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ABSTRACT

This study is carried out in order to explore the effect of the firm size on the
profitability of the wood-based industries listed in Bursa Malaysia. The raw data
was obtained from the annual report of a total of 35 wood-based companies
between the years 2013 to 2017. The indicator of the firm’s size are the Total
Assets and Total Sales while the indicators of the firm’s profitability are Return on
Assets (ROA) and Return on Capital Employed (ROCE). The Pearson’s
correlation and multiple linear regression have been used in the process of the
data analyzing. In this study, the ROCE (dependent variable) shows a significant
relationship with Total Asset (independent variable) and Total Sales (independent
variable). However, the Total Sales had a greater impact on the ROCE compared
to the Total Asset. This study would be a good reference or guide for the business
analyst, firm managers or owners of the wood-based companies listed in the
Bursa Malaysia in the future.



ABSTRAK

Kajian ini dijalankan untuk meneroka kesan saiz firma terhadap keuntungan firma
dalam industri berasaskan kayu yang disenaraikan di Bursa Malaysia. Data
mentah yang telah diperoleh daripada laporan tahunan untuk 35 industri
berasaskan kayu antara tahun 2013-2017. Penunjuk saiz firma ialah jumlah aset
dan jumlah jualan sementara petunjuk keuntungan firma pulangan atas aset
(ROA) dan pulangan atas modal bekerja (ROCE). Korelasi Pearson, dan regresi
linear berbilang telah digunakan dalam proses menganalisis data. Dalam kajian
ini, ROCE (pembolehubah bergantung) menunjukkan hubungan yang bererti
dengan jumlah aset (pembolehubah bebas) dan jumlah jualan (pembolehubah
bebas). Walau bagaimanapun, jumlah jualan mempunyai kesan lebih besar
terhadap ROCE berbanding jumlah aset. Hasil daripada kajian ini dapat dijadikan
sebagai bahan rujukan kepada penganalisis perniagaan, pengurus serta pemilik
firma-firma industri berasaskan kayu yang disenaraikan di Bursa Malaysia, di
masa hadapan.
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CHAPTER 1
INTRODUCTION

1.1 Background Study

A firm is also known as business body which is synonym to corporation,
company or partnership. It carries out specific functions such as selling and
promoting goods and services in order to gain profit. A firm can have few
branches, provided, it must be owned by the same owner. Generally, the term
‘firm’ can be used for variety of aspects. However, in the term of business or
enterprise, firm is used interchangeably. A firm’s function or role is described
as the ability or production capacity that is possesses where it will provide

services and goods to the customers.

A common word that is associated with firm is known as ownership. There are
several types of ownership. The most common type of ownership is namely,
partnership. In this aspect, the firm is basically owned by two or more
individuals where both have the equal rights for all business obligates. A sole
proprietorship is owned by a single individual and this means that the profit
and loss go to that single individual. Corporation is also another type of
ownership, where it can be owned by individuals or government. In this case,
the owner has limited responsibility due to the fact that, the financial liability is

separated.



A firm size can be determined using different measures. Shaheen and Malik
(2012) described the size of firm as the quantity and array of production
capability and potential that a firm possesses or the quantity and diversity of
services a firm can make, available concurrently to its clients. In a study
conducted by Vijayakumar and Tamizhselvan (2010) to find out the
relationship between firm size and profitability, they have used the sales and
total assets of a sample of 15 companies operating in South India as the
indicator to measure firm size. On the other hand, Banchenvijit (2012), used
total sales as an indicator to measure the firm size in his study of the factors
affecting the performance of firms operating in Vietham. The economic theory
states that, the increase in the firm size will allow for more incremental
advantages as it raise the barriers of entry to potential entrants besides
obtaining leverage on the economics of scale to attain higher profitability.
Chrystal and Lipsey (1997) states that the higher the barrier to entry, the lower

the threat of potential competition.

