
'tuoaqt Dpo suttrrd aU sulroddns s8utpu])i tDuoatppD puo arurpl^a to !$a1 ar o nl6s6r )
ulttsDg aas G86 t )14ryq11apuD 1D3ru1d ul pzutoluo sl [1oau alnQtuls 1tr1ldbr Jb {tDtutuns v r

'DtDtDt r lo &1sra^lun
'ualp4slultupv puD srluL,uorg 1., ttlnrDl aw ul lossalaq alDlrossv uD sl bsI pwtosuow ra

'V S'n '3-lnqsltraj 'Ltlsra^Iun
naqrnS ,uatuaSDuDn lo tuaatlDdao ary tD a)uDuu lo .tossalou s|lasax a a8roat 1tt

-SuotJo 3'rcq.lsrq raql sE (s8urur€a paun4ar) ,{lmbe lEurerul palo?r sllurJ '{t8uryor.V lepotu

Jloap€rlrF€1s aql sr ueqt a.D$rd IEntrE Jo 3^qdu.sap aroru sr srsaqlod,{q rapro 8ulIr.d eqt t?q]

punor (686I) tqrjrqllrlA puE rSeurd 'sat?ts pollun aql uI sturB 00S ornuo{ 9/I Jo ,{3^rns 
" 

uI

r'r{rols uouruor Surnssr or uorsrr^E uP e^Eq pu? Sur3uEurj Iiuralur

$Jard sul.Iu t?qr uopE^rasqo (196t) s.uosptEuoc AI^\ ruarsKuoc sr'(t86t) Jntbti[ pu" slo,{rI

,{q uorteuroJur rulalulutrse Jo srsEq eql uo psuoddns ,( Erreroaql ueaq sEq qrrqd 'srseqlod,{q

pelE^qoul ,{fiEsljrdrue sqJ &Bb: o] lqop 'spun] PuletYa sur?rqo rr lr ipuE SuI]uEulJ iEur.txa ol

puretur $aJard uurJ lqt qrrqa ur'spunJ SursrEluI rq Ererq E seqdu srseqlod,{q€pro SuDtr.d

aqf (slso. IJuaBn pw I.rdu{uEq Jo {su aqr tsureSe lqap Jo se8EruE^p! rEt eqt ButrEIEq "e t
lqap Jo slsor pu? strJauaq lqr uoaateq Jloep"! E Iq peuruualep sr tl]ql ( ntcnrts plrdEr t!3rEt

xru rlrnbe-tq3p l€rtllldo uE {Iduq slapou JJoope! .!els .. slsoqrodIq r.pro 8uFlJ3d,, 3r{r pu€

..q.poruJJoapEr trrlEls.. isauoSot?. odt olurpagrssElraquE3 srnFnrls letrd?.Jo soro.qt ullpow

dNnouSilvs

s,(i\rn! patrodar ,{lsnor^erd Jo sltnsir

3r{t uodn pes€q 'sel€ts petlun eql puE srod!8urs '"'uoir r-urll ur s:r4n.!xa Jo sapntr]lE srtt ol

par?duor a& ersietEt l ur sa^rtnrare Jo seprulDE .rll Ers,{EI'rj,4{ ur petrnpuor fauns q.ns lsIJ aql

sr tI ,trlod elnFnrs I€lrd?3 uo s^{rr^ rrqt SuQ.cBer e€urqrxg Irols lndtun'I Eltnt eql uo

prlsn sru"duor Jo sraruro !^rlnr.xe JorqJ eql lo ,ta^rns ? lo qlnser aql suod !d!d sql

.€sI pl^t rosu€I^J
ralsay a{ aBroac

SISTTVNV qAIJVAVdWOJ V
:VISAWVW NI TJITO{ qVNJNAJS TVTIdVJ



2

tem financing, followed by debt and then new conrnon stock. Moreover, the study found that

capital structure policy is less binding ihan either the firm's investment decisions or dividend

policy.

