RESULTS AND DISCUSSION - OBJECTIVE ONE: TARGET C L
STRUCTURE AND TARGET DIVIDEND POLICY

CHAPTER 4 Y~

4.1 Introduction \;

This chapter reports the findings of objective one tha inWe the existence of

the target capital structure (TCS) and target dividend poli ) of I\‘alays' n public-

listed Shariah-compliant firms. Section 4.2 shows the gesults'@f the desc e'sta!'?t-ics.
)
Section 4.3 reports the results of the target capit cture. Section'4.4 i@eses the
? 4
results of the target dividend policy. Section 4.5 present \CGCQ ion of@!findings.
4.2 Descriptive Statistics \j O

The panel data set in this st pris \c;r Zgn non-financial firms —
@
Consumer Products, Industria cts, C;Q%(fnﬁ'&&g and Services, Properties
and Plantation —for the peri 7-20,6. T ruct@f panel data for each sector is
N

shown in Table 4.1 beI% s >
N &

&able.\"l' tructtwe of the Panel Data
L J

| I
Nb. of Records on No. of Observations

h Firm (10 years: 2007-2016)
1 0 v 34 340
2 %rim Prodicts / ‘Zg\ 58 580
3 xo truction c‘}, 19 190
ading & Services 35 350

\Properties 17 170
Plantation 18 180
0 Total 181 1810
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An outlier is an observation with a large residual, which can be measured using
Cook’s distance test (Cook, 1977).2 If D > 1, this indicates a big outlier problwawd
should be removed from the data set based on OLS regression analysis. A@ving
the outliers, the final observations that measure the existence of target* structure
become 1791, 1702, 1732, and 1763 for Lev 1(TDTE), Lev 2(TDTAR9'\/'3(TCDTA),
and Lev 4(IDTA), respectively. The final observations for the eMor the existence
of target dividend policy are 1749. The details of the num ml ')bservatlons for
each sector after removing outliers are summarized in

‘
C}v
arget

Table 4.2: No. Of Final Observations using Distaric for %‘T
|V|de %’le
c

Capital Structure and Targe
E Dividend

Category A policy

v 3
(T. TA), (IDTA)
Consumer Products 32§ ‘; ; 3814~ 334 325
Industrial Products 4 g 548 5@ 572 569
Industry Construction 8 180" “ 187 180 183
Trading & Servuca\ 47 7 335 336

R
Properties 1 58 <\ 162 168 161
Plantation ? 10 Fi0e= 1e9 174 175

Overall (—a 1 91 '70’2J 1732 1763 1749
Notes: Lev 1 is the total debt t he total debt to total assets (TDTA), Lev3

is the total convention %to tot DTA 4 is the total Islamic debt to total assets
(IDTA). &

This stu%es four me uré'meﬂéaaf leverage where leverage 1 is defined as
total debt't kl equi ’;r ), I@rage 2 is the total debt to total assets (TDTA),

Ieveﬁls the total conventhﬁgl'debt to total assets (TCDTA), and leverage 4 is the

t lec debt to total assets (IDTA). The reasons for the calculation of leverage 3

6 everage 4 is because of the 33 percent of financial ratio benchmarks defined by

2 High Influence if D > 4/N (N is sample size)
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Table 4.3: Summary of Mean Values Results for the Existence of Target Capital Structure for the Overall Sample

Variable Lev1 Lev 2 \Lev 3 Lev 4
(TDTE) (TDTA) (JCDTA) (IDTA)
Mean SD Mean SD ., Me@an SD Mean SD

Leverage 0.3787 0.4871 0.1671 0.1281 0.1585 0.1227 0.0038 0.0165
Rank @) ) (3) (4)
NDTS 0.0251 0.0182 0.0251 0.0180 0.00559 _ ° 00191 0.0253 0.0188
Rank 3) 3) 1) 2
Tangibility 0.5003 0.1964 0.4967 0.1944 04976 ¢ 0.1936 0.4999 0.1964
Rank 1) (4) 3) 2
Profitability 0.0669 0.0657 0.0685 00635 /0675 0.0641 0.0668 0.0683
Rank (4) 1) 2 3)
Business Risk 0.1413 6.3859 00736 (¢ _2.797% 0.0178 4.6582 0.0364 5.4031
Rank (1) (2) (4) 3)
Growth - s

L 1.0534 1.0550 1.0855 11,5276 1.0523 1.2194 1.0923 1.4716
Opportunities .
Rank 3) 2 (4) 1)
Firm Size 20.3163 1.3108 203128 _ /18024 20.2941 1.2963 20.2945 1.3027
Rank 1) ) (4) 3)
Liquidity 0.7085 0.6896 07023~ 0,6559 0.7043 0.6553 0.6995 0.7038
Rank 1) ) ) (4)
Share Price 0.1399 0.6032°N= 01186 / _0.4877 0.1280 0.5578 0.1297 0.5421
Performance e
Rank @) 4) 3) )
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Securities Commission Malaysia, which consists of debt to total assets where debt is
regarded as conventional debt only. Therefore, the calculation of leverage 2 in thw
comprises both Islamic debt and conventional debt. Leverage 3 consists of @}ional

debt while leverage 4 covers Islamic debt. A

Table 4.3 presents the descriptive statistics for the overall sampledy each type of
leverage. \,

The average leverage for Lev 1 (TDTE), Lev 2 (T Y;:l (TCDTA), and
Lev 4 (IDTA)) are 37.87%, 16.71%, 15.85%, and 0.38 spec 'VW‘ (TV?'TE)

is the highest among all the types of leverage. The ard deviati o‘ If\ ge is

48.71% for Lev 1 (TDTE), 12.82% for Lev 2 , % ev.ﬁCDTA)
and 1.65% for Lev 4 (IDTA). This indica\th} Le\,oT (IDTA) is,éb‘ east volatile
compared to the other types of levera % é

Lev 3 (TCDTA) has a high whi 2.55% with 1.91%

N
‘DTE)and Lev 2 (TDTA), which

&/

i icates that Lev 3 (TCDTA)

is more volatile than o of age Q’
NIy &

The average ngibllll‘{, [

S risk% size liquidity, and SPP for LEV 1
(TDTE) is 50.03%, 14.139
¢ ! “‘Pn
higher than er types of v&a% e lowest tangibility for Lev 2 (TDTA) is
% NN
49.67%% using8s.risk‘and fim&ze for Lev 3 (TCDTA) are 1.78% and 20.2941,

respngy, and the lowest SP@ér Lev 2 (TDTA) is 11.86%. Moreover, the highest
N

standard deviation, while the I%

are 2.51% with 1.82% standard

3, 70:85%, and 13.99%, respectively, which is

a of profitability is 6.85% for Lev 2 (TDTA), while, the lowest is 6.69% for Lev

0 TE).
The growth opportunities for Lev 4 (IDTA) is 1.0923, which is higher than the

other types of leverage with a standard deviation of 1.4716, while the lowest is Lev 3
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(TCDTA) at 1.0523 with a standard deviation of 1.2194. The standard deviation for Lev

2 (TDTA) is 1.5276, which is higher compared to the other types. This indica t

the growth opportunities for Lev 2 (TDTA) are more volatile and that Lev@E) is
less volatile with a value of 1.0550. A

4.3 Measuring the Existence of the Target Capital Structure )

The first objective of this study is to measure the e m tre target capital
structure and target dividend policy of Malaysian publi% iaWant firms.
This section presents the findings for the existtern$c target capi Ilst{\ e of
Malaysian public-listed Shariah-compliant firms. First, tr@ ssion fc&ﬁ@s on the

, sectiof~discusses the

imatio del, i.e. pooled

diagnostic checks of capital structur@e static

effect, random effect, and fixed effee. \T I<\
N
Third, the discussion foc e eXistenc targégaipital structure using the
dynamic estimation model, i.e. artia ent :@el, which is estimated using
the two methods of (Ge rZzed ]

Difference (1-step) w
This study uses @irst i
r% t

;yoﬂ Is@%ents (GMM), i.e. GMM-First
S

’
i \D.L renceé}:‘tep) by Arellano and Bond (1991).

e (2-9@0) because of its more efficient estimator

!
after the diag tests/ In thelfollowi cg'aiscussion, GMM (1) and GMM (2) refer to

the GMM-%EkDiﬁ?e ce (1-s ep@ GMM-First Difference (2-step), respectively.
t

4
The re ill show each fi mx; all types of leverage, i.e. Lev 1(TDTE), Lev
N
2 ), Lev 3(TCDTA) and Lev 4(IDTA), for the overall sample adjusted to the

6 t capital structure with different speeds of adjustment.
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Fourth, in order to further describe the existence of target capital structure, the

diagnostic check for each industry is performed in the static estimation mow

dynamic estimation model. q
4.3.1 Correlation Analysis Y"

From the correlation matrix, this study emphasizes the ove orrelation signs
between the independent variables and the various types exage.'The correlation
Appe dWetails).
| ]

th erggé‘:}

signs are summarized in Table 4.4 (refer Table A-3 (a-

Table 4.4: Correlation Sign of Indepen ariables

4

Variables

NDTS

Tangibility
Profitability

Business Risk
Growth Opportunities
Firm Size

Liquidity
Share Price Performance \ nAj-\

ns

Note: ns = not significant; Lev 1 tal debt to IFequi TE), Lev2 is the total debt to total
assets (TDTA), Lev3 is thtotal conventional ([debt t@"total as (TCDTA), Lev 4 is the total Islamic

debt to total assets (IDTA).

o7
Based on tr& ary in Table'4.4 ah@firm size is significantly correlated to

= .

O

‘wLicﬁmdicates that firms with larger size tend to

leverage for ﬂ%& of llever

consume %‘Yeve‘r‘a . This itué%n is supported by the existence of the agency

b4
theory“ef capital structure. In cqﬁast, liquidity is negatively correlated to leverage,
"

prorts the pecking order theory.
n addition, tangibility is positively correlated to leverage, and profitability is
owjatively correlated to leverage for all types of leverage except IDTA. This result
supports the trade-off theory for tangibility and the pecking order theory for
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profitability. For growth opportunities, the results record mixed correlation between the

types of leverage for which a positive correlation supports the pecking order thew

a negative correlation supports the agency theory. (’}
4.3.2 The Static Estimation Model Y'

This section presents the findings for the static estimation m to examine the
factors affecting the capital structure for Shariah-compliantifi X- '
As a statistical procedure, it is important to exam% 'CW problem
before running a regression analysis. The resu%\e multicolli a’iti/;a%s are
e

inflation factor
Gy

lem ﬁ;raﬁ (2003)

suggests that variables with high collin@vhen its mo n 10. The values

for VIF for all the regression modeEare betwﬁﬁ?nd ./g,\therefore, there is no

is. @ C}

multicollinearity in this regress@/m X 4
&
N
We 4.5’ Multicollineatit
LY

; ’ ,‘I..@T/ S ¢ lev? Lev 3 Lev 4
\m - ) . DTA) (TCDTA) (IDTA)
Variance Inflatngac (W Fl

| de

presented in Table 4.5. The results show that es ofvaria

(VIF) for all regression models have no multic Iine@git\b

<

8 @1.19 1.19 1.18

Note: Lev 1 is the Xd to tota (TDTE), Lev2 is the total debt to total assets (TDTA), Lev3
is the total convéntionalpdebt to ot s? (T A), Lev 4 is the total Islamic debt to total assets
(IDTA). (_/

sted r-sq red"me{s?gm the goodness of fit for all the regression model

an%. he results show thzfﬁcl.:}?e adjusted r-squared for Lev 2 (TDTA) is the highest

%red to the other leverages, where at least 43.42 percent variation in Lev 2 (TDTA)

prlained by the independent variables. In contrast, the adjusted r-squared for Lev 4

(IDTA) is the lowest compared to the other leverages, which implies that only 4.05
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percent is explained by the independent variables. This results indicate that the firm
specific factors of capital structure are correlated with the IDTA but the firm i

factors changes is not much explained in the IDTA. Even though the adjus Mared
for all the regression analyses are highest and lowest, the follo alysis is

considered for all types of leverage. All types of leverage are used b%use this result

needs to be investigated for further analysis in Chapter 5. Tabli Mws the adjusted
r-squared for each type of regression employed in the stu% '
Table 4.6: Explanatory Power of Regression deII 01:T\d‘ X~

Lev 1 L% Lev 3 : g\? 4
ev
(TDTE)  ( (TG (IDTA)

Adjusted r-squared 0.2446 04342 w_0.4285 , "7~ 0.0405
Note: Lev 1 is the total debt to total equity (TDTE)#kev2 is'the t 0 total '(TDTA), Lev3
is a total conventional debt to total assets (TCDTA(, Le the debtto total assets (IDTA).