Profitability carries an important role in determining the business success of a
firm as, the profitability is known as the amount of money that a firm can make
by making a full use of the resource available and by doing so, the firm can
gain benefits with the increased profitability. It is also defined as the earning
of the firm or consistency of cash inflows of the firms where, the firm actually

can portrait the benefits associated with the increased profitability. There are



various factors that could affect the performance of the firm, however, Niresh
and Velnampy (2014) states that, the firm size is a primary factor in
determining the profitability of the firm. There are various indicators that can
be used to determine a firm’s profitability. Profitability of a firm can be
measured by looking at the firm's Return on Assets(ROA), Return on
Equity(ROE), Return on Capital Employed (ROCE), Net Profit (NP), earnings
before interest, tax depreciation and also amortization. Vijayakumar and
Tamizhselvan (2010) has carried out a study in determining the relationship
between firm size and profitability in South India where they have used the
profit margin and also profit on total sales as the indicators to measure the
profitability. Asimakopolous et al. (2009) used ROA or also known as the
Return on Assets as the indicator to measure profitability. Vijayakumar and
Devi (2011) used the ROA, ROE and ROS as the measure of profitability in
their study to determine the factors affecting the performance of automobile
firms in India. Akinyomi and Olagunju (2013) used the ROA as the measure of
profitability in their study of determining the effect of firm size on profitability in

the Nigerian manufacturing sector.



1.2 Problem Statement

Generally, there are positive and negative results between firm size and
profitability. As for example, a research conducted in Brazil shows that the firm
size is an important determinant of the financial constraint. Financial constraint
simply means, the lack of money which prevents the purchasing process.
However, Simon (1962) could not identify a significant relationship between
firm size and profitability, statistically. Meanwhile, Whittington (1980) claimed

that, the firm profitability does not depend on the firm size.

Regardless these negative results, many research and studies are still being
conducted in order to determine the relationship between the firm size and
profitability. As for example, Nzioka (2013) carried out a study to determine
the relationship between firm size and financial performance of commercial
banks in Kenya. On the other hand, Fiegenbaum and Karnani (1991) proved
that there is a positive relationship between firm size and profitability, based
on their research using data from roughly about 3000 firms between the years
of 1979-1987. Hall and Weiss (1967) have found a positive relation between
firm size and profitability in the study they carried on over Fortune 500 firms.
These previous studies and researches mentioned, are carried out in different
kind of sectors in different countries. However, there are not many or little
studies regarding the relationship between the firm size and profitability in the

wood-based firms.



Therefore, the scope will be narrowed down to the wood-based firms in
Malaysia, where there are numerous developing wood-based industries. The
wood-based industries in Malaysia have been established for quite some time
due to the amount of resources that Malaysia possesses and also the demand
level for wood-based products which is high. To ensure and maintain the
development of these wood-based industries in Malaysia, the performance of
the industries must be efficient and the firm plays an important role in doing
so. The question is, how serious is the role of a firm in determining the
profitability in the wood-based sector. Therefore, the size of a firm would be
an ideal prospect to be taken as the key measure in determining the

profitability of the wood-based firm.

1.3 OBJECTIVE

The objectives of the study are:

1. To determine the relationship between the firm size and profitability of
the listed wood-based firms in Bursa Malaysia.
2. To study the impact of the firm size on profitability of the wood-based

firms listed in Bursa Malaysia.



1.4 RESEARCH JUSTIFICATION

This study will benefit the managers whom are managing wood-based firms in
the competitive environment today. Having a better understanding of the role
of the firm size on the profitability will ensure these managers to organize their

firm properly which will affect the performance of the firm.

Performance of a firm is affected by many factors and the firm size is one of
it. As for the wood-based firms in Malaysia, the firm size could be a serious
factor that might affect the profitability of the firm. Studies and researches
regarding the firm size and profitability would be a great source or as a guide
for them to carry out their respective responsibility. This is because, these
managers could be operating in either large or small firms. Based on numbers
of researches and studies, the larger scale firms gain more profit compared to
the small ones. Majumdar (1997) has proven that bigger firms have a higher
profitability compared to smaller firms, based on the data of a total of 1020
firms operating throughout India. Similarly, Jonsson (2007), showed that big
firms have a higher profitability compared to smaller firms based on his study
regarding the relationship between profitability and firm sizes in Iceland.
Technically, there are not many larger scale wood-based firms in Malaysia as
the wood-based industry in Malaysia is currently in the process of developing
further. Therefore, understanding the role of the firm size, either small or big
firms would be essential for the managers and owners in order to manage the

firm and also to achieve better performance of the firm
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