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Abstract 
This paper investigates the pattern of capital structure of 4,127 Malaysian companies from 
2005 to 2015. We, then specify the sample into two periods, the pre-recession period from 
2002 until 2007 and post-recession period from 2009 until 2015, to determine whether there 
is any significant different in term liabilities between the two periods. For the third objective 
of this paper, we examine the impact of base lending rate (BLR) in the capital structure 
between pre- and post-recession periods, indicating the companies drastically change their 
capital structure after recession occurs. In this paper, we find a sharp downwards movement 
in long-term debt and total debt after 2008 year of recession. We also document the level of 
total debt and long-term debt to significantly higher before the recession hit. Interestingly, 
we find base lending rate to have negative relationship with long-term and total debts only 
after recession has occurred but not during the economic expansion (pre-recession period), 
thus supporting the study’s hypotheses. 
Keywords: Capital Structure, Recession, Base Lending Rate  
 
Introduction 

Exactly after a decade, the 2008 recession became the talk of the business world once 
more. People recollected the origin and the cause of the recession. Many believed that the 
recession was not a work of one person or a one-day work, but a work of different entities 
and individuals over a few years. The recession was initiated in United States (US) housing 
market, and began when the subprime mortgage loan borrowers failed to honour their 
obligation due to the increase in interest rates from as low as 1% to 5.25%. The low interest 
rate was initially introduced in US with an intention to stimulate the economy after the short 
financial crisis in 2001, and the interest rate increased as the economy became better. 
However, many entities and individuals took the advantage of low interest rate and flood of 
liquidity to buy houses regardless of their poor creditworthiness and high risk of default. The 
situation got worse by the introduction of collateralized debt obligations (CDOs) which were 
based on the mortgage in the secondary mortgage market. The CDOs were rated inaccurately 
and were actively traded among investors.  At one point, the demand for the houses declined 
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because people cannot afford the expensive houses coupled with high interest rates. 
Meanwhile, the current borrowers were unable to meet their commitments as the interest 
rate increased which led to large amount of defaults and eventually, banks started to panic. 
The secondary mortgage market was shattered as well. Eventually, many were forced to file 
for bankruptcy and shut down the businesses. The market became very volatile which caused 
the investors to lose money.  

Malaysia was not spared from the effect of 2008 financial crisis initiated in US as stated 
by the Central Bank of Malaysia (BNM) in its report, “As Malaysia is a highly open economy, 
the impact of the global recession was felt strongly in the external trade-related sectors. The 
recession in the advanced economies started to impact the Malaysian economy in the fourth 
quarter of 2008.” (Central Bank of Malaysia, 2009, p. 13). However, unlike US, the impact of 
the recession was different in Malaysia. At the time US was hit by the 2008 recession, the 
Malaysian banking system was sturdy, the financial market was able to absorb the shock, and 
the country’s reserve was strong to face the crisis as the lesson was learnt during the Asian 
Financial Crisis 1997 – 1998 (Central Bank of Malaysia, 2009; Prema-chandra, 2010). 
Malaysians also had little exposure to the CDOs which were introduced in US. Even though 
the financial market was reported as performing good, Prema-chandra (2010) mentioned that 
there is a huge drop in the KLSE Price for 2008 approximately 20% between 2007 and 2009. 
Deesomsak, Paudyal and Pescetto (2004) studied the difference in the capital structure 
between pre- and post- Asian Financial Crisis 2007 of Asian Pacific Region countries, 
specifically, Thailand, Malaysia, Singapore and Australia. At that moment, the reduction in 
share price was around 30%. They concluded from their findings that recession had significant 
impact on the capital structure. For example, in the case of Malaysian firms, the factors 
contributing to the choice of capital structure were different between before and after 
recession. Some of the factors, such as firm size, growth opportunities, non-debt tax shields 
and liquidity, became significant after the recession.  

 
Capital Structure Determinants 

Aside identifying the determinants from the capital structure theories (tax deductibility, 
transaction cost, financial distress cost and profitability), they can also be are discovered 
through empirical researches (firm-specific, institutional and country-specific factors). Prior 
literature has shown evidence that the firm specific factors such as profitability, firm size, 
asset tangibility, growth opportunities, and non-debt tax shields are significant determinants 
of capital structure.  

The significant negative relationship between profitability and debt (Booth et al., 2001; 
Deesomsak et al., 2004; Fama & French, 2002; Fraser, Zhang, & Derashid, 2006) is as predicted 
by pecking order theory which asserts that the highly profitable companies tend to finance 
investments with retained earnings rather than using debt or equity. The finding, however, 
indicates the important failure of trade-off theory (Fama & French, 2002) which predicts a 
positive relationship. In the case of developing countries, the negative relationship could be 
due to problems of undeveloped nature of the capital market and information asymmetry 
(Booth et al., 2001).  

Firm size and debt, which are positively related as found by most studies (Booth et al., 
2001; Deesomsak et al., 2004; Frank & Goyal, 2003; Fraser et al., 2006), conforms to the 
prediction of trade-off theory. It indicates that the larger firms tend to diversify and fail less 
often, thus have bigger capacity to use more debt. However, some studies find a negative 
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relationship between firm sizes and leverage, which means, the small firms tend to rely 
heavily on bank loans due to their limited access to the equity capital market (Chen, 2004).  

Regarding asset tangibility, most evidence shows a positive relationship with debt 
(Cheng & Shiu, 2007; Deesomsak et al., 2004; Frank & Goyal, 2003; Hirota, 1999) because 
tangible assets are easy to collateralise for debt (Chen, 2004) and collateral reduces default 
risk for lenders (Suto, 2003).  