4.3.2.1 Testing for the Pooled %a orn}t\i%cga

| = i
Table 4.7 shows the res of thggtatlstlcal test of panel data

Testssand Hausman test. Based on the

] QF test result shows that the fixed

since the null h hesis is re
‘Pr S
the Breusc gan’LM test reco eﬁ’ tth)he Random effect is a more appropriate model

NN
than th oled oLS to the?'évalue being less than 10 percent and the null

hypa& being rejected. Sins@’m results of the F test and Breusch-Pagan LM test are

@, the Hausman test is conducted to choose either the fixed effect or random
Qe t. The Hausman test result shows that the fixed effect is accepted because the p-
alue is less than 10 percent. This study, therefore, concludes that the fixed effect model

is the preferred model under the static estimation model for all types of leverage.
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Table 4.7: Testing for the Statistical Test of Panel Data Analysis of TCS

Statistical test Lev1 Lev 2 Lev 3 Le\YV

(TDTE) (TDTA) (TCDTA) (I&
F test 9.13*** 18.06*** 13.97*** 3.89%%

(Pooled OLS versus Fixed Effect Fixed Effect Fixed Effect ixed Effect
Fixed Effect)

Breusch-Pagan LM 1416.44***  274555*** 2281 62*** 39***
Test Random Random Random q andom
(Pooled OLS versus Effect Effect Effect ffect
Random Effect)

Hausman Test 46.69*** 15.91* 3 39T 47.35%**
(Random Effect versus Fixed Effect Fixed Effect ct ) Fixed Effect
Fixed Effect)

4
Notes: Lev 1 is the total debt to total equity (TDTE), Lev2 is the tot bt to total ts(FDTA), Lev3
is a total conventional debt to total assets (TCDTA), Lev 4 is thegtotal Islamic debt to asséts (FQT A).
*** ** and * denote significance at the 1%, 5%, and 10% levels, i ' .\(_,}

Table A-4 (a-d) [refer Appendix 2] repor ish s of 'R%Ted OLS,

q@rall Sample of TCS
N

Lev2 ~ Clev3 Lev 4

) . (TDFA) [¥TCDTA)  (IDTA)

Static model ixed ixed .\~ Fixed Fixed
ecJ ffect>~  Effect Effect

Adjusted r-squared 0.103 ? q.zgs@ 0.2843 0.0156

Note: Lev 1 is the total de quity (TDTE),Aew? is the'total debt to total assets (TDTA), Lev3
tal assets” ( A), %4 is the total Islamic debt to total assets

A Q N
Table 4.§M summariz t‘gd rewge’of the appropriate model analysis together

(IDTA).

with the a -squared f er mple analysis. Based on the results, the fixed
4

effect &A an appr riafg m&w for all types of industry. The following analysis

pew iagnostic checks foﬁc?e fixed effect model.

132



4.3.2.2 Diagnostic Checks

This study performs diagnostic checks — heteroscedasticity and Serial Corw

— after selecting an appropriate model of analysis. In this study, the fixed @odel

is the preferred model under the static estimation model for all types o ge. Table

4.9 reports the results of the diagnostic checks for all types of Ieveragq

Table 4.9: Testing for the Diagnostic Che

Lev 1 Lev 2
(TDTE) (TDTA)

Heteroscedasticity

*kx *kxk **x
(Modified Wald test) 3.9e+06 45011.23 3996.82 :
Serial Correlation e . A ¥
(Wooldridge Test) 65.739 305.473 82;5)4?k 8:|.<@"c

Notes: Lev 1 is the total debt to total equity (TDTE), Lev2'i§ the totakdebt.to total assets(TDTA), Lev3
is a total conventional debt to total assets (TCDTA), eV 4 is'the t i
*** **and * denote significance at the 1%, 5%,cd evels, r

&

Heteroscedasticity arises in numerous apph

in %k;ross-section and time

series data. In this study, heteros icity tésts ar duc@sing the Modified Wald

Test.® If the results show tha p VQZS @" 5 percent (reject the null

hypothesis), it indicate%a;x'osceistic'
th

er
pre eteroscedasticity is to test the equality of the

-~

ts of@tests are shown in Table 4.10, which

i5 present (heteroscedasticity problem).

The reason for detecting

regression error Nes.
- \ ¢ .l ng .
indicates thai(hv‘u te:/sced ity E:J or all types of leverage rejects the null

hypothe%%(? 1%9 gni};a t L@" This result provides strong evidence of the
presenéof eteroscedasticity i&E;ypes of leverage regression models.
N

e presence of serial correlation in the residuals of the estimated equations will

0 to incorrect estimates of the standard errors. This study detects serial correlation

3 STATA commad: xttest3
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using the Wooldridge test for autocorrelation in the panel data analysis.* The results of
the serial correlation test for all types of leverage are presented in Table 4.10. TheVﬂks
indicate that the Wooldridge tests reject the null hypothesis, which implle@}ere is
a first-order autocorrelation problem. A
In this study, the diagnostic checks indicate that there are heter@scedasticity and
autocorrelation problems. Thus, to rectify the problems this s the Fixed Effect
X

model with heteroscedasticity and serial correlation robust

4.3.2.3 Empirical Result N
| S
Table 4.10 summarizes the results from t fix effectfo stpess staﬂﬂard error

model for all types of capital structure (ref Tabl 5,;? d|x Zéx;etalls of the

results®). Table 4.11 presents the sumr@ve theori por@‘(he findings.

Table 4.10: Firm |taJ§Tucture
Variable L Lev 3 Lev4
( ) TA) (TC DTA) (IDTA)
Constant 821" -0.661***  (0.104***
NDTS 5‘170 -0.076 0.027
Tangibility -Qi07 > -0.098** -0.009
Profitability 37***  -0.263***  0.018**

4 0.0003 -0.0000
08***  -0.009***  0.000
.055*** 0.047*** -0.005***
¥ -0.087***  -0.090***  -0.003**

.0 4 \(J -0.003 -0.001 0.001
| eq TE), Lev2 is the total debt to total assets (TDTA), Lev3

Notes: Ley"1 is the, total (?bl'tot
is the t§ nventional “de Iafal (TCDTA), Lev 4 is the total Islamic debt to total assets

Business Risk

Growth Opportuni
Firm Size
Liquidity
Share Pri

(IDTA).

***

* denote significance au&'jl %, 5%, and 10% levels, respectively.

&I’ATA command: xtserial
STATA command: xtreg, fe cluster (code) or xtreg, fe vce (robust)

& Table A-5 [refer Appendix 2] present the results of the fixed effect model for all types of leverage
together with the robust standard error after addressing both the heteroscedasticity and autocorrelation
problems in the residuals.

134



Table 4.11: Theories Supporting Findings

Variable Sign/ Levl Lev 2 Lev3 L
Theory (TDTE) (TDTA) (TCDTA)
Tangibility Sign ns - - <

Theory Trade-of Trade-of 4

Profitability  Sign - - —\m"
. . Static Trade-

Theory  Pecking Order Pecking Order  Pecking Or Off
Growth

Opportunities Sign * ) N
A

. Agency
Theory  Pecking Order Theory
Firm Size Sign + + ' -
Trade-off Trade-off rade-off
Theory Agency Agency NAgency
Theory Theory y thESU

Liquidity Sign
Theory Pecklng Order Pecklng
Notes: Lev 1 is the total debt to total equity (TDTE), L.
is the total conventional debt to total assets (TCDTA)
(IDTA).
ns = not significant

eciémg Order
sset (WTA) Lev3
i e@!ﬂ total assets

leverage. Liquidity is negativel 0 leverag |gnn@ly at 1%, 5%, and 10%

levels, respectively). This negative influe rts t{géécklng order theory that the
liquidity of a firm sre:ld z negatllely spc@ with leverage. This negative
th|

influence indicates tha S WI able the firm to have more debt in

order for the flmM its ess#This r@is consistent with Kumar et al. (2017)

who also fou \Ilq idity i ggati\%‘by related to capital structure. Liquidity is

capture %{ curfnbyts ang@dicated that higher liquidity ensures positive

working,capital, therefore fund{g&e saved for long-term investments.

for tangibility, aIthough it is found to be insignificant for Lev 1 (TDTE) and
&2 (

IDTA) the impact of Lev 2 (TDTA) and Lev 3 (TCDTA) is significant. The

Olgibility results are negatively related to Lev 2 (TDTA) and Lev 3 (TCDTA) at the

5% and 10% level of significance. Higher leverage is influenced by the lower tangibility
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while lower leverage is influenced by higher tangibility. Firms with safe tangibility
assets tend to borrow more because they retain more value in the liquidation
than risky intangible assets (Sheikh & Qureshi, 2017). This result is consi e\ﬁth Li
& Stathis (2017), and Sheikh & Qureshi (2017), which is supported trade-off
theory.

Profitability, growth opportunities, and firm size, are om have a mixed

influence on leverage by each type of leverage. Profitabilityai nd to be negatively

=g

related to Lev 1 (TDTE), Lev 2 (TDTA), and Lev 3 (TC , b pWrelated to

compliant securities (Haron and lbrahim, 20

internal sources in their financing decision

Sofat & Singh, 2017). Profitability is t|vED i

that firms with more profitability @jntern@;%.

@\h’ financing decisions
N
(Alipour et al., 2015). The high biIitQ of fi aim@higher debt capacity and

inan@and follow a strict dividend

less risk to debt holders. Firms fe:l
policy (Sofat & Singh,% hus, the res t;‘the@we strongly support the pecking

’ &
order theory. In c;@higj;jﬁc debtéﬁev 4 (IDTA)) is influenced by higher
profitability. TI‘Q{ inte 'ding d’r}«fhich profitability is positively related to
¢

IDTA. The g‘@re cansistefit with éz@i et al. (2015) who stated that Islamic debt
"
providesfa shigher contrib ?n to 1@ improvement of firms’ financial performance
con]ng&to non-Islamic debt, ¢
S
\wilarly, firm’s size is positively related to Lev 1 (TDTE), Lev 2 (TDTA), and
ew3 (TCDTA), but negatively related to Lev 4 (IDTA). For the positive results, this

sult indicates that bigger firms tend to generate more income and profit, but, at the

same time, they also need more debt to support their investment activities. J. Chen et al.
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(2014) stated that large firms are associated with high leverage due to their better debt
financing capability. This result is consistent with the trade-off theory. AccordinYlﬁe
negative results, the finding shows that larger firms tend to have lower deb@ size
enjoys greater opportunities for diversification, which, in turn, provide volatility
of their cash flows and lowers their inherent risk as well as their c@sts of financial

distress (Morri & Parri, 2017). \,

Iid t(' Lev 1 (TDTE)
Inr Ia’ﬂbo\tde positive
@

results, higher growth firms need to raise more levera d vice yersa. h‘s.i@ause

As for growth opportunities, the results are positiv:

but negatively related to Lev 2 (TDTA) and Lev 3 (TC

the more opportunities a firm has, it signals goo r the €api ark@a attracts

more debt and supports the signalling thw kae 14). I@\g;crast to the
positively significant, the negative rel %ies that Iev@! is influenced by

lower growth. This result supports genc%& j@“structure (Haron and

j N
Ibrahim, 2012). ‘% % a q:?
v $
4.3.3 The Dynamic Estimation Model { Q.
:
This section p&nts ei

\M':Q esults(for'investigating the existence of target
capital structure ‘Using, the i stin&)ﬂon model, GMM, by Arellano & Bond
(1991) for the@fro 2‘00 ol('J]é'?ne results are divided into four subsections,
i.e. GM@MW e “pr p‘ri'z%?}estimation, empirical result, and the speed of

adjustment. c_};
N
=

7 Stata command: xtabond
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4.3.3.1 GMM Estimation

The results for the GMM estimations, i.e. GMM-First Difference (1-st
GMM-First Difference (2-step) for each type of leverage are presented in T@G (a-
d) [refer Appendix 2 for details]. A

There are four important points to be considered in GM irstly, before
beginning with the diagnostic tests, the number of instrumen sMbe less than the

number of companies or number of observations. Secondly; rtant to test the

diagnostic test by referring to autocorrelation and the an ot H st. Under
o

autocorrelation, the null hypothesis of no autocorre in AR ( L’;t @o be

rejected, which is the p-value must be more t %. By Wa'y ther\e/ lanation,

i ™is correct and

consistent with the GMM theory. Mw he null esi@‘fhe second order
serial correlation failed to reject (p@ﬁ is m% M h is in line with the
al

2

the presence of first order correlation (sincw al

N
GMM theory. <(Q

(7}
\Oe &
Thirdly, this study thY)~ ds I/ esul@he Sargan test or Hansen test
i

in order to test overic% ion restricti .“L'Jndb'the Sargan or Hansen test, the
4 &

overidentificatior;@tion \be

overidentifying{tr ions : Fo@r,’ the dynamic effect, which is the lag

mor (.than 5%. This indicates that the
¢

!
dependent s Gﬁ)e significan nJIe
N
of each % ic test, PSt pr@ed estimator is then determined.

3
S
44 ?& The Appropriate Estimation
Table 4.12 summarizes the results of the Diagnostic Tests for each type of
verage together with the results of the preferred estimator that satisfied the diagnostic

tests.

gt%n 1. Finally, after going through the results
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Table 4.12: Summary results of Diagnostic Tests

Dynamic Diagnostic test Lev1 Lev 2 Lev3
model (TDTE) (TDTA) (TCDTA)
ARI test -7.34%** -8.02%** -8.59%** .
AR2 test 0.46 -0.71 0.14 -2.49%*
GMM(1) Sargan test 367.02*%**  270.00*** 272.82**’%2. 6***
Hansen test - - - -
R-squared 0.5157 0.7244 0.7646 .0137
Preferred estimator No No No No
AR test -2 47** -6.10*** -4, 3 -3.04***
AR2 test 0.34 -0.63 -1.16
GMM(2) Sargan test 367.02*%**  270.00*** 2 2%**  292.76%**
Hansen test 161.77 155.11 6.13 | 168.66

R-squared 0.5209 0.7281 0.7693¢ * 137
Preferred estimator | Yes Yes Yes | es
Notes: Lev 1 is the total debt to total equity (TDTE), Lev2 is t tal assets (T 1& ev3

is the total conventional debt to total assets (TCDTA), Lev 4 total Islamic bt’to .k assets
(IDTA).
*** **and * denote significance at the 1%, 5%, and 10% leve

\' 3
Y.

Based on the above results, since th w of th lm%\under the one-
step system is less than 0.05, the instr@& used are ¢

continues to use the dynamic GM %ator \e
¢ o
the Hansen test for the two-ste\ atorgjan K@s’ent and failed to reject the
str

H null, which means that t??&r ide,tifyi ictions are valid. Additionally, for
[

the Arrellano-Bond test; ull of ne er serial correlation is rejected, but the

null hypotheses oﬁwordﬂsehrrelaﬂgg{s not rejected. This means there is no
second order ENO” Ia'go

Theoretica@

the a)@bances of the first difference equation.
T step G' eiima@% to be used in explaining the dynamic capital

£
results are c rrecKG,nd in line with the GMM theory

N
str &Aor each type of Ie\c('éihge. Theoretically, the two-step estimator is more

@ than the one-step estimator because it uses optimal weighting matrices.

