs of debt change, and firms can 

take advantage of debt interest tax-shield benefits to increase debt capital. As 

firms grow and mature, they acquired substantial experience than young firms. 

Mature firms are more likely to make effective capital structure decisions such as 

maximizing the benefits of debt interest tax-shield. Therefore, firm-age should 

moderate the relationship between debt and shareholders’ returns, but this firm-

age issue has received inadequate attention in the finance research.  
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This study is beneficial to investors, policymakers, managers and researchers. Top 

managers are important to firm survival and value creation. However, if their 

managerial ability is ignored, there are consequences. The first consequence is that 

potential investors are deprived of empirical information about the top managers 

that will guide their investment decisions. The second consequence is that 

policymakers may not be able to utilize information about the top managers’ 

managerial ability that would provide input on the Malaysian government recent 

effort to revitalize the private sector through the economic transformation 

programme. The third consequence is that top managers are deprived of vital 

information that may motivate them to regularly update their skills, especially in a 

rapidly changing environment. The fourth consequence is that researchers are not 

directly accounting for important variables, such as top managers’ managerial 

ability, that affects shareholders’ returns and the capital structure of Malaysian 

listed firms. Last consequence is that firm age factor may be ignored when making 

debt financing. 

 

1.3. Objectives 

 

The broad objective of this investigation is to determine the relationship among 

capital structure, managerial ability and shareholders’ returns using Malaysian 

listed-firms’ data.  

More specifically:  

(1) To investigate top managers’ managerial ability as a determinant of capital 

structure; 

(2) To examine the moderating effect of top managers’ managerial ability on the 

relationship between debt and shareholders’ returns; 

(3) To investigate the moderating effect of firm-age on the relationship between 

debt and shareholders’ returns. 

 

1.4. Motivation of Study 

 

Capital structure issues are widely debated in the finance literature, and the debate 

is never ending. Specifically, firms’ capital structure choice is a puzzle (Myers, 

1984), and it remains a puzzle to date. Furthermore, researchers ignore the 

importance of modeling top managers’ managerial ability in both capital structure 

model and return model, because top managers’ managerial ability variable is not 

directly observable. Lemmon et al. (2008) and Graham et al. (2011) argue that the 

failure to account for unobservable firm-specific factors leads to omitting 

important variable and thus the inferences we make may be incorrect. Graham et 

al. (2011) argue that managerial ability is a component of the unobserved firm-

specific effects that Lemmon et al. (2008) identify as a determinant of capital 

structure, but they note that some aspects of managerial ability may change.  

  

Another motivation is that despite the fact that Malaysian listed firms have 

qualified personnel at the top management, but the top managers still do not utilize 

debt to increase shareholders’ returns. Moreover, on the theoretical motivation, 

Eiling (2013) includes a human capital factor in her model specification and finds 

that human capital heterogeneity affects expected stock return using the capital 

asset pricing model risk-return relationship framework. However, this present 

study argues that the top managers’ (a subset of human capital) managerial ability 
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factor is an important variable to incorporate into the Modigliani and Miller’s risk-

return relationship framework. As top managers with more experience and 

education maximize the benefit of an interest tax shield, as emphasized in 

Modigliani and Miller’s (1963) theoretical model, they can increase shareholders’ 

returns. In addition, this study is motivated by Custodio and Metzger (2014) who 

include firm-age as determinant of firm performance and report that firm-age has 

positive relationship with firm performance.  

 

1.5. Significance of Study 

 

The theoretical significance of the study is that unlike previous studies (e.g. 

Custodio and Metzger 2014) that uses dummy variable to measure managerial 

ability, this study quantifies and develops an index (average) measure of top 

managers’ managerial ability. Secondly, the study integrates the upper echelons 

theory from the management literature with the M-M and trade-off theories to 

explain how top managers’ managerial ability is related to capital structure and 

how top managers’ managerial ability is related to the shareholders’ returns. Upper 

echelons theory identifies top managers as important human resource that 

formulates effective strategy that increases returns. Thus, this theory complement 

the M-M and the trade-off theories because top managers formulate effective 

strategy such as optimal capital structure mix that maximize the benefits of debt 

interest tax-shield, top managers can increase shareholders’ returns. Third, unlike 

previous study that assumes that increase in capital structure and shareholders’ 

returns reflect top managers’ managerial ability, this study allows top managers’ 

managerial ability to directly affect firms’ capital structure and the shareholders’ 

returns. Fourth, from another related angle, the study extends the Modigliani and 

Miller theory by allowing firm-age to moderate the debt-return relationship. Most 

Malaysian listed firms are at the growth stage or closer to maturity, in their firm 

life cycle. As firms grow and mature, the benefits and costs of debt change and 

firms can take advantage of debt interest tax-shield benefits to increase debt 

capital. Therefore, firm-age should moderate the relationship between debt and 

shareholders’ returns but this issue has been overlooked in the finance research.  

 

The study also has practical significance to shareholders, financial managers, 

policy makers and researchers. Firstly, this study reveals to shareholders the need 

to conduct research to understand the management capital structure strategy. This 

is because good capital structure decisions that maximize interest tax-shield, and 

increase the return to shareholders reflects top managers’ ability. Secondly, in this 

era of financial distress, both big and small firms are exposed to bankruptcy, partly 

because of the mismanagement of financial resources. Top managers are reminded 

of the need to maintain a sustainable debt level in their capital structure that 

increases the return to shareholders. Moreover, they are re-informed of the need to 

regularly update their skills and knowledge base through education and trainings, 

especially in a business environment that changes rapidly.                                           

 

Third, regarding the law regulating the appointment of top managers, this study 

alert policy makers to be specific about the top managers’ education and 

experience requirements, and create the enabling environment for further 

managerial development. This study fill the gap in the executive leadership and 

particularly in Malaysian firms’ capital structure and asset valuation literatures 
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through systematic assessment of the relationship between top management teams’ 

attributes and firms’ capital structure strategy. It is well recognized from the 

upper-echelon perspective that firm-financing decisions are the reflection of the 

top management team. In approaching these aspects, this study also provide input 

to the policy maker (i.e. the government) regarding the recent efforts to revitalize 

the private sector through the economic transformation program. Additionally, the 

study informs researchers of the need to model managerial ability factors in the 

capital structure and equity valuation research. 

 

1.6    Outline of Study 

                                                                                                                                                    

This thesis is divided into five chapters. The organizations of the chapters are as 

follows: Chapter one starts with introduction and background information on 

Malaysia top managers’ and capital markets. Chapter two presents the relevant 

management theory, theoretical framework and extensively reviews relevant 

capital structure theories, empirical evidence on capital structure, empirical 

evidence on debt-return relationship as well as theory and empirical evidence on 

firm-age and return relationship. Chapter three discusses data, model specification, 

estimation method and justification of variables. Chapter four presents discussion 

of the generalized method of moment (GMM) results. Chapter five summarizes 

and concludes the study.  
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