Similar results have been obtained in surveys of the chief excutives of firms in the Pacific-

Basin region. One-page adaptations of Pinegar and wilbricht's questionnaire were used by Kester

and Chang (1992) in a survey of the chief executives of firms listed on the Stock Exchange

of Hong Kong and Kester and Tsui (1993) in a survey of the chief executives of firms listed

on the Stock Exchange of Singapore. Executives in both countries expressed a strong preference

for following a financing hierarchy rather than adhedng to a larget capital structure. They also

ranted intemal equity as their first choice of long-tem financing. However, for their second

and third financing choices, Hong Kong executives ranked new common stock slighdy higher

than debt, a result that is not consistent with the pecking order hypoahesis. The results in Singapore

were mixed. Alhougl executives in Singapore mnted new odinary shares sold to the public

after debt, they ranked new ordinary shares sold through dghts issues ahead of debt. (Only

one category of new common stock was listed in the Hong Kong and United States surveys.)

Exeuctives in both Hong Kong and singapore agreed with executives in the United States that

capital structure policy is less binding dtan either the firm's invesment decisions or dividend

policy.z

SURVEY DESIGN

To assess the perceptions of executives in Malaysia regarding various issues related to capital

structure policy and to examine the extent to which they use the capital structure models

promulgated by academicians, we surveyed the chief executive officers of companies listed

on the Kuala Lumpur Stock Exchange.

The same one-page adaptation of Pinegar and Wilbdcht's questionnaire used by Kester and

Tsui (1993) for the Singapoie survey was used to assess executive views on capitai structure

in Malaysia. The questionnaire (Appendix), which consisted of quesirons about various issues

conceming capital sfucture policy, was maiied under the letterhead of the Faculty of Economics

and Adminishation, University of Malaya. In an attempt to identify determinants of capital

'The rcsults of Kester and Chang (1992) r'erc qenerall! .onsistent with the rcsults ofa suney
of chief fnancial olficers in Hons Kons by Gtuham, Btomon. Ma and Pak (1992).
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summarised in Table 2. For each source, the percentage of responses within each rank. the

percentage of respondents who did not rank the source, and the mean of the ranlings are shown'

Higher means indicate higher preferences

As indicated, 81.0 percenl of the respondents (who expressed a prefercnce for following a

financing hienrchy) ranked intemal equity (retained eanings) as their first choice of financing'

Intemal equity was mnked first by 89.3 percent of Singapore executives' 65 5 percent of tbose

in Hong Kong. ard 84.3 percent of those in United States

These results are consistent with the peckng order hypothesis. in which companies prefer intemal

to extemal financing. However, as previously mentioned, the pecking order hypothesis furthel

implies that ifihe company raises extemal funds, debl is preferred to new common stock Whereas

United States executives ranled d€bt higher than new common stock. a result consislert with

the pecking order hypothesis, Hong Kong executives ranlGd new common stock slightty higher

rhan debt. As in the case of Singapore, lhe resulls from Malaysia were mixed. Executives in

Malaysia and Singapore ranted new ordinarf shares sold to the public after debt; however'

they ranked new ordinary shares sold through rights issues alead of debt (Onlv one category

of new comron stock was listed in the Hong Kong and United States surveys-)

The results from Malaysia and Singapore mav not be too surprisjng given the relatively

undeveloped debt markels there a Companies may find it easier and cheaper to raise funds via

equily rights offerings rather than debt.

The low ranking of prefercnce shares by Malaysian executives is also not sur?dsing' given tbeir

lack of impo ance as sources of financing in Malaysia.