0cord|ng to Azman-Saini (2010), the two-step estimator is asymptotically more

efficient than the one-step because the two-step estimator uses optimal weighting
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matrices in which the moment conditions are weighted by a consistent estimate of the

A4
0

The summary results of the GMM estimation on firm spemﬁ%rs of target

Y'.

covariance matrix.

4.3.3.3 Empirical Result

capital structure are presented in Table 4.13 for analysis.

Table 4.13: Firm Specific Fact

Lev1 L 3
. ev e

Variable (TDTE) (T (TC e%f\)
Lev (-1) 0.556*** faleal
NDTS -5, 743*** 18***
Tangibility -0.035** 005***
Profitability -0.635**% 0.019***
Business Risk -0.001 -0.000***
Growth Opportunities -0.010’& 0.001***
Firm Size 0.058*** -0.005***
Liquidity -01 -0.001***
Share Price Performance -0.000***

Notes: Lev 1 is the total debt to tot

s.ﬁ@bt to total assets (TDTA), Lev3
is the total conventional debt to tota total Islamic debt to total assets
(IDTA).

q 1
*** ** and * denote signifi he 1%, @spectively.
: > 's
Based on thﬁ?resu'tf \s the Y Ies that influence target leverage are
significant at the,1%

¢
found to co 's ently influence the f;r%_)everage for each type of leverage while other

i i:anc%-} ngibility, profitability, and liquidity are

factors NDT? Iness n& growth opportunity, firm size, and SPP have
var| in their influence on{a}’target leverage.

|s study proceeds to discuss the importance of supporting theories in the

rical results that examine the influencing factors on target leverage. Table 4.14

resents the summary of the theories supporting the findings.
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Table 4.14: Theories Supporting the Findings

. . Lev1 Lev 2 Lev 3 Le
Variable  Sign/Theory (TDTE) (TDTA) (TCDTA) BT
NDTS Sign - - - +

Theory Trade-Off Trade-Off Trade-Off 4 Off

Tangibility  Sign - - - *fg -
Theory Trade-Off Trade-Off Trade-Off de-Off
Profitability  Sign -

Pecking Pecking Pecking Pecking
Theory Order Order OrdN Order
Business Sign - - -
Risk Theory Trade-Off Trade-Off ? Trade-Off
Growth Sign - - ' +
Opportunities ecking cking
Theory Trade-Off Trade-Off Orde ': iOr der
Firm Size Sign + + + -
Trade-off Trade-off [I’ r f
Theory Agency Age A%bncy
theory t

Liquidity Sign -
Pecking Peck
Theory Order \@

Share Price  Sign + % -
Performance Theor Market \ Market
y i Timling Timing

Timi
Notes: Lev 1 is the total debt to total eq i% E), Lev2i e total de total assets (TDTA), Lev3
(

is the total conventional debt to total as DT(‘\), ev 41is the t Islamic debt to total assets

(IDTA). 9
ns = not significant \ AQ%
S

According to Ta ; and 4.’4, t féllo@’ug is the detailed analysis of the
’ 4 ¢ &
lagged leverage mﬁwign@ bles Kng.l;he factors of target leverage derived
from the dynam'Q atio '.e. thjédebt tax shield, Tangibility, Profitability,
¢
Business Ri ,(@N\h ppart itigs, fr? Size, Liquidity, and SPP.

N
G@{s, ight 0 ?ults o@e dynamic regression model (refer Table 4.14),
the m&rms are assumed to @w’dependent and homoscedastic across companies and

0 me. Specifically, the estimated coefficient of lagged leverage is significant at the
%0vof significance level for all types of leverage (Lev 1 (TDTE), Lev 2 (TDTA), Lev 3
CDTA), and Lev 4 (IDTA)). These results justify that the model is the dynamic

model. This significant results indicates the existence of target capital strucrure (target
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leverage) for Shariah compliant firms in Malaysia. Moreover, the lagged dependent
variable (lagged TDTE, TDTA, TCDTA and IDTA) presents positive signific?md

most of the speed of adjustment is approximately 2 years, which thus i that
Shariah-compliant firms close the gap between the current and target structure
by approximately 30-70% within one year (refer Table 4.23 for detailS).

Similar to Arioglu & Tuan (2014), the speed of adjustm tMoximately 29%
of the estimation. The results of adjustment speed are in li Q%:h.e rediction of the
trade-off theory. It has been suggested that firms m ollo tht capital
structures when their leverage ratios deviate from th rgets. JAcco i‘g &é‘y:)un
(2008), most of the adjustments happened whengfi ave ahi ow@bt below

that f@SJViII move to
icitéﬁrplus. Therefore,

the target with a financial surplus or deficit4Lhe r, ults\ﬂug
the target capital structures when they rience financi

this is beneficial for firms to get clc&,sme targ%%l ructure, which means that
N

firms can grow faster at the m ate withou ngesin financial leverage.

o
1

For NTDS, there is a sign nt T v elat@p between NDTS and Lev 4
(IDTA) in which the r k significant the @evel of significance. The results
’ 4 f &
for Lev 1 (TDTE) ﬁ{Z ('I;ﬁq Le\éaDTA) have a positively significant
influence on th@leve : ; negative effect is related to the static trade-off,
¢
which mean &)rms ith_large rleszr%ore than the cash flow expected will reduce
N
their debt'in thercapital str e. Th@eaterthe number of items in non-debt, including

depm@m and amortization@v'lding a tax shield, the less motivation for managers

to% e debt in the capital structure.

: While, positively associated with the debt means that firms can take benefit from
e

tax shield provided due to a deduction in interest payments (Kumar et al., 2017). In

addition, the NDTS and target leverage on Shariah compliant firms suggests that the
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NDTS is the substitute for the tax shields on debt financing. The benefit of tax shields
on interest payments encourages firms to take on more debt, but it also mcrea?me
probability that earnings in some years may not be sufficient to offse%\e tax
deductions (Haron and Ibrahim, 2012). A

By referring to tangibility, all types of leverage have the sam¥'|t in which
tangibility has a negative effect on the leverage. The negative_r shlp means that
the firm’s debt must be asset-backed where the debt cann m

t‘wan the tangible

assets for a firm that operates based on Islamic principlesy Thes rwmply with

indings/abo ta‘wg@y has
sw% ype\‘$~ everage.

The negative relationship on tangibility st Iy ppoﬂts trade @"geory Firms

with safe tangibility assets tend to bo@e because ret@‘more value in the

the trade-off theory. Based on the theories supporting

a significant influence on target leverage, whichei

liquidation process than risky intan ssets ,ejn 2017).
For profitability, this stud neg tive aHOnslqha etween profitability and
leverage for all types of Ie The ar gu%ame as a previous study on

Malaysian Shariah- co% ecurltl (H ron a@'lbrahlm 2012), and mean that

’ 4 f &
Shariah-compliant wvnh\krﬁoﬁ ablllgwll use less leverage in their financial
activities. Nega& it anelJ 'czlentdb%'fnal funds suggest the need for external
g ‘

finance (Shei Qureshi, 2 7)’A@ ing to the theories supporting the findings

NN
has gnificant influence on target leverage, which

v

strompports the peckmg@ér theory. This result means that Shariah-compliant

f th high profitability will use less leverage (especially conventional debt) in their
6 cial activities and supported by Haron and Ibrahim (2012).
Based on business risk, this study recorded a negative relationship between

business risk and leverage (Lev 1(TDTE), Lev 2 (TDTA), and Lev 4 (IDTA). Business

above, profitability recor
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risk increases the financial risk of a company, and, therefore, the capital structure theory
(pecking order and trade-off theory) predicts a negative relationship between b

risk and leverage. However, business risk appears to have no significant@ship
with Lev 3 (TCDTA). This finding is similar to Ezeoha (2011) who fou*ignificant
relationship between business risk and debt ratio. As for the?for growth
opportunities, a mixed and significant relationship was found“between growth
opportunities and leverage. A negative significant relati Vs ound in Lev 1

(TDTE) and Lev 2 (TDTA) while a positive significant ionship d for Lev

3 (TCDTA) and Lev 4 (IDTA). High growth opport s have a hi tqtal QErage

ratio, but use less long-term debt, which is con it the' ing ord\lwheory (J.

Chen et al., 2014). Moreover, for negatlv Iatl shi |n e tha with higher

growth opportunities will carry less le cause t e ge@ﬂ of growth firms

has stronger incentives to signal th 0es no gln pq}rinvestment and asset
6

N
&

&
d @ 3 (TCDTA) have the same

substitution (Haron and Ibrahm%.
mﬁj 8

Moreover, Lev 1 (T \&v 2
results in which firm’ %[1?: po vae rﬁf relation to the leverage. These
results indicate tha ger f|rni gene £telmore income and profit, but, at the

QZQO

same time, they SO d su thelr investment activities. Large firms

are assouatEs%hlgh everade de @II‘ better debt financing capability, which is
t

he tra jheor@ addition, firm’s size is negatively significant

wﬂ@ (IDTA). Shariah- c@ﬂant firms practice hierarchy in firm capital structure

%\hs (Haron and Ibrahim, 2012). The results therefore strongly support the trade-
e

consist

This study recorded that liquidity has a negative significant influence on target

leverage, which is consistent for all types of leverage. This negative relationship
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supports the pecking order theory that the liquidity of a firm should be negatively
associated with leverage. This negative relationship indicates that higher quui%
will enable a firm to have more debt in order for the firm to run its busi e\]is is
because liquid firms prefer internal resources for financial needs (AIipA@I., 2015).
Thus, there is no need to borrow from other external sources (Kumaw 2017).

SPP is found to have a negative impact on leverage (Lev 2/(TDTA), Lev 3
(TCDTA), and Lev 4 (IDTA)) and positive impact on Lev g:) ilnplying that the
firm will issue equity to debt when the firm’s share pricesuncrease, W %onsistent
nies tgnd r@‘e&é@l‘{t; to

. The hfg e stackireturns of
e o ol

With@zrstock prices
an (@‘financing (Yang,

with the market timing theory. The reason is that the

debt when share prices are rising (Alipour et al:

firms, the lower the debt ratio they have. This i
and high stock returns tend to use eq ;lnaucing rath

i E\fbd that firm are more
N

likely to issue equity when thei%\ valﬂes is high an repurchase equity when
So

Lee, Gu, & Lee, 2010). Haron an im (2 \Lsgl

their market values are low \ l %\
After analysing i (nce of all types bfia\;get capital structure among firms
’ 4 ¢ &
and the factors affecting target f \age the @wing analysis extends the discussion
into another key,aspectof d i pitalc?éﬁ:ture, which is the speed of adjustment.
¢ I L)
C) 4 &
N
4334 %ged f Adjustme
#oPFTS
i &Ie .15 describes the of adjustment for each type of leverage. The speed
N
ment can be derived from the computation of it = 1 - Ao, where Ao refers to the
of the estimated coefficient of the lag leverage in the dynamic estimation model.

Qe results also include a number of years to reach the firm’s target leverage, which can

be computed by (1/ dif).
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Table 4.15: Speed of Adjustment

Type of leverage Lev(-1) Speed of Speed 0
0 Adjustment (dit) Adj Justm e s)
Lev 1 (TDTE) (-1) 0.556*** 0.444
Lev2 (TDTA) (-1)  0.513*** 0.487 05
Lev 3 (TCDTA) (-1) 0.506*** 0.494

Lev 4 (IDTA) (-1) 0.517*** 0.483
Notes: *** ** and * denote significance at the 1%, 5%, and 10% levels, respectively. The computatlon

of speed of adjustment is derived from one minus the coefficients on TDTE (4), TDTA (-1), TCDTA (-

1) and IDTA (-1).

Regarding the above results, the computation sho deg'ee or speed of

adjustment for firms in the industry by each type of leverage®The findin ow tQ?.I all

types of leverage have a speed of adjustment for fi S than 1. Thi e!ns-{ﬁ?t none
Y—-

of the firms have a speed of adjustment equal t nt Wi%h_\their target

or optimal leverage. The target is not consi Nd,thu , thg process of adjusting from

speed of adjustment of less than 0 er ad%
6
7]

Y
Sbe ggﬁhe required adjustment

to be at the target within a y e spee stmenﬁ? the firms does not fully
adjust from the previous pe he IArren iod \to the existence of adjustment
costs. The speed of adj% can bege e} te s of how firms quickly converge

their capital struc @e tarjet capital str e (Haron and Ibrahim, 2012).
Adjust Nts ill de nt o&)@sactlon cost. On the other hand, firm will
¢
% _ 4
talyve

revert to t et capi slo\\ﬁer due to higher cost especially for financial

constrained firms |n rwz acceggxternal market. Based on the results, NDTS,

profitability, busmscé? risk, growth opportunities, firm size, liquidity and

e identified as the major factors of adjustment speed. Moreover, the higher
istance firms from the target capital structure will adjusted the faster process.

Based on the speed of adjustment for each type of leverage, Lev 3 (TCDTA) has

the highest speed of adjustment (0.494), which indicates that firms in the Lev 3
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(TCDTA) close the gap between the current and the target leverage by 49.4% within
one year, and that it takes 2.02 years to reach the firm’s target leverage. This is fw
by Lev 2 (TDTA) close the gap by 48.7% equalling 2.05 years to reach th@ Lev
4 (IDTA) at 48.3% needing 2.07 years to reach the target, and Lev 1 ), 44.4%
and 2.25 years to reach the firm’s target leverage. The following an %?s‘umates the
existence of the target leverage using similar estimations, hICh e the static and

dynamic models of each of the industries.

O
4.3.4 Robustness Test for Industry .\c}
The robustness test in this study is used ine tbﬁ isténce o ’R‘fhe target

capital structure for each sector. This sec nis pe 3|s f%wgfhe previous

analysis using an overall sample by \G@ specn‘ smé‘each sector. This

study is estimated by six sectors — ¢ mer pro r?us i@oducts, construction,

| | | S
trading and services, properties ntatl n. Q
" &

The study also reports tmmal ean e results for the existence of

target capital structure ry in Table -2l(rg§ppendix 2).