As expected in trade-off theory, a negative relationship is found between growth 
opportunities and debt (Booth et al., 2001; Fama & French, 2002; Frank & Goyal, 2003; 
Pandey, 2001) because firms with many growth opportunities tend to be riskier due to large 
costs of financial distress (Hirota, 1999) and the difficulty of borrowing against intangible 
growth opportunities (Booth et al., 2001).  

Trade-off theory also suggests a positive relationship between debt tax shield and debt. 
However, instead of using debt to take advantage of reduction in tax, the firms also can lower 
their tax by subtracting non-debt tax shields, such as, depreciations, selling and general 
administrative expenses and research and development costs. Therefore, a negative 
relationship between non-debt tax shields and debt is expected, and is confirmed by previous 
studies (Deesomsak et al., 2004; Fama & French, 2002; Wiwattanakantang, 1999; Zou & Xiao, 
2006).       

In addition to the common firm-specific factors, the previous studies also investigated 
the effect of corporate governance on debt, particularly, the firm's ownership.  The firms 
usually use debt to mitigate the agency problem between the shareholders and the 
management of the firms. Hence, it is expected that highly concentrated ownership firms 
have lower debt than low concentrated ownership firms do, and Miguel and Pindado (2001) 
and Suto (2003) confirmed the expectation in their study. Suto (2003) also found that foreign 
ownership helps to monitor corporate management’s actions. In Malaysia, the debt of firms 
with political connection is higher than the firms without the political connection (Ebrahim et 
al., 2014; Fraser et al., 2006), especially before the period of financial crisis. Interestingly, 
Ebrahim et al (2014) found no significant difference after the crisis between political and non-
political patronage firms. However, these politically connected firms suffered the most during 
the crisis, which could possibly due to lose of valuable subsidiaries (Johnson & Mitton, 2003). 
Similar finding was discovered for Malaysian’s government-linked companies (GLCs), which 
also has higher debt compared to non-GLCs (Nik Nurul Aswani & Pok, 2009). This could be 
due to critical differences between GLCs and non-GLCs, for instances, GLCs are infused with 
public funds, and GLCs have no real fear of bankruptcy as well as inequality in terms of market 
competition (Tselichtchev, 2007). Since the capital structure theories, which originated from 
United States, could not fully explain the capital structure in other countries, previous 
researches attempted to introduce institutional.  

The development of stock or bond market, creditor or investor protection, GDP and 
interest rate also were found significantly related to debt. Developed bond market is found 
to be positively related to debt which could be due to many choices of debt instrument 
offered, whereas developed stock market has negative relationship with debt (de Jong, Kabir, 
& Nguyen, 2008). The role of legal system to protect creditors and investors is also crucial in 
determining the firm’s capital structure. Better creditor right protection is expected to be 
positively related to debt, and this is confirmed in a study of Cheng and Shiu (2007). However, 
de Jong et. al. (2008) found a negative relationship as they believed a tightened creditor 
protection signals risky debt. GDP is positively related to debt (de Jong et al., 2008) which 
suggested that firms are using more debt in a country with better GDP. 
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In relation to recession, most of the firms were badly affected during recession as 
evidenced by the decline in share prices, hence, attracted many researchers to investigate 
the effect of recession. Few studies, however, discovered trivial change in the capital 
structure between pre- and post-recession periods (Ebrahim et al., 2014; Fosberg, 2008; Iqbal 
& Kume, 2014; Trinh & Phuong, 2015). Nonetheless, there were changes discovered to the 
relationship between leverage and firm as well as country specific factors for pre- and post-
recession periods (Deesomsak et al., 2004).  Also, the leverage was found increasing from pre-
recession to recession period (Iqbal & Kume, 2014), and during recession, the debt 
accumulated (Fosberg, 2008). After recession, prior studies found the leverage and the 
accumulated debt were reversed to before recession (Fosberg, 2008; Iqbal & Kume, 2014) 

 
Problem Statement 

During the crisis, government and the related authorities would quickly respond to the 
crisis with the intention to avoid the country to slip deeper into economic downturn. Recovery 
policies were introduced, and different countries would take different measures. Among the 
measures taken by BNM during 2008 recession was money easing, i.e. reducing Overnight 
Policy Rate (OPR), which would affect the base lending rate (BLR) or the borrowing cost. 
Interest rate, which is believed to give impact to the choice of capital structure, has 
insignificant impact on the determination of capital structure in United States for the last forty 
years, but the tax rate is found to be more sensitive to firms’ leverage (Karpavičius & Yu, 
2017). Bokpin (2009) discovered the same insignificant negative relationship between 
leverage (long-term debt) and interest rate. Interest rate is negatively related to debt and the 
relationship is significant only when the firms predict negative GDP. Karpavičius and Yu (2017) 
suggested that the firms might ignore the changes in interest rate because of its volatility, 
unlike tax rate which is steadier over time. Research on the impact of interest on capital 
structure, however, is still limited (Karpavičius & Yu, 2017) and currently, no study in Malaysia 
has yet focused on the impact of base lending rate on the capital structure, distinguishing pre 
and port-recession periods. Therefore, following the problem statement, we have identified 
three research questions, which are: 1) What is the pattern of Malaysian companies’ capital 
structure from 2002 until 2015?; 2) What is the difference in capital structure between pre 
and post-recession period? and; 3) What is the effect of base lending rate (BLR) on capital 
structure decision between pre and post-recession period? 
 
Research Methods 
Sample Selection 

The sample includes all Malaysian public companies listed