ImDortatrce of Various Financial Planning Principles

Questior 3 elicited ratings of the relative imponance of Yarious financial planning principles

that affect the company's financing decisions. The results, ranl:ed in oider of impotance' are

shown in Table 3 and compared to rantings by Singapore. Hong Kong. and United Siates

executives in Table 4. Ensuring the long-temr survivability of the company and maintaining
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TABLE 3

RELATIVB IMPORTANCE OF VARIOUS FINANCIAL
PI-ANNING PRINCIPLES: MAI-AYSIA*

|uPARI
xrt

F-i{Pl-Percentage of Responses Within Each Rank

Plarning hincipte by Unimportant Saond Thnd Fourth Inporiatrt Not Mean
Ranked R3ik**

1. hsuriry long-term 6.0%
swival of the compmy

2. Maintaining financial 5.O%

flexibility

3. Maintaining nnancial 3.0%

4. Maintaining a predictable 7.0%

5. Maintain long-tem ll.OEo
relationships witlr bails

6. Madmizing prices of 12.0%
publicly traded securities

7. MaiDtatuilg compdability 17.0%
with companies in sme industrf

4.0% 4.O%

3.0q. 16.0%

5.OEa l9.O%

t'7.0% l9.o%

r7.0% 22.04o

14.0% 3t.o%

2riqa 3LO%

79.0% t.O% 4.45

45.0% 2.O% 4.00

37.0% 4.0% 3.83

30_o% 1,.0% 3.52

18.0% 2.0% 3.21

22.O% 5.0% 3.0',7

14.O% 4.0% 2.74

F-rg bEl
LryJ'
ra-gfi
h-rgF
E_s.l
dLt
I--L.G.l.a||*
r."G=F
dEiti
E&gco
.rfd:s i i
Ei|fotg.l

6.O%

29.0%

32.0q.

26.0Eo

30.0%

16.O%

13.O%

* These statistics e based lpon all respondents.

** Mean .ankings are calculaled by multiplying the percentage in each category with values of I tl.ough
5 for.ankings fton "uninportant" to "lmportart," respectively. A score of 0 is assigred when not

financial flexibitiry werc mt€d as ihe two most important considemtions affecting a company's

financing decisions. These werc also the two aop-ranked factors according to Singapore, Hong

Kong and United States executives.

Maintaining financial independence comes in third. This is consistent with int€Inal equity being

the top choice of financing. Financing tbrough retained eamings avoids loss of voting control

and independence.

Iliblc'*
EEv€4 ih r
kiryE
d-Ercr
&i.ir.-

lE!.irt b

F4&r
dJm€!i
rs&r-Ir

-dIl-trbrb'
fa-ti b.&
tto,,fuq
dbe (19
-&tra

The maximisation of security pdces, whi€h was ranted fourth by United States executives, was

mnted sixth by Malaysian execudves.
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TABLE 5

PERCBryED MARKET EFFICIENCY:
MATAYSIA, SINGAPORE, HONG KONG AND TIIE LINITED STATES

n
I'AIAYS

I-tly A.rir b t
r.Ft(lo-Percent of Time Company's Secudties

are Believed to be Fairly Priced Malaysia Sitgaporc Hong Kong United States

More than 80 percent of the time

Betweer 50 and 80 percent of the time

l,ess than 50 percent of rhe rime

14.',7Eo

48.IEa

37.3%

4.8%

52.4qa

42.8Vo

lO.aIo

5t.4Eo

37.8E

47.2Vo

403%

1r.9Ea

Far|bWr
Dr*htl
t--(fu
CL-dtl
lid&a

time, as compared to 11.9 percent of United States execurives. According ro these results, a

significantly grealer proportion of executives in Malaysia disagree with marker efficiency.

Only 10.8 percent of Hong Kong execurives and an even lower 4.8 percenr of Singapore

executives believed that their companies' securities were priced fairly by fte market ..more tha,

80 percent of the time."

Given the size of the Malaysian. Singaporc and Hong Kong financial markets relative ro the

United States, tie lower perceived market efficiency is not too surpdsing. The rrading volume

of these markets tends to be dominared by a small number of lmge, 4crivety tradeal issues.