’

Constructlon s a eah \haM the hlﬁfﬁét level of TDTE, which is 0.5259

(52.59%), whlle e est ons@products at 0.3113 (31.13%). Although

Construction %are cord as h&:'r'»b the highest leverage ratio, their average

tangibll% G) an bﬂjl y a@nuch lower compared to other sectors (34.54%

and ,55:830%, respectively). Af%./comparlson Consumer products recorded higher

a profltablllty and I|qU|d|ty at 8.90% and 90.06%, respectively, but, compared to
th

er sectors, also recorded the lowest firm size (FS) at 19.5463.

0 As for Lev 2(TDTA), the statistics show that Properties has the highest and

Consumer Products has the lowest mean TDTA. In contrast, Properties appear to have
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the lowest average non-debt tax shield (NDTS), profitability (PROF), and growth
opportunity (GO) at 0.40%, 5.22%, and 63.91%, respectively. With similar re r
Lev 1(TDTE), Consumer products recorded higher average profitability @) and
liquidity at 9.34 percent and 91.36 percent while having the lowest f|r 19.5702
Consumer products also recorded higher average business risk Rﬁ'&md growth
opportunity (GO) at 35.19% and 155.33%, respectively. \,

Continuing with the observations, looking at the g-D'T A), Properties

recorded the highest average TCDTA of 17.66% and t west CWIndustrial

DTA) alsg has Ké%bvv'vest
OE@ h Q@Srtunities

products at 12.78%. Similarly, Properties in Lev

average non-debt tax shield (NDTS), profitabili

(GO) at 4.2%, 5.12%, and 63.91%, respectl ucts, @ﬁzother hand,

recorded the highest average on nonw shield ( ) ar@?P at 3.29% and

14.58%, respectively. Industrial pro also rec el '\*average business risk
S

(BR) at -19.12 percent. Q—

The Lev 4(IDTA) sh th the v@go § A is between 0.09 percent
and 17.66 percent Wlt the gh‘e Consumer products the lowest.
Properties is again IN\west a'/ non- ﬁbttax shield, profitability, and growth
opportunity (0.42%, %6.12%; 3 91(_} pectlvely) while Consumer products

recorded the§ nor/debt s{lelej) ofitability, business risk (BR), and liquidity
(3.35% % 60.06%, a ‘37 86‘)&espectlvely) Again, compared to other sectors,
orﬂh

C products had the Io@#lrm size (FS) with 19.5681.
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4.3.4.1 The Static Estimation Model

This section estimates the findings of the static estimation models to exar‘Wﬂe
factors affecting the capital structure for each sector. The values of VIF {% een
1.21 and 1.74, which indicates that there is no multicollinearity i egression
analysis (Table A-7 in Appendix 2). Y'

This study recorded that the adjusted r-squared (refer Table in Appendix 2)
forlev 1 (TDTE) recorded that consumer products are high X:ed'to other sectors.
This result shows that at least 50.16 percent of the variation in orWroducts is

L
explained by the independent variables. In contrast,

and services is the lowest compared to other s
percent is explained by the independent var% or Lﬁv 2 TA) 3 (TCDTA),

and Lev 4 (IDTA) plantation is the highest aajusted r-s d( %, 69.18%, and
6.80%, respectively) while propertieshe Iowe\djugte @ared compared to the
'}" y N

other sectors (31.54%, 26.21%%05%,Qespe ively).@n though the adjusted r-
squared for all the regressi*hsisy[ g and st, the following analysis is
e

'y

considered for all the s ach t

£

P #}/&@NI sectors are used by each type
of leverage becau;gﬁ-iresulis \CNo e irgsﬂgated for further analysis in Chapter
5. Table 4.25 s% adj -Square *ﬁ‘éach type of regression employed in the

¢
study. c) & (Jc)
% N
’ Y@
N

434.1. mpirical Result
p \c,.)

\\ﬁer going through all the statistical tests to choose the appropriate static model
r

A\

Table A-9 (a-c) in Appendix 2 for details), the FE model is the preferred model

QN Industrial products and Construction. The RE model is the preferred model for

Consumer products and Properties while the mixed static estimation model is the

149



preferred model for Industrial products and Construction. The diagnostic checks (Table
A-10 (a-b) in Appendix 2) indicate heteroscedasticity and autocorrelation probl

all sectors for each type of leverage. Thus, the problems are rectified um@med

effect and Random effect model with heteroscedasticity and serial c on robust
standard error. Y'

Table A-11 (refer Appendix 2) summarizes the results from thewandom and fixed
effect robustness standard error model for all sectors for e Y

of 1apital structure.

Table 4.16 summarizes the results based on Table A-11 pen ix‘is\d
: Y‘

Table 4.16: Summary and Sign Results rm Specm Factors 0§é~&plta|
Y

Structure by Eac
\ 4 V"

Variable Lev 1 Lev3i™ Lev 4
(TDTE) (TCDTA) (IDTA)
NDTS Construction (-) "l Properties
O 0

Tangibility Properties (-)
Plantation (-)

er Products (-) -
nd services (-)

Prphe.rtles ()

Profitability ~ Industrial Products (- )
Construction (-)

umer Products (-)  Industrial
ustrlal Products (-) Products
radlng and services (-) (+)
«> Plantation (-)

Trading and services (
()

Business Construction i
Risk Tra
<'Q Plantation (+)

3 ;< Trading and services -

Growth sumer Beﬂu'cts () Consumer Products (-) -
Opportunities (Q Industrial Products (-)

Construction (-)

Firm Size rod ct$(+) #bns@f' n(+) Consumer Products (+)  Plantation
ruction ( and services Construction (+) )
and se ices +) Trading and services
rtles erties (+) +)
% ntatlon (+) Properties (+)
Plantation (+)
L|qU|d Consumer Products (-,)&)" Consumer Products (-)  Consumer Products (-)  Properties

Construction (-) Industrial Products (-) Industrial Products (-) )

Trading and services (-) Construction (-) Construction (-)
Properties (-) Trading and services (-)  Trading and services (-)
Plantation (-) Properties (-) Properties (-)

Plantation (-) Plantation (-)
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The results above indicate that NDTS has a negative influence on leverage for
Lev1 (TDTE), Lev2(TDTA),and Lev3 (IDTA). For Lev 1 (TDTE), only Cons
is found to show a significant influence between NDTS and Lev 1 (TDTE@ Lev
2 (TDTA), it is negatively related to NDTS in Consumer products and ENIDTA) in
Properties. This finding clearly shows that only Construction, Consu products, and
Properties are negatively significant between NDTS and lever Nresult indicates

that firms under Construction, Consumer products and Pro bstitute the tax

-E

shields on debt financing. The benefit of tax shields on rest aWncourages

may not be sufficient to offset all tax deductio
For tangibility, it is negatively relate

Lev 1 (TDTE); Consumer Products, a\@

and, Consumer Products, Trading @jervices

These results are consistent wj%zrev'
indicates that firms with saf }Dilit

more value in the quu%ﬁiess :lan ri
2017).

N
Profitabilw ot S negé&é for Lev 1 (TDTE) (Industrial Products,
a

@ ! (..)
nd r\ﬁce@Lev 2 (TDTA) (Consumer Products, Trading

Constructioe:gﬂ)radi
\
and seryices, and P ti and=tev 3 (TCDTA) (Consumer Products, Industrial

v

Productsy Trading and Service@d Plantation). However, it is positively related to Lev

4 \) in Industrial Products. This result shows that high profitability will use less

6 age in their financial activities, which is consistent with the Pecking order theory.

Business risk is found to be positively significantly related to firms leverage in

Construction, Trading and services, and Plantation under three types of firm leverage
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(Lev 1 (TDTE), Lev 2 (TDTA), and Lev 3 (TCDTA). This finding clearly shows that
even though the type of leverage is different, it has a similar impact on the busin?k.
However, when the study focuses on each industry the results are contradic the
overall sample. This means that each industry has its own justificatim different
characteristics in handling its debt financing, which is consistent with the¢’agency theory.
One possible reason is the specialty of the financial marketﬁ. onomic system,

As for Growth Opportunities, it is negatively relat Lev Wand Lev 3

which make up the biggest market share (J. Chen et al., 20

L
(TCDTA) in Consumer Products, Industrial Produc d Constructi nl F@With

high growth opportunities have a high total le

tio{ S Io@gt-erm debt

: sTaI firms,@ggge depends
more on the level of growth within t@ry. As thesi ustr@bws, larger firms

undertake more leverage. This contradicts the tr\rgth yqz\nhere higher industry
B! N

growth should decrease Ieverag%Statlﬁs, 20 QC?

\ &

17¢

When looking at firmZs size,%the I
1 (TDTE), Lev 2 (TD Lev 3 (TCD A)' b@as a negative influence on Lev 4
’ &
(IDTA). For thﬁve i:e;& ev éQJDTA) in Plantation, this finding is
consistent with% and i '(201E)J3H that Shariah-compliant firms practice
¢
hierarchy i ‘@ﬁrm apita trﬁct@ ecisions. This finding clearly shows that

D
—
—

(J. Chen et al., 2014). In comparison to |

w

NN
smaller % nd tgincr: mor&lamic debt to support firm’s investment. The

res W positive relation@s’ between firm’s size and leverage (Lev 1 (TDTE),

L% TDTA), and Lev 3 (TCDTA)) for all industries. In relation to the positive
elatio

nship, large firms are associated with high leverage due to their better debt

nancing capability, which is consistent with the trade-off theory.
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Focusing on liquidity, the results show a negative relationship with all types of
leverage for almost all industries, but only Properties is significant in Lev 4 (YR)

Same with earlier results, liquidity is captured by the current assetsand i that
higher liquidity ensures positive working capital, therefore funds can b for long-

term investmentswhere there is no need for firm to borrow from other'external sources

(Kumar et al., 2017). \,

4.3.4.2 The Dynamic Estimation Model ‘\d
L
This section presents the empirical results o@amic estimation [nodr%lx:the
=\
sec

robustness checks using GMM estimations for ql! s and for ea type\) of Teverage.
d

estir@%y Avrellano
taéﬁield, tangibility,

Kiéi,ty, and SPP of capital
N

Similar to Section 4.3.3, the analysis.also t

& Bond (1991) to investigate the @ the n

profitability, business risk, firm sizefgrowth op

Rt

structure. The discussion focu the dynami tlrné@éh model, i.e. the partial

<>

Moments (GMM), i.e. z;t Differenge (1-step) and GMM-First Difference (2-
step) by Arellano a&% \: "(3"

This sectké\g test nob@ts, i.e. Heteroscedasticity and Serial
correlation, u%ﬁe sa e%@s' (ﬂ?e previous analysis in Section 4.3.3. Since
some of%%gls h‘avvat);'as tw@}odels that qualify under the diagnostic test, this

study uses r-squared to select t eferred model (refer Table A-12 (a-d) in Appendix

t
N
2 \tails). The most appropriate model is then determined based on the highest r-
re

| NN & |
adjustment model, which is esti d LJI 0 m@ds of Generalized Method of

W

(=}

d.

S
For Lev 1 (TDTA), construction, properties, and plantation, two models qualified

under the diagnostic tests. Having compared the r-squared among the models, the model
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from GMM (2) is the model chosen for explaining the dynamic capital structure for
construction and plantation while GMM (1) is chosen for properties. T

Moreover, for the results of the diagnostic tests for Lev 2 (TDTA), @rred
model for Consumer products and Industrial products is GMM (2) isfies the
diagnostic tests. Then, GMM (1) is the most preferred model forWruction and

Properties. In contrast, the r-squared in GMM (2) for Trqud services and

Plantation is higher compared to GMM (1) and GMM (2) ferned model in this
sector for dynamic estimation analysis. ‘\d
L
N o 3
In addition, the results of the diagnostic test v 3 (TCD )ﬁh@ that
GMM (1) for Consumer products and Industri ucts are atis@-' with the

diagnostic tests as the Sargan test is less than 5 perce

and services, Properties and Plantation@dels qualifi
O@M (1) is the highest

By referring to the r-squared for bo@sjels, the\ua?ed
j y N

model for Construction and T%ﬁd scfr\vice and t<<,; ost preferred model for

dynamic estimation analysii\szoveJ r- uare§ MM (2) for Properties and
Plantation is higher C(% 0 Gl\f‘ 1) }His@ing shows that GMM (2) is the

Cons@;&n, Trading
nd@fe diagnostic tests.

~—~

&
most appropriate | for Ct) prodgy Industrial product, Properties, and
Plantation whil Q)i 'd for struction and Trading and services.
¢
Based s‘@resul und LJ/ Ad'll A), GMM (1) is the most preferred model
\
for Construction, Tradi erviees, and Plantation while GMM (2) is for Consumer

pro%lndustrial products\e@d' Properties. The results show that GMM (1) for
Nher products, Industrial products, and properties does not satisfy the diagnostic
ests as the Sargan test is less than 5 percent. As for Construction, Trading and services,

nd Plantation, two models qualified under the diagnostic tests. Based on the r-squared,
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GMM (1) for Construction and Trading and services, and Plantation is higher compared

to GMM (2). Thus, GMM (1) is the preferred model for dynamic estimation an?!'

4.3.4.2.1 Empirical Results

Table 4.17 summarizes the existence of target capital structur ts based on

the GMM estimation by each sector and each type of Ieveragew Table A-13 in

Appendix 2 for details).

Yv

ific a.\dT-C
4o

%5

Table 4.17: Summary and Sign Results of Firm Sp
Each Industry § ﬁ
Variable Lev1 Lev Lev3' S

v 4
(TDTE) (TDTA (FCDT ““\(UDTA)
NDTS Consumer Industrial ial Censumer
Products (-) Produ w -) %oducts )
Industrial Constructioni(-) (+) (« ndustrial
Products (-) % and O Products (+)
Trading and servi + Plantation (+)
services (-) -~ 2 ) A
Tangibility Industrial %umer ns(ﬁﬁ\ Consumer
Products (+) roductsy(-) Products;¢-) Products (+)
ustria 9 Tr ng, and Trading and
\ roduct s§¢es ) services (-)
Tradi and
1 S
Profitability Consumer C . “Consumer Consumer
Pro P Products (-) Products (+)
Industria 4@ Industrial Industrial
ucts (-) \F\LQ ucts ()" Products (-) Products (-)
on tion (‘) ading éand Trading and Properties (-)
ervice services (-)
Plantafion(-)
Inddstrial Industrial Industrial

Prodycts (-

L N

Products (-)

Products (-)
Properties (+)

Growt % Cgﬁsdme Consumer Consumer Trading  and

Opp e Prod (+)' roducts (+) Products (+) services (+)
Industrial ' Industrial Industrial Properties (+)
Products (-) c") Products (-) Products (-)

\ Trading \and Trading and Construction (-)
services (+) services (-) Properties (+)

irmY Size Consumer Industrial Consumer Industrial

Products (-) Products (+) Products (-) Products (-)
Industrial Construction (+) Construction (+)  Plantation (-)
Products (+) Trading and Trading and

services (+)
Plantation (+)

services (+)
Properties (-)
Plantation (+)
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Liquidity Industrial Consumer Consumer Consumer

Products (-) Products (-) Products (-) Products (-)
Trading and Industrial Industrial Industria v
services (-) Products (-) Products (-) Products
Trading and Construction (-)
services (-) Trading and
services (-)
Share Price Consumer Consumer Consumer Wmer
Performance Products (-) Products (-) Products (-) Products (+)
Industrial Trading and strial
Products (+) services (+) roducts (-)

\. roperties (-)
: i

leverage subject to industry. NDTS is negatively related to Lev 1 (TDTE) in ConQrmer

The results above indicate that NDTS is foun d influence on

; Lev 2\6TDTA)
Y-

oduct t the same

products, Industrial Products, Trading and Servi nd Constr ti
in Industrial Products and Construction; and, L
factor is positively related to Lev 2 (TD vices; [ev 3 (TCDTA)

r@ﬁrial products. In

in Properties; and Lev 4 (IDTA) in C er
relation to this, Haron and Ibrahi re& e atly’!)\r lation between NDTS
and leverage. The authors at th rget leverage on Shariah

compliant firms suggeits t DTS’IS t 'ub tﬁEfe to the tax shields for debt

financing. Although positively as c thﬁ ebt, firms can take benefit from the

tax shield provid a deljuctlo in |n payments (Kumar et al., 2017). This

7%5‘/

result is consi

Reg

'ﬁszy

ith the trade fflhe
ngi byls es ows mixed effects for each type of leverage,
ue

which 05|t|ve i r&e fof Lev 1 (TDTE) and Lev 2 (TDTA) in Industrial

~
prw, nd Lev (IDTA) in\(c}?nsumer products, but a negative influence of Lev 2

) and Lev 2 (TCDTA) in Consumer products, and Lev 3 (TCDTA) and Lev 4
@TA) in Trading and services. The positive relationship is consistent with the trade-

off theory and firms with more tangible assets will be able to have more debt relative to
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firms with fewer tangible assets (Haron and Ibrahim, 2012). The negative results also
support the agency theory and trade-off theory. In the trade-off theory, firms w
tangibility assets tend to borrow more because they retain more value in th@tion
process than risky intangible assets (Sheikh & Qureshi, 2017). A

As in the case of profitability, a consistent and significant ative between
profitability and all types of leverage is detected for firms in all industries except Lev 4
(IDTA) in Consumer products. This significant negati ms'\ip is found in

Consumer Products, Industrial Products, Trading an rvices, Wtion, and

@

with the leverage ratio (Ukaegbu, 2014; Gomez 1., 2014; Alipour

ureshi 2?1 : oreo&ipour et al.
(2015) stated that this is evidence for%:;ang-order ry ir@( more profitable

corporations tend to use less debt inancin \Eitgcti i 'éJ. Chen et al. (2014)
N
indicated that the higher profita%firm impli s.highgé‘n%bt capacity and less risk
&
ancing

to the debt holder. Firms p Nrn? an low a strict dividend policy
(Sofat & Singh, 2017). ? S
£
This study %a @ positi nd negative relationship between
business risk angd levenage. IS'a ingjﬁzént positive result for Lev 1 (TDTE) in
¢
Consumer pEiG@and evi4( Tﬁ) 'CJ‘I‘r?dustrial products. J. Chen et al. (2014) found

3
that bu% k and’ }al dis@ss have a significant and positive impact on the
X

Iong.&debt ratio. They c@ént that one possible reason is the specialty of the

et al., 2015; Sofat & Singh, 2017; Sheikh

w

ese financial markets and economic system, which make up the biggest market
hare. There is a significant negative result for all types of leverage in Plantation and

dustrial products. Business risk increases the financial risk of a company, therefore
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the capital structure theory (POT, TOT) predicts a negative relationship between

business risk and leverage (Kumar et al., 2017). T
Again, another mixed result is found in the relationship betwee wth
opportunities and leverage. This study finds a significant positive rel ip for all

types of leverage in Consumer products, Trading and services, and ‘properties, but a
significant negative relationship for Lev 1 (TDTE), Lev2 (TD N_ev 3(TCDTA)
in Industrial products and Construction. In their study, Uka L%:Af)‘found a positive
association between growth opportunities and leverage inmanuf th. This is
because the more opportunities a firm has, it signals news for c*i@‘gket
and attracts more debt. In comparison to largergfi smaller fi everage depends
th ol A

more on the level of growth within the indust

undertake more leverage. This contrNﬁatrade-of ry v@e higher industry

or %slruction, Trading and services and

Plantation, whigh recerded significant p((i%ﬁe. In contrast, a negative relationship

¢
appeared foE EV/) (TDTE)_f answ“(?r products, Lev 3 (TCDTA) for Consumer

y Haron and Ibrahi@OlZ) found that firm size has a significant negative
i%e on leverage. The author stated that larger firms tend to generate higher profit
ndvhave higher internal funding to support firm’s investment. However, a negative
lationship showed that Shariah-compliant firms practice hierarchy in firm capital

structure decision.
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Chen et al. (2014) also found that firm size has a statistically significant positive
impact on all leverage, which means that large firms are associated with high Iw
due to their better debt financing capability, which is consistent with @e -off
theory. Another previous research found a negative relationship betw size and
all measures of capital structure (STD, LTD and TD), which indimhat smaller

companies may not have much choice but to rely on bank loa smur et al., 2015).
rg

The results are consistent with POT that information asy sa ss severe issue

in big firms. ‘\d

This study finds a significant negative relations tween liquidity ﬁn&ﬁ%‘types

rviﬁ er p\&'ucts, and

(IDI@3;r Industrial

products. Alipour et al. (2015) found [ ahldlty is positi er@ ed to Short-term

debt, but negatively related to Lo m deﬁs U\sﬁe liquid firms prefer
i i n%w

of target leverage for Industrial products, Tradi

Construction but a significant positive reI

internal resources for financial chisc tent\/\@%e pecking-order theory.

This is similar to Ahsan, V%Qurﬂﬁz);@ound a negative association

between liquidity and % d nd Tot I'de@vhereas this association becomes
F &

positive with Long- Webt l (J

This studyafin gnlf ed re for the relationship between SPP and all

5‘

types of fir t etleve ge in eﬁd@r SPP is found to be positively related to all

N
types of rge verame }Lev CDTA) for Industrial products, and Trading and

sew@ut negatively reIat@ all types of firms target leverage for Consumer

p%lg , Industrial products, and Properties. According to Alipour et al. (2015), there
eg

0 ative significant relationship between SPP and all measures of capital structure,
e. short-term debt, long-term debt, and total debt, which is consistent with the market

timing theory. The reason is that the companies tend to prefer equity to debt when share
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prices are rising. Firms prefer to issue equity to debt when share prices are increasing,
high stock prices and high stock returns tend to use equity financing rather th?ﬂ
financing. q
After analysing the existence of all types of target capital structtﬂ%ong firms
in the industry and the factors affecting target leverage, this study extm discussion

into another important aspect of dynamic capital structure, whichfis the speed of

adjustment. z '

4.3.4.2.2 The Speed of Adjustment I g
Table 4.18 describes the speed of adjustment fer each’indu b&fﬁé’ type of
leverage. The speed of adjustment can be derived ¥ro e\putatgrgf-&n =1 - Jo,

where /o refers to the value of the @ coeffic

dynamic estimation model. The resdlts also ”m? /@\Of years to reach the
) N,
firm’s target leverage, which c%nput&i by (1/gir). %C,)
&
N AN

Table 4.18: S Adj,lstm t by Ea@ndustry Of TCS

PN

Type of Industry; , ,‘.u IAV‘-%" Speed of Speed of
S Q

leverage A Adjustment  Adjustment
\ ,é (dif) (Years)

CohsUmmer Pr 0,620%** 0.371 2.70
%ﬂo@ial roduc 0,356+ 0.644 1.55
Lev1l ruction 166*** 0.234 4.27
(TDTE) @ng and sefvides «0.754%** 0246 407
opertie \} 0.408** 0.592 1.68
lantatiold” ¢ w~  0.698*** 0.302 3.31
Consumer Produ@' 0.465*** 0.535 1.87
Industrial Products 0.621%** 0.379 2.64
\ Construction 0.682%** 0.318 3.14
A) Trading and services 0.327*** 0.673 1.49
\ Properties 0.732** 0.485 2.06
V Plantation 0.537*** 0.463 2.16
Lev3 Consur_ner Products 0.592*** 0.408 2.45
(TCDTA) Industrial _Products 0.525*** 0.475 2.11
Construction 0.751*** 0.249 4.02
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Trading and services 0.310*** 0.690 1.45

Properties 0.838*** 0.162 6.17
Plantation 0.795*** 0.205 4.8
Consumer Products 1.306*** -0.306 &S.
Industrial Products 0.457*** 0.543 %
Lev 4 Construction 0.564*** 0.436 2
(IDTA) Trading and services 0.715*** 0.285 51
Properties -0.053*** 1.053 0.95
Plantation 0.572*** 0.428 q 2.34

{

Regarding the above results, the computation shows t gree or speed of

¢!

adjustment for firms in the industry by each type of lev fin iAgs shew that all

types of leverage have a speed of adjustment for firmgyless than 1. This ’ns'tchgﬁone
, meaning trlgy re not co AsYentIy at

of the firms have a speed of adjustment equal to 1

their target or optimal leverage. This significant results i e existence of target

19

For Lev 1 (TDTE), Industrial products fi ms@/3 igh_e\r eed of adjustment
e—) A
(0.644), thereby denoting that firms,in<the w%p odqg‘bs close the gap between
q %
current and target leverage by'ik within ear, i{d‘#t takes 1.55 years to reach

N
the firm’s target leverage. Th?ls followed b rf)p§ which close the gap by 59.2%,
a g

which is equal to 1.68 yearssto reach\ et',éjqnsumer products at 37.1% meaning

2.70 years to rea&mrg lPlan ion at 30.2% equalling 3.31 years to reach the
i

N
target, Tradin@rv' sat24 %br ears to reach the target, and Construction,
23.4%, me%' takes/4.27 years t cfajch the firm’s target leverage.
4
%}6 e h(

refation to this, ghQJfﬁ)eed of adjustment under Lev 2 (TDTA) is trading

capital strucrure (target leverage) for all i S.

5
an%wes, which closes theg}p between current and target leverage by 67.3% within

ar. Thus, meaning it takes 1.49 years to reach the firm’s target leverage. This is

Oowed by Consumer products, 53.5% or 1.85 years to reach the target, plantation at

46.3% equalling 2.16 years to reach the target, Industrial products at 37.9% requiring
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2.64 years to reach the target, and Construction at 31.8% meaning it takes 3.14 years to

reach the target.

As for Lev 3 (TCDTA), Trading and services has the highest speed o@ment

compared to other industries at 69% or 1.45 years to reach the ﬁrm’s%leverage.
This is followed by Industrial products at 47.5% meaning it takes 2.14 years to reach

the target, Consumer products at 40.8% equalling 2.45 vy rMach the target,
Construction at 24.9% gap, taking 4.02 years to reach the t e?thfion at 20.5% or
4.89 years to reach the target, and Properties at 16.2% ning it th years to
reach the firm’s target leverage. E 1\ ’ _\0}

In the case of Lev 4 (IDTA), Consumer p ppeanﬁ a higher speed of
adjustment and over adjustment with a -SOQ$ i \

als -3 ears to reach
their target. This is followed by Propéfties at,105.3%,

the target, Industrial products at %00 eqtﬁl$4
N
Construction at 43.6% or 2.29%reacﬂ the target, PQ(EEition at 42.8% or taking
\* &
n ndservi

2.34 years to reach the targ* E radIr c 8.5% meaning it takes 3.51
years to reach the firm everag

N
4 ¢ &
Based on tf%’aﬁon frf \f‘ge leverage/ Abdeljawad et al. (2013) found that
overleveraged SQ ow 'djus@d compared to underleveraged firms.
frsc o

Meanwhile, firms that are far nf thbz?get capital structure have faster adjustment

tal@QES years to reach

g@to reach the target,

N
than tho% to the’ ; ; his v& is supported by Razali Haron et al. (2013) who
fourﬂ&gative relationship @éen the speed of adjustment and distance from target

| X, which suggests fast adjustment for firms that are not far from the target capital
triieture. The results of the adjustment speed are in line with the prediction of the trade-
ff theory. It has been suggested that firms must follow their target capital structures

when their leverage ratios deviate from their targets.

162



4.3.5 Summarisation of the Results of TCS

Table 4.19 summarises the results of objective one to measure the exist
existing target capital structure for all types of leverage for Malaysian (u}sﬁlsted
Shariah-compliant firms. In order to investigate the existence of tar rage, the
study conducted analysis on the capital structure factors, the existence of target
leverage, and the speed of adjustments by using both the stati M as the dynamic
models. The study begins analysis in determining the fact Y;I ence the capital

structure using static models for all types of leverage. are f qu leverage
L

as the dependent variables that have been used to asse capitalstru relarl@'e‘zr:tify
its factors, i.e. Lev 1 (TDTE) calculated using t to total-equity, L%V(TDTA)
by total debt to total assets, Lev 3 (TCDTD@T C ional d total assets,
and Lev 4 (IDTA) by total Islamic deb\% assets.