Large daily pdce movemenrs that are not supported by fundamenral changes are not

Previous empirical studies of marker efficency jn Malaysia (se€, for example, Laurence ( 1986),

Mansor (1989) and Saw and Tan (1989)) have had mixed results. A more recenr srudy by Kok

and Goh (1993), however, suggesrs that the Malaysian rnarket is becoming more efficieni.

R€lative Importance of Capital Structur€

Question 5 exemines ihe importance ofcapiral structue decisions relaiive to that ofother financial

derisions. Wlrcn presented wiih an attractive new gowth opportunity that could not be taken

without depaning from the target capital structure or financing hierarchy, cutting the dividend,

or selling off other assets, 67 percent of ihe respondents indicated thar they would deviate ftom
their larget capital srructure or financing hierarchy. ln conriast, I I percent inaticated they would

sell off assets, 7 percent would forgo the opporrunity, and only t5 percent woutd cut
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The compaly's gea.ing (debt-to-equity) ratio was also cited as an important determinad of
capital structure, even by those executives expressing a Feference for following a financia.

hierarchy in question 1. Apparently, not all rcspondents view maintaining a targer capital stlucaule

and following a financing hierarchy as being mutually exctusive, even though quesrion 1 of
the questionnaire hated them as such. Over time, companies thai follow a financing hierarchy

may adjust towards a target capital structure.?

Other impofiant determinants of capiial structue policy cited by the respondents inctuded th€

company's cash flows, interest coverage#epaymenr ability. and the need to maintain dividends.

The impact of capital structure decisions on performance measures such as eamings per share

and retum on equity was cited by only a few of the respondents.

CONCLUSIONS

Before making any concluding cornments. it is important to nore several limitarions ofthis srudy.

The survey was limited ro ihose companies listed on the Kuala Lumpur Stock Exchange. The

views were (Fesumably) obtained only ftom chief execirtive ofriceN.3 Obviously, chief

executive office.s are not the only ones involved in capital srructure decisions.

The comparisons among the four countries must also be approached cautiousty. As previously

noted, the questionnair;s useal in the United States surveys were adapred to refle€t the financial

environment of Malaysia, Hong Kong and Singapore. Moreorer, the United States sufleys

were mailed to chief financial officers, not chief executive offtcers. And, the degree of similariry

(size, industry, public versus private owrership, and so forth) among rhe companies surveyed

in ihe foul countdes can be questioned. There are also significant differ€rftes in the size, volume,

and liquidity of the developed United States financial market and ihe smaller developing financial

markets in Malaysia, Singapore, and Hong Kong.e

7 Myers ( 1984) points out thAt, although there is s. 
" 

;"td"""" th"t fi, " 
.dj^t

tafget capital structure, nodels based upon this panial adjustnent process erploin onb a
enau parl of actual frm behaviour.

" Althtugh the questionMircs werc nailed with coyer letters to chieJ executiw offrcen, sone
olthe rcsponset appearcd to hav? b.cn prcvided by subodinates. Appro.\inureiy t0 percenr
of the questiomaires werc retumed with attached nores sigtAd bt subordiwtes. We have no
wal of detemining how nany of the qucstionwires were actuall, completed by chief excutive
ofrcets.

v See Rhee, Chat's and Asetotr (t990) for a conpreharive olreniew and conpa^on ol the
Pac ific - Basin equity na*ets.

l-yt rh tL
sE'E*Elt
lk-i-!'ILo
hEd|!'plnH.
diE3dtuto

- rtEt rE rts i

Ardirnysig|i6
t-d-L.GdiDl

l- d rL thired

.#tffi€E!
-&.-ncfllrj

Erblimiriir
r*drksEt

fL rYet I€+d*
JE 

-iY€siDSinS
r 6--i}g hi€tart

-bratedifrIHSt*es erFf
l-TnErdk

-t 

shats sold

E-trfs in Malay

-dbi.ing 
fEa

- rn iEpo(tad

-FJ.1itt 
with t

--.Ht, cr€crltiv6 i

-r-E ae nnE t



qooqsat ,ruoulllu2tsa| Susn ua{o .sauunor asaU u!
s241e2^tun tutaa aq1ult43n4 osp arD sauoawpuo \apoa watsa sanlsa^lun ut2$aA tD
ualtpJ1ra )p4t pdrp)dr Suox suoH pttro drodDSu$ .D^,DFn 