There are several independer(;siables I gu ,anon-debt tax shield,

S
tangibility, profitability, busin isk, grovﬂh op tztuni<t"Q firm size, liquidity, and

1 ested, rom the results, it can be

concluded that the app% Ode|‘l‘J der e:;i': m@el is the Fixed Effect Model. The

findings show tha/t@bilit\ylﬁiz , an@dity have consistent results for Lev
1(TDTE), Lev { ), & '(TCIE‘L%'), but opposite results for Lev 4 (IDTA).
¢

The results'S@that igherprofit fﬁR/ higher liquidity, and lower firm size will
N N

increas%

Y-

ic débf t PI assets. However, this contradicts the total conventional
ebml assets, which is Whe\se-’nigher profitability, higher liquidity, and lower firm
N

%

SPP. For static models, t mde

o

SQN to decrease total conventional debt to total assets, and, at the same time,
:'n ase intangibility and growth opportunities. This indicates that larger firm size tends
have less business risk, less asset composition, and less debt service capacity, and

that firms prefer internal resources for financial needs.
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Now, the study proceeds to discuss the empirical finding based on the dynamic
model estimations. After going through the results of each diagnostic check, -
First Difference (2-step) is the most preferred estimator. Theoretically, @b-step
estimator is more efficient than the one-step estimator because it uses o eighting

matrices. This study concludes that all the independent variables, k€. non-debt tax

shield, tangibility, profitability, business risk, growth opportu 'tim size, liquidity,
i i;

and SPP significantly influence the target capital structure . The findings show

int Mf the firm
X

specific factors of capital structure. According to T .51, most th[s @icam

that trade-off and pecking order theory are the major the

variables in the fixed effect present consistentl nificanc e V@BIes used

. : X
in a dynamic model (GMM). \, 0\ é\
Referring to the existence of tar\mge, interestingly, @Study finds that a
target of leverage exists for firms q types 0 %g @study also finds that
o
firms under the overall sample pes (ﬂ‘ leverage hazga speed of adjustment that
is less than one to be unde md, ]n?M@ired adjustment to be at the
target within a year. Td;vez}l d Le ;‘(T@T A) as having the highest speed
&
of adjustment, foll W)y Iﬁ A), g.ﬂ (IDTA), and Lev 1 (TDTA). This
suggests that fir&t wer the @ét capital structure had faster adjustment
¢
than those ¢ &) t, 4 (JC.-)
N
T% conti rvatis&;sing the robustness test for each type of industry

pe of leverage. Th@a{re six types of industry in this study — Consumer

by

\u&, Industrial Products, Construction, Trading and Services, Properties, and

& tation. The study is conducted similar to the overall sample estimations, which are
at

ic model is to identify the diagnostic checks and dynamic model is to investigate the

existence of the target capital structure, and the speed of adjustment which is equal to

164



1, less than 1, or more than 1 to reach the firm’s target leverage. The static and dynamic

models are analysed in the separated analysis. Referring to the static results, li
has a consistent negative significant relationship for all industries, for @s of
leverage except the positive significant relationship between Islamic d assets.
The results are consistent with the pecking order theory, which inm that higher
liquidity makes firms tend to borrow less external financing % they are able to

Based on the dynamic results estimation, most of aria eswignificant

* X
roducts, Tr@ and

profitability/for ajgmdustries,

Wh'm\h co adicte@'g:esults. This

study also finds that liquidity consiste mfi)ences lev for@ dustries but that

the results contrast with the Islamic&hso assets\mVstr k@oducts.
;: y N

The rest of the factors s d regults melr@]ence on leverage (non-

use current assets to finance their firm’s activities.

effect on leverage for Consumer products, Indus

services. The study finds the consistent infl

except Islamic Debt to assets in Consumer uc

\, &
debt tax shield, business ri rowth o] unities, fi %ze and SPP). Looking at the
nds

existence of target Iev% stud>:‘ ;a't'a tebet of leverage exists for all types

&
of industry on all t of Iever‘a studygso finds that firms under all industries

in terms of typegf leverage eed of'adjustment that is less than one to be under

!
adjusted ani] Sﬁ@/ the frequi ﬁj@nt to be at the target within a year. This
t

suggest%

the ff theory. It has bee\Q}wﬁggested that firms must follow their target capital

NN
results,of P speed& adjustment is consistent with the prediction of
S xs when their leverage ratios deviate from their targets.

The following analysis continues to find the existence of a target dividend policy
Qr

the overall sample and each of the industries.
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Table 4.19: Summarisation Result of TCS for Overall SarQ@

A
Lev 1 Lev 2 w Lev 3 Lev 4
. (TDTE) (TDTA) CDTA) (IDTA)
Fypotheses varable FE GMM Theory | Sig | FE GMM Theory | Sig F - MM Theory | Sig FE GM Theory | Sig
@ @ EY @ M(@2)
e + () / + () LN oy / o) /
H11a NDTS ey | TOT | 4 =%y | TOT S [|-e=y | TOT | oy | TOT |
H1.1b Tangibilit - - - - -
giofty o | TOT g ") TOT -'(*'%\.d(*t TOT | / ey | TOT |
IPSRTT N
Hlle meltabl"ty (*;*) - (***) POT / (*-;*) - (***) PO l / L; " &hk) POT / + (**) (*;c*) POT /
F, .l
H1.1d Business - N N -
Risk (%) | TOT | / () ;I'O? w‘-&\ %\T x (e | TOT /
H1.1le Growth + - q 2 + +
opportunities | (* | TCT) | TOT |1 ey (***)@ @ (rery | POT | (mexy | POT |/
H1.1f Firm Size + + T A+ + - -
+(**) | TOT | / +(* T 1) & TOT / TOT /
- __ (***) ( ) (***) (x | 0 Y ‘:\(***) (***) (***) (***)
Rl HOAY e | POT | g @ POTF | d] famny |- | POT | 1|40 | iy | POT |
A\
- S = -
H1.1n ﬁgf}fgr;r;ﬁie £ | oM v(-'**) , ?}T ENY %) | MTT | preny | MTT |
Speed of Adjustment (3it) 0.444 e MYV P 0.494 0.483
Speed of Adjustment (Years) 2.25 ~%5 2.02 2.07

Notes: Lev 1 is the total debt to total equity (TDTE), Lev2 is the

total Islamic debt to total assets (IDTA). CS is consistently 5|g
***x ** and * denote significance at the 1%, 5%, and 10% Ie

@mb
t

tota ssetz'gf‘DTA) Lev3 is the total conventional debt to total assets (TCDTA), Lev 4 is the
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4.4 Measuring the Existence of Target Dividend Policy (TDP)
This section presents the findings for the existence of target divide&s' of

Malaysian Public-listed Shariah-compliant firms. First, the discussio ses on the
correlation analysis for each of the variables. Second, this secti scusses the
diagnostic check of dividend policy using the static estimation modelgite. Pooled effect,

random effect, and fixed effect. z '

Third, the discussion focuses on the existence o et divi ew using the

| ]
dynamic estimation model, i.e. the partial adjustmen el, which is st"ni\t\e@\using

the two methods of Generalized Method Mo i.e.\/@VlM-First
Difference (1-step) and GMM-First Difference ( tepLi) ano @&.ond (1991).
The study selects GMM-First Diﬁere@

moéﬂicient estimator
after satisfying the diagnostic tests.@ the folk)%ﬂ usSion GMM (1) and GMM

(2) refer to the GMM-First Di (1-$tep)

respectively. \ Aj Q\%
X" ' 7ls

4.4.1 Correlation{aly \" "C}'

The correlis\matrix r this stud phasizes the overall correlation signs
between the i \ie;lvafrla Jand fHB dividend policy. The correlation signs are

e
Iy
)

o)
’é
2.
g
=
D
@
>
8
~
)
D
=
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Table 4.20: Correlation Sign of Independent Variables with Dividend Policy

Variable Overall ?
Dividend Yield (-1) ¥ \
Earnings Per Share ns %
Market Capitalization ns
Liquidity +
Investment opportunities +
Firm Size -
Sales growth ns
Leverage - V
Growth Opportunities ns
Note: ns = not significant T
Based on the summary in Table 4.20 above, lag 'd is stated to be

positively significantly correlated with a dividend, yield.” Moreove qu‘?dj\y'and

investment opportunities were found to be positiv orrelatedt dividen ‘&I'd Firm

size and leverage recorded a negative 5|gn|f|ca nt rrelat' M |V|d(§n@feld for the

overall sample. This result indicates that @'Iev 0

payments to shareholders due to hlgher tl dlng

leads toower dividend
giQ obligation to the

creditors in terms of debt repaym nte{ arged. c}
<

,}j K\
4.4.2 The Static Estimati del .%\
{
This section pres t f|nd| QSIQE,C estimation models to examine the
@,

diagnostic checks 21 how hat th@lue of VIF is 2.74, from which it may
be concluded re isnom colllna;a%@ in this regression analysis.

4

T@g for Multicollinearity

ad Result
NV 2.74

ble A-15 (in Appendix 2) shows the results of the statistical test of the panel
a analysis for the overall sample based on the F test, Breusch-Pagan LM Test, and

the Hausman test. Table 3.2 under Chapter 3 Research Methodology already discussed
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in detail the steps for choosing the appropriate static model in the context of panel data
analysis used in this study.

The results of the F test and the Breusch-Pagan LM test for the over@le is
accepted, the Hausman test is conducted to choose either the fixed r random
effect. The Hausman test result shows that the fixed effect is accepted because the p-

value is less than 10 percent. The study finding shows that the FE m is the preferred
model in the analysis static estimation model. z l

This study also performed diagnostic checks, such tero ew and Serial

i E&@Y,'the

diagnostic checks indicate that there are

problems. Thus, to rectify the problem\, i

heteroscedasticity and serial correlatio@s
4.4.2.1 Empirical Results ‘% q
A\ N |
Table 4.22 presents the su ry ef atlo@sults gathered from the fixed

effect robustness standard z model’:‘ort e dve@-»%sample and all industries (refer

4 2
Table A-17 in Appendix 2 for 1 M e res%@ﬁ This study proceeds to discuss the
importance of sx@g theqries irithe emé:&tzal results that identifies the firm specific

!
factors of div%. Th/ st yof &céaries supporting the findings for the overall
sample %* dustjuieviy"es nteé?n\Table 4.23.

3
S

d
N

>
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Table 4.22: Firm Specific Factors of Dividend Policy

Variable Overall

Constant 0.163**

Dividend Yield (-1) 0.487***

Earnings Per Share 0.018***

Market Capitalization 0.003 A
Liquidity -0.000

Investment opportunities 0.003

Firm Size -0.008** i
Sales growth 0.003* V
Leverage -0.004

Growth Opportunities -0.012***

Note: *** **and * denote significance at the 1%, 5%, and 10%level espeitively.

Table 4.23: Theories Supporting Fi

Earnings Market Liquigssinvest Firzt es’ .devera  Growth
Per Share Capital dity i owt \Z~ge Opportu

ization PPOFK h nities
uniﬁ& o V\"/

Sign + ns % ns @‘ ns
Overall Theory signalling ‘ - Q\ T

h
Note: ns = not significant e \’ \Tﬂ -\U
C¢) A
n: Y S

agged dividend has'a positive influence on the
A\
current dividend policy®. Thissi indicates that @dend that increased in the past
|
will tend to increase ir%t re di\‘;' %r%rpi? C. Arko et al. (2014) stated that
=

the lag of dividen M of tl'e tant f@(g that affects the dividend policy of

firms. This vie\l\wp 0

The result above indical

(@]

yed@%?) who wrote that lagged dividend yield

S

¢
isa sig;:ga)r of dividen p';yc@) the results are also in line with Al-Ajmi and

—
—
@D

S
Abo H 11) fndAfzomaia and Khadhiri (2013).

Angs per share has a@ive influence on dividend policy. Ahmed and Javid

S

‘@ and Yusof & Ismail (2016) also found a positive relationship between earnings

8 As stated in chapter 3 (Research Methodology), this study could not use the payout ratio as a
measurement of the dependent variable because the sample of analysis contains firms with negative
earnings.
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per share and dividend policy. The results imply that an increase in company profits

leads to the payment of higher dividend to shareholders, which is conS|stent

signalling theory. Yusof & Ismail (2016) stated that higher dividends@d to

shareholders when earnings increase, which signals better firm perfoﬂ'&e This

supported by the study of Neves (2018) who revealed that a ﬁrm’ rnings have a

positive relationship with payout ratio; the same results were foun Lintner (1956).
‘m

In summary, earnings per share is an important factor ividend policy

because an increase in earnlngs encourages an increase IMdivide

tionship b ee‘\f:@’sgze

o et al , a dYFhakur &

tweené;‘:’ s size and
dividend policy. This result is consist WItDthe peckin

der @ry. Larger firms’
payout lower amounts of their earn@sn d|
payout ratios (C. Arko et al., O%Sales rowth, it |s ver significant between

sales growth and dividend ni sal<§ s to higher profitability and
higher dividend payr%%thra l a‘, ) However, the insignificant
relationship is consistent WI'[ & Is (2016) who found no significant
relationship bet genkdesg '

Thisr also nds a eg{tlveiaatlonshlp between growth opportunities and
;‘k A

On the other hand, there is a significant negativ

and dividend policy. This finding is similar t

Kannadhasan (2018) who found a nega relatio

dividen c )‘wth h&er growth opportunities has a lower probability

of m&dlwdends This i b@c’ause companies with more profitable investment

a%lg are more likely to retain their earnings and invest in such ventures, instead of

Q dividends. Previous research has indicated that growth opportunities have a
egative influence on dividend policy (C. Arko et al., 2014; Abdulkadir et al., 2016).

Thus, with the prevalence of growth opportunities, agency cost is reduced, and,
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therefore, the dividend loses its importance in controlling agency cost (C. Arko et al.,

A4
Q0

This section presents the empirical results of the dynamic estierodel The

2014).

4.4.3 The Dynamic Estimation Model

estimations for dynamic regression in this section are similar to ractices in the
previous analysis under capital structure. The results p m ‘hls section are
divided into four subsections, i.e. GMM estimati e appro stlmatlon
empirical result, and the speed of adjustment. ?

This study uses the partial adjustment model of Lintngr (1956) to eWmne the
impllaéﬁ‘gns by each

ur 6& (2006), Lintner
d&del The model was

N,

estimated using the dependent % as DPSit i d| d per share of firm i at
N .

time t, and EPSit is earnings per Share for. i s explanatory variables.
This section aIs%Fth ’;Its th M estimations, i.e. GMM-First
Difference (1-step) qd\G i i renc“ step) for all industries presented in
Table A-18 (a- A‘to A
’ (j'?

443.1 %
le™.24 presents the sﬁr.nary of the model selected from GMM(1) and

of Table A-18 (refer Appendlx 2) that have satisfied the two diagnostic tests.

existence of the target dividend payout ratio for Sh

industry. By referring to Ahmed and WO&, an

used dividend per share and earnl S_per sha \Ne?

for s]

ce some of the sectors have at least two models qualified under the diagnostic test,
s study used r-squared to select the preferred model. The most appropriate model is

then determined based on the highest r-squared.
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Table 4.24: Diagnostic Tests by Each Industry

Dynamic model Diagnostic test Overall q
ARL test 0.000 \
AR?2 test 0.010
Sargan test 0.000 . s
GMM(1) Hansen test -
Preferred estimator ~ No Y.
ARL1 test 0.167
AR? test 0.397 \[
Sargan test 0.000
GMM(2) Hansen test 0.37

Preferred estimator | Yes

Based on the results above, the preferred m@

ISGMM (2) a
diagnostic test. On this issue, the p-value of the es% e ons&p system

is less than 0.05, and, thus, the instrumezlw are

GMM (2) is the preferred model for t

i \;
target capital structure. c—) . Y §

N J ' &
4432 Empirical Resulm\' L $
The summary re% e [

M
's 2 Q{
structure for the ov samplell ed inJables 4.25 and 4.26 for analysis.

l
L §
.o

islsal'\&ned the

Overall
0.428***
0.145***

Overall
Sign +
Theory signalling theory

§ Table 4.26: Theories Supporting Findings

Earnings Per Share

Note: ns = not significant
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Based on the above result, this research used a partial adjustment model of Lintner
(1956) to examine the existence of the target dividend policy for Shariah-cowmt
firms®. The lagged dividend policy is positively significantly related t((t%\rrent
dividend policy. This significant results indicates the existence of targe nd policy
for Shariah compliant firms in Malaysia. The estimation of the Lintnef model used to
test the stability or smoothness in paying a dividend for Mal sWariah-compliant

\oy

firms accepts the hypothesis since the dividend decisions or] target dividend

policy. The sign of lagged dividend is positive, which is Thgline wi hW]er (1956)
L

th & Zhou 1’);\0}‘?

Ia% ontemporaneous
earnings changes, but there is weaker supp i a@%g However,

one problem with the empirical speci%ﬁ} the diffi in @("acting the change
in future permanent earnings from %t and Ia\dw%ni g,(aﬂooth & Zhou, 2017).

N
Thus, the high payout ratio ar%djusﬂnent ators{;, cate that the Malaysian
Shariah-compliant firms d h éht%‘ dividend, even though the

change in earnings anc% i snﬁoo@ng.

For earningg%re, th?
et

per share and tag\ iden i all sample and all industries. This result
¢
is consisten sﬂDLint r ),fv@ & lsmail (2016), and Neves (2018). The
% NN

increas%

whigh is‘consistent with the si @ﬁng theory (Yusof & Ismail, 2016). Companies with

model and other researchers (Abdulkadir et al., 2016;

The dividend changes positively correl

panyprofits’leads te the payment of higher dividend to shareholders,

h \Volatility in their earnings are less capable of sustaining a high amount of

6 end and thus avoid committing themselves to such amount of dividend (C. Arko

® This study also examines the robustness test for dividend payout ratio (see Appendic 2 of Table A-
19(a) to A-19(Q)). The results are almost consistent.
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et al., 2014). Therefore, earnings per share is an important factor that affects the

dividend policy because an increase in earnings encourages an increase in deT

4.4.3.3 The Speed of Adjustment
Table 4.27 describes the speed of adjustment for the over Wple and all

industries for dividend policy.

Table 4.27: Speed of Adjustme

Industry Lev(-1) Speed of g of' Y'

0 Adjus t (oit)

Overall sample 0.428***
Notes: ***, ** and * denote significance at the 1%, 5%,
of speed of adjustment is derived from one minus the coeff

Based on the results above, the O\Ngults have agpeed o@justment for firms

less than 1. This means that none o%ﬁrm x .é\adjustment equal to 1,
E\EEI

target dividend ﬁy A speed of adjustment
of less than one is found to W t?t?r d ad@'ment to be at the target within

and, hence, are not consistent

a year.
Based on th p of ad]us of th eraII sample, the speed of adjustment

&

(0.572) indica t Irms c e|ga @)Neen the current and the target dividend

policy by @' ithi ear, @ takes 1.75 years to reach the firm’s target

W WA
R

S

4 obutness Test for Industry

The robustness test in this study is used to examine the existence of the target
ividend policy for each sector. This section is repeated analysis from the previous
analysis using an overall sample by continued specific analysis by each sector. This
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study is estimated by six sectors — consumer products, industrial products, construction,
trading and services, properties, and plantation. Table 4.28 shows the basic sumw

the descriptive statistics for examining the existence of the target dividend@

=

Table 4.28: Summary of Mean Value Results for the Existence of Target Dividend

Policy \,

Variable Highest Mean
Dividend Per share Plantation . erties 0.0196
Dividend Yield Trading and services i 0.0195
Earnings per share Plantation 0.0757
Market Capitalization Plantation 20
Liquidity Consumer Product Construction I (_% 321
Investment opportunities  Plantation Properties .\ 1157
Size of firm Trading and services  21. Co‘bsu er oducT 19.621

i d services 0.0386

)
The highest mean value forﬁajividend\\exar a@&]g the six sectors is
N

Sales growth Plantation 4 radi

Leverage Construction 5347 onsumer Pr: d?c‘t 0.3398
Market value to book Plantation \’Mo?mes )
value ~_ Y 0.6502

Plantation, which is 0.1290. to &her tors, tation also indicates the

N

highest average value inﬁ\ugs Je share, m@ capitalization, investment
ma

opportunities, sales gr valye tl) b& value (0.3210, 7.1739, 0.2800,
s &
0.2084, and 0.11@ectiv
value for dividend yield at O:
' &
e,’ea@gs per share, investment opportunities, and

mean value ividend [per
Qv 3
market dalue %o bad ye WH& are 0.0196, 0.0757, 0.1157, and -0.6502,

ation Iso found to have the lowest mean

e sttﬁéﬁcs show that Properties have the lowest
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4.4.4.1 The Static Estimation Model
This section presents the findings for the static estimation models to exanw'me
factors affecting the dividend policy for each sector. Table 4.29 shows th@alues

of VIF are between 2.64 and 3.59, from which it may be concluded ere is no

multicollinearity in this regression analysis. Q

Table 4.29: Testing for Multicollinearity fo E%tor

Variance Inflation Factor u 1
Consumer Products 9 \d
Industrial Products 2.64 . N4
Construction .05 | &

Industry . ) =\
Trading and services 3.34
Properties 48 \,T
Plantation q

Table A-15 (in Appendix 2) sh(& %e )esults 0 atis@*test of the panel
reusch-

data analysis for each industry based on the F %1 n LM Test, and the
) N

6
q

Hausman test. The preferred m rop&ties lan is Pooled OLS because

tha@is accepted. Since, the results

the p-value is more than 10 percmlnd
e

of the F test and the Breus x; LM test fi rdon@n r products, Industrial products,

k4 b o
\I'ee{ e acc d, the Hausman test is conducted to

Construction, and TQ@ and f
choose either th &ﬁe
fixed effect is ted becaus

Plantati%hrefeye

percgnt.SThe study finding s@at the FE model is the preferred model in the

n@dom ef{iﬁlThe Hausman test result shows that the
|
o’p-&ﬁ@ is less than 10 percent. For Properties and

AN . .
e |s.té}'flxed effect since the p-value is less than 10

X

a is, static estimation model.

Q This study also performed diagnostic checks, such as heteroscedasticity and Serial
0

rrelation, after selecting an appropriate model of analysis. In this study, the

diagnostic checks indicate that there are heteroscedasticity and autocorrelation
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problems for all industries (Table A-16 in Appendix 2). Thus, to rectify the problems

the fixed effect model is used with heteroscedasticity and serial correlationvust

standard error. c}
4.4.4.1.1 Empirical Results Y'

Table 4.30 presents the summary of the estimation results ga from the fixed
effect robustness standard error model for all industries (r Tg; A'17 in Appendix
e

2 for details of the results). This study proceeds to dis

theories in the empirical results that |dent|f|es$gn specific f tqrs @Ylng

dividend policy. The summary of theories supp findig e oveWI sample
%\Y'

&

Table 4.30: Firm Specific Factor iv dend for Qh Industry

import upporting

and all industries is presented in Table 4. 3

_)2

P
- ? £
Industry ! Q
Consumer Ind onstﬂjctlo r | Properties  Plantation

EarningsPer .0 P ,‘ i' -0.028 0.007
Share

Market \ o
Cantalization © K 0. 051 0.005 %% 0.001 -0.002 0.005
Liquidity 017 . : 20082 0.002 0.005 -0.001
Investment 6.01 . -0011*  0.003 0.033
opportunities b g

Firm Size o wox 06 0.002 -0.006 -0.012*

Variable Products red
Constant 0.272%** 0.146 0.196
Yield (-1) 0.587 ’( 1 0.505 0.443

4 O
Sales gro .002 .008 0.004 0.005 0.001
Levera -O 046’ 27 -0.085** 0.001 0.009 0.038*
-0.006 -0.0 EQ*?. -0.024*** -0.006 -0.001 -0.004
tIES

*and * denote significanee at the 1%, 5%, and 10% levels, respectively.

T
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Table 4.31: Theories Supporting Findings for Each Industry

Earnings Market Liqui Invest Firm Sales Le Growth
Per Share Capital dity ment Size  growt ge Opportu

ization opport h nities
unities 4 %
Consumer Sign ns ns - ns - ns n ns
Product Theory signal POT

ling
theor Y v
y
Industrial Sign + ns ns ns ns w ns -

Product Theory signalling
theory ?
Industry ~ Construction  Sign ns ns ns ns nsl - -
Theory gency
weory
Tradingand  Sign ns ns ns ns ns

ns n
services Theory l C}
Properties Sign ns ns ns ns s, ns
Theory
ns 4 ns $

g
/
2

¥
O’OA;

Plantation Sign ns +

Theory
Note: ns = not significant

The result above indicates thqged d \ﬁd‘as p@i{ive influence on the
current dividend policy for all i 519, Earnings per s@ has a positive influence
on dividend policy for In u% pr !%!ﬁres@ imply that an increase in
company profits Iead% aymen Po.f};h(amjﬁi%dend to shareholders, which is
consistent with the %' ~Ihis isélﬁfp%rted by the study of Neves (2018)
who revealed t@’
same results %foun
encoura%' creage '}dend$

Fog, market capitalizatiom;m‘z;/ Plantation has a positive relationship between
A N

apitalization and dividend policy. This is similar to Manneh and Naser (2015)

@éitive relationship with payout ratio; the

B 4 ! (% . . . .
in Lifitnér (19 ). policy because an increase in earnings

whe found that market capitalization has a positive and significant effect on the

10 As stated in chapter 3 (Research Methodology), this study could not use the payout ratio as a
measurement of the dependent variable because the sample of analysis contains firms with negative
earnings.
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dividend payment ratio. In contrast, a negative and significant correlation between

dividend yield and market capitalization suggests the ability of Iowerw

capitalization firms to pay more dividends. Again, the results reveal that OI’]@J

products have a negative significant correlation with dividend policy. ver, most

t
mer

research found no significance between liquidity and dividend policy (Al-Najjar, 2009;
Al-Kayed, 2017; Harish Kumar Singla, 2018). The average finamcial liquidity of
dividend payers was higher than the average liquidity in t cCr. Ityis worth noting

that the dividend payers were more liquid than the companies frep ng shares,

Ay
companies were conducting payout policy in both @( cash transfer, a‘s é-lkas the

non-payers (Pieloch-Babiarz, 2017). \f \,‘T
ep';s a "

For investment opportunities, this stu si?ni nt negé\?e relationship

between investment opportunities and@ policy 0 adir@ﬁd services firms.
This finding suggests that firms %higher \st%en 'bvrtunities pay lower

= )

N
dividends to their shareholder consistentawith @ecking order theory. In

contrast, companies with p%xpr @tunities are eager to payout

dividends. On the othe ere is a'signi caht Q&tive relationship between firm’s
’ 4 f &

Mroductﬁs&md Plantation. This result is consistent

size and dividend p for Cor‘s

with the peckinﬂd heo

!
dividends, smaller/firms v!hi@‘;?payout ratios (C. Arko et al., 2014).

firmeﬁ%yout lower amounts of their earnings in

N
Indelation to leye IS stud?finds significant mixed results between leverage

_ AR S o |
and end policy with @s’tructlon firms recording a significant negative

relationship in contrast to the positive relationship for Plantation firms. The debt
ighificantly affects dividend policy, which means that higher of debt lead to lower
ividend payments to shareholders. They indicated that companies with huge debt have

a greater obligation to the creditors in terms of debt repayment and interest charged.
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This finding is consistent with previous studies that showed a mixed relationship
between leverage and dividend (Faccio et al., 2001; Gugler and Yurtoglu
However, an insignificant relationship was documented by Thakur & K@e
(2018). Previous research has indicated that growth opportunities )ﬂ& negative
influence on dividend policy (C. Arko et al., 2014; Abdulkadir et al., 2016).
This research also finds a negative relationship between gr pportunltles and
X

dividend policy for the Industrial products, and Construct mplany with higher

growth opportunities has a lower probability of payi ivid dw Wlth the

prevalence of growth opportunities, agency cost is re , and, there the\@dend

loses its importance in controlling agency cost e%
Y {T
4.4.4.2 The Dynamic Estimation M |°) 44

This section presents the empifical results ?n /@stlmatlon model. The
N
estimations for dynamic regre thls Sectio m@ to the practices in the
previous analysis under overall ion r@’ted the results of the GMM
feren J( 1-st la

-

M-First Difference (2-step) for

estimations, i.e. GMM

all industries presen ) [re r 1o Appendix 2 for details].

40
44421 T@ 'tuoﬁ')o
l &

% pre‘ge r@y of the model selected from GMM(1) and
GMM able A-18 (refer AQ$ dix 2) that have satisfied the two diagnostic tests.

ome of the sectors have at least two models qualified under the diagnostic test,
st

udy used r-squared to select the preferred model. The most appropriate model is

Qn determined based on the highest r-squared.
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Table 4.32: Diagnostic Tests by Each Industry

Industry

Dynamic  Diagnostic Consumer  Industrial Constru Trading

model test ; and Propert tation
Products Products  ction

services

AR1 test 0.000 0.000 0.038 0.000 0.00 002

AR2 test 0.630 0.003 0.635 0.127 0.863 0.010

Sargan test  0.000 0.000 0.801 0.000 O.?. 0.002
GMM(1) Hansen test - - - - - -

Preferred No No Yes No 0 No

estimator

AR1 test 0.326 0.124 0.084 0.072 32 0.200

AR2 test 0.164 0.376 0.299 0.0 0.921 0.241

Sargantest  0.000 0.000 0.801 0.00 0.0£ 0.002
GMM(2) Hansen test  0.390 0.409 0.399 0|4\d 0.270

Preferred

estimator Yes Yes Yes Yes Yes .| Z

S
Based on the results above, the preferred or all4n S is GWI'M (2) as

this satisfied the diagnostic test. On this is

e Sa@'xesults under
ntsé‘d are invalid. For

the one-step system is less than 0.05,

@avmg compared the r-

Construction, two models quallfled r the dlam

squared among the models, GM%S 'mell:’%? mode explalnlng the dynamic
in

capital structure for Constr tion. The fi ‘ﬁt GMM (2) is the preferred

ow
model for all industri% GM esti atlbn@lysm on the existence of target

's -'
dividend policy. @

l
4.4.4.2.2 E aleufts

ary res ts the estlmatlon for the existence of target dividend

pollmal industries are preeé_l;&ed in Tables 4.33 and 4.34 for analysis.

%
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Table 4.33: Target Dividend Policy and Earnings per Share by Each Industry

Industry
. Consumer Industrial Construction  Trading  Properties antation
Variable
Products  Products and

services 4
e (D) T DOBSTN 0384% 04207 0743+ 0.711*%.440***
gﬁgr‘é“gs Pl 0.82g%x*  0.100%%*  0.018%** 0.063%**  0.04 0.103**

Note: *** ** and * denote significance at the 1%, 5%, and 10% levels, respectively.

Table 4.34: Theories Supporting Findings b

Indu
Consumer Industrial Construction

Product Product N
i | &
Earnings  Sign + + + + I+ s
Per Share Theory signalling theory ‘ P 4 ? J ;
Note: ns = not significant Y.
Based on the above result, this remzed a parti djustv@t model of Lintner

A
(1956) to examine the existence %arge“b\g‘x poli¢y~for Shariah-compliant
0 e,
firms for all industries®®, The@vid d pol y%i@'wely significantly related

to the current dividend polT all itdus ies. ThissSignificant results indicates the
I

existence of target divi%

which is in line wi Nveral] s
del and oth h
model and o ﬁh&ar s,

For earnings/per share,the

[
cy all"mdus es. @gn of lagged dividend is positive,

\

€. The ;éft also consistent with Lintner (1956)

adi ¢t &t 2016; Booth & Zhou, 2017).
'

is q&ggitively significant influence between earnings

per sh arget‘ai idend pol@or all industries. This result is consistent with
m&p%),

. >4 . .
Li Yusof & Isma@Z016), and Neves (2018). The increase in company

@ eads to the payment of higher dividend to shareholders, which is consistent with

0 signalling theory (Yusof & Ismail, 2016). Companies with higher volatility in their

11 This study also examines the robustness test for dividend payout ratio (see Appendic 2 of Table A-
19(a) to A-19(Q)). The results are almost consistent.
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earnings are less capable of sustaining a high amount of dividend and thus avoid
committing themselves to such amount of dividend (C. Arko et al., 2014). Th
earnings per share is an important factor that affects the dividend policy for trles

because an increase in earnlngs encourages an increase in dividend. A

4.4.42.3 The Speed of Adjustment \,

Table 4.35 describes the speed of adjustment for all i tries for ‘jlwdend policy.

Seior\d.

Table 4.35: Speed of Adjustment for Ea
Industry Lev(-1)
A0 i
S

Consumer Products 0.085***
Industrial Products 0.384***
Construction 0.429***
Trading and services 0.743*** \
Properties 0. 711**

Plantation 0.440
Notes: *** ** and * denote signific 1% 9
of speed of adjustment is derived fr minus t

Based on the res ab ,all mcLstrl hav eed of adjustment for firms less

than 1. This means at none of ave d of adjustment equal to 1, and,

hence, are not Nntly arge(qr, optimal dividend policy. A speed of
i
adjustment 0@% neis rﬁ to %‘ebelow the required adjustment to be at the

target WI
g ¥ TJ)

a comparing between ﬁ ries, Consumer products firms find the highest

S M adjustment compared to other industries at 91.5% with 1.09 years to reach the

0 s target dividend policy. This is followed by Industrial products at 61.6% and 1.62

ars to reach the target, Construction at 57.1% equalling 1.75 years to reach the target,

Plantation at 56% or 1.79 years to reach the target, Properties at 28.9% gap and 3.46
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years to reach the target, and Trading and services at 25.7% or 3.89 years to reach the

g
O

Table 4.36 summarises the results of objective one to measu%xistence of

firm’s target dividend policy.

4.45 Summarisation of the Results of TDP

target dividend policy for Malaysian Public-listed Shariah-coerrms. The study

conducted analysis using static model to find the robustnes ecz and' dynamic model
poli i

in order to investigate the existence of the target di y. “kirsthy, the study
L

analysed the diagnostic checks using static models. T are three stati n]oq\ in this

study, i.e. pooled OLS, random effect, and fixed effeCtr Aftergaing rou%%e results

0 riate@&.el under the

1'.36. earnings per share,
& gs p

market capitalization, liquidit menft! opp |t|e$‘ﬁrm size, sales growth,

of each diagnostic check, the study can con% at

static model is the Fixed Effect Mode\%

There are several independent variables \hq u

Y The s i e e v
leverage, and growth opportunttigs. gs s@/ that lagged dividend has
consistent results for {the all sample andla es of industries. This finding
'3 s

indicates that an inerease | p‘a M d vgynd to increase the future dividend
payment. While €a$ﬁgs p ly h;&s-iéeonsistent positive influence on dividend
for the overal \e, I du;tri

are cons&te({ ith tlge 19 }I g tb@'ry, which suggests that an increase in company

dsto the payment of @}az(;r dividend to shareholders. The other factors have
N

g’NsultS and insignificant influences on the dividend policy.

prod c%?Construction, and Properties. These results
profits

Another interesting observation is the existence of the target leverage and speed

Qadjustment; this study used the partial adjustment model of Lintner (1956) for

analysis. Referring to the dynamic aspects, GMM-First Difference (2-step) is the most
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preferred estimator after going through the diagnostic checks. Theoretically, similar to
the previous analysis, the two-step estimator is more efficient than the o
estimator because it uses optimal weighting matrices. The findings reveal |ngs
per share has a consistent positive influence for the overall sample arﬂ;wwdustrles
The findings show that the signalling theory is the major theory in theanalysis of the
dividend policy. According to Table 4.29, most of the signific nmnles in the fixed
effect present the results consistently in the significance Ra-rlarles used in the
dynamic model (GMM).

This study finds that a target dividend policy e or the gveral sa‘n&@%d all
types of industries. This result also reveals th sp{e jus@ nt for the
overall sample and all industries, which is léss th on be der a d and below

the required adjustment to be at thew )llthln a y Thléﬁdy revealed that

Consumer products have the hlg eed m: e t,q%llowed by Industrial
products, Construction, Plantat%yertlg and radir@ services. This suggests
that firms that were far fro X@et ctur % faster adjustment than those
close to the target. ' Q’
’ 4 2 &
mthe. arge

Regarding the‘deviation gu'dend payout, recently, Jacoby, Li &

droéﬁfs the dividend deviation increases. The

*8,

Lu (2018) found, that'the st

¢
authors state nderspayin

that iny, ét{s, quirg’ aoujrorem‘l% to hold the stocks. Thus, the analysis under
Yn

Ch r'8 in the robustness t @ﬁll examine the impact of under-levered and over-

wﬁs @greater exposure to future financial risk and

together with under-paying and over-paying of dividend policy by testing using

I%ﬁge
0 atrix financing behaviour on deviation from the target to the SGR and SPP.
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Table 4.36: Summarisation Results of Dividend Policy for Overall S

X

nd by Industry

e

Hypot Overall Sample Consumer Product rial Product Construction
heses Variable FE GE\;I)M Theory  Sig FE GE\;I)M Theory  Sig FE ?S)M Theory  Sig FE G?S)M Theory  Sig

Legged Dividend T (e ey / »‘ﬁ’ o Loy /
H1.2a  Earnings Per Share (*I*) 4 (xR ST / (*1-*) ST g *wi*) ST / (*1-*) ST /
H1.2b  Market Capitalization WP o
H12c  Liquidity - (%) | _\c}
H1.2d  Investment 2 e

opportunities \ Y
H1.2e  Firm Size -(*) - (*%) g
H1.2f  Sales growth +(*) \/ D\
H1.2g Leverage \(—) & -(*%)
H1.2h  Growth Opportunities - (***) o R Y - (**%)
Speed of Adjustment (3it) 0.572 O.?ﬁ% W\ LS 0.616 0.571
Speed of Adjustment (Years) 1.75 1. L ,5? 1.62 1.75

Trading and services %ﬁ?tieS\ I Plantation
Hypot . =
heses ~ Variable FE GE\;I)M Theory  Sig FE %7 ,THe ; FE G?S)M Theory  Sig
P = P A
U} { TN

Lagged Leverage (*"*'*) + (%) / + (**%) :;* “b'j > (?}' / + (**%) (*I*) /
H1.2a  Earnings Per Share + (*¥*%) ST / ,Q + (%) ST% / + (*%) ST /
H1.2b  Market Capitalization & +(*%)
H1.2c  Liquidity (\ . ',l c,)(J
H1.2d  Investment - (%) l o

opportunities Q’ $
H1.2e  Firm Size % ’ b 4 o -
H1.2f  Sales growth 5 c.}/
H1.2g  Leverage \ ~N +(*)
H1.2h  Growth Opportunities
Speed of Adjustment (dit) 0.257 0.289 0.56
Speed of Adjustment (Years) 3.89 . } 3.46 1.79



4.5 Conclusion

The chapter presented the findings and analyses the existence of t&e} ital
structure and the existence of the target dividend policy. The objecti\n&measures
the existence of the target capital structure. Before identifying the exw of a target
capital structure, the study investigated the diagnostic checksN]alyse the firm

specific factors that influence the capital structure of Mal 'anzubli -listed Shariah-

é’_n

nthy influenced
@

the capital structure. These are non-debt tax shield:@bility, rofit |I’ty-,\hq:ﬁess
dS

risk, growth opportunities, firm size, liquidity, : P 4 \)‘T
Moreover, in the dynamic aspects, th@aﬂ hthet g&.ge for firms
exists in the overall sample and each \&Djustries.

compliant firms. The findings indicate that most of th ors signi

sa@@me, firms under
the overall sample for all types of I@%e haw%go d}{%tment that is less than
one to be under adjusted and b@ requiired adj me@be at the target within a
year. Hence, the first hypothesi delt ive @4% accepted because a target

capital structure exists %i‘s;n

Next, the secowp e‘s'

of the target dividen lic Its s&@rthat only lagged dividend, earnings per

share, firm si%les g ov\\;m}(i'ér V\c/'t'ﬁ opportunities significantly influenced the

dividen% for;thbggra saé%le. Looking at each of the industries under
tes Y.

robustnss t, lagged dividquuidity, and firm size significantly influenced the
N

M policy on Consumer products; lagged dividend, earnings per share, and growth
0

Public-listed s@slah-compliantfirms.
1

'3 4%
he ob'Qg. e one was to identify the existence

rtunities significantly influenced the dividend policy on Industrial products; lagged

q/idend, leverage, and growth opportunities significantly influenced the dividend

policy on Construction; lagged dividend and investment opportunities significantly
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influenced the dividend policy on Trading and services; lagged dividend significantly
influenced the dividend policy on Properties; and lagged dividend, w
capitalization, firm size and leverage significantly influenced the divide@y on
Plantation. The findings also show that earnings per share have a posi ignificant
influence on the target dividend policy, which is consistent with the an theory.

Looking at the dynamic aspects, the study finds that a target dividend policy exists
for firms in the overall sample and each of the industries. Y

e time, firms under

the overall sample and all industries have a speed of adj entt atW\an one to
L 4

at the tar Mtt&ﬁ—}w):ear.
or% a ta:gérdividend

S. Y-
&

be under adjusted and below the required adjustmen

Hence, the hypotheses under the second sub-

policy exists in Malaysian Public-listed Sh
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