"t 
,aon,""d Ja Dqr,;; v

.srjorsrGp ernlarlls

puaphrp puE lueurtse^u s.,(uEdujo. 
" 

tEqt e^alaq

Illrdec u?r{] Sulpurq eiotu elE suorsrs{

ser{unor rnoJ II€ uI se^lnmxe .,{tFurl

'sautuno:

rnoJ II? ur luplodlur ts"el pa{uPr s"^\ .fusnpul oruEs oqt ur saruEdruo. qtl^\ {lrrqel?druo-
8ulurcturcW .suorsr.ap tur.u"ug s.,(uEduror e BurtjaJJp suorlEDprsuor tullodur tsoru :ql
aroa duEdruor.tnJo lx^r^lns uurl-8uol aqt Sulmsue pu?,{ll'Ilqryel} IEr]ueug BururDlul?ru t?ql

salErs polFn oqt puE 8uo) SuoH .erod?3urs ur sa^rtn.axa Wr^\ pear8e ?rs,{qeN ur se^Dnraxl

.lqap reuE pe)lu€l .4qnd aql ot pios se&qs ,L.?urp.ro

'\{aN rq3p Jo p"3qE sEuuqJo srqSu q3no4r plos sej?qs tr?urFo aau peluer erodeSurs puF

?tsftFw ur se^nnclxe 5JJots uouuror 
^\au 

lo p?eqE lqap pa{uu oq^r ra^rlnreyo srlEls palru:l

el]iun 're^3aoH SurcuEug rural Suot Jo a'oq. lsrrJ rraql se {lmbo leulatur pr{u€r seutuno:
rnoJ IIE rr se^Dncaxg .erntrnl]s 

IElrd?r la3r4 e ol Suuaqp" u"ql rer0E.r ,{q.rEr5rq 3ur.u!uu E

8ur^{o[oJ roJ aruare]ard" 4Errpur.s3tEts palrun rqt pu" Buo)I BuoH.erod"Burs uI sa^rn.axato
srpnlu? qlra tuatsrsuor 

^IIElaua8 
erE q.rq^! '?rs.tqpw ur se^an3.xaJo sesuodsar ,{a^rns eqa

.ar!r?rd pu? ,{roeq1 rol sIe^rs eseqt Jo sltnsr
aqlJo sro.lmrrdu ew lnoqE u^\E+ oq u?r suorsntruor p€^es lpuIIII ur suorlElrun esaql qtr.ls

suorsntruo, Jo surar uI patru{ eq tsnu (seutunoc lruareJrp u:
pu") saturl tu3laJJrp le prlrnpuo. s{e^rns Jo suos eduro3 .selr,{. ur se^our nlrnls IElrdE.
3.urs .l?a8 q8rq ur sE^! s086I eql Jo .!urooq.. o8Dra^at aLIt .,{o^ns $tpts patrun eqr Jo lnrl
oql rv t86I uJ palrnpuor sr^l de,{rns salEts parrun eql !s0661 ilrEe 3ql uI petcnpuor ara!
sledns 8uo) SuoH pre aodEgurs.ErsrptEw eql alqr\ lEql sr uoqplurqruEcgru8n trtJelluetod F

.slllxa sElq asuodser_uou Jo errnos ? qsns Jr snnsar {rNns el'
ruo{ eulluretep ol slqrssod lou sr lr .ja^3^ oH puodser plp oqa sequnor rnoJ aql lo se^anr?r:
3ql Buoulr tuaulaer8eJo sle^et q8rq aqt ur"tdya dleq {tuplai ptno,h sHJ.papuodsor rou a^Eu

{uru tu?^eler m lnlasn oia'rl slepou uelsa/ t?qr a^ertaq tou prp oq^l asoqJ frsarroeQ ps!.
ctrportr orr^!\\ rlta n4! ureJ \r\nnra\r jo srcuods rqr rJru ttrSret trpu,rtn.Jl {Jf.
aqJ 'sttnssr eql ur s?rq asuodser uou 3 pesnE. sa^lesrueg s3rlEuuorlsanb srlt lEql aq rEttr ll

II

I"rcuEugSurdot:

p3^e^lns sar@dr

{tIEIIurls Jo e3l:

s,t.^rns seiels p

Iel'ueug eql Fet

{tsnoherd sV It

Jarqs 
"{Isnor^qo

aqJ a8u?q.xg I
',(pnls stqrJosuol

erEqs rod sSurur?:

'sPuaphrp trrsrurP

eqr papnlrur eual

IUJJ8Iarq SuriuEu

Jo I uogslnb qin

Irl]uEurj 
" 

Suraot



12

Despite the cultural. political and size differences, the foregoing results suggest a high level

of agreement among execurives in Maiaysia, Singapore' Hong Kong and the United Stales on

most issues relatecl to capital structure policy. Indeed, the apparent high level of agreemenl

is remarkable. However. it must be again be po;nted out that the survey questionnaires used

in thjs sludy were inherently limited in scope. adapted from United States surveys based upon

westem models of financial structure policy. which are in turn based upon assumptions aboul

marketconditions and firm behaviour. while such an approach lends itself to comparisons among

execuiives in differen! countries. il implies a level of universality that may not exist Furthel

research is needed, perhaps using qualitative methods. lo discover lvhether there are other

significant issues related io corporate financial policy tbal ,rc unique to Malaysia, Singapore

and Hong Kong.

Finally, a concern often expressed by lbreign investors in the security markets of less developed

countries. especial]y thinly-lraded nlarkets, is the question of market efficiency. The researct

evidence !o date about markel efficicncy in Malavsia. Singapore 3nd Hong Kong is generallv

inconclusive. In addition io thinness ilr trading. inherent in research on Pacific Basin financial

markets. is the problem of insufficient historical data. in some cases reaching back less thar

ten years. An interesting result of this survey is the pcrccplion of executives about marker

efiiciency. Only 14.7 percent ol the respondents in Malavsia' 4.8 percent in Singapore and 10 8

percent in Hong Kong, as conpared to 47 2 percen! in the United States, believed that their

company s securities were priced fairly by dle markei "more than 80 percent of the time." The

perceptions of these executives. if corect. suggest that inveslors approach investing in all but

the most actively traded securjties in Malaysia. Singapore and Hong Kong
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z.

f.

b.

b.

d.

Maintaining comparability with companies in the same industry

Mantain long-telm relationships with banks.

Maintaining a predictable source of funds.
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Approximaiely what percent di the time woutd you estimate that your company s

securities are pdced fairly by the market? Glease circle one)

More than 80 percent of the time

Between 50 and 80 percent of the time.

l-€ss than 50 percent of the nme.

Given an attractirt new gowth opporhrnity that could not be taken without departing from

your target capital stucture or financing hierarchy, cutting the dividend' or selling off other

assets, which of the following is your company most likely to tate? (Please circle one)

Forgo the opportunity.

Deviate from ihe ta4et capital struciure or fina cing hierarchy

Cut common dividend.

Sell off other assets.

6. What factors are considered in the determination of capital strueture pouc! h yont

company? For each factor, please circle the level of importancer I = Unimportant and

5 = lmportant.

7. What is the pdncipal nature of your business? 

- 

Manufacturing 

- 

Retaivwholesale

- 

Financing 

- 

Hotel 

- 

Properties other (specifv) 

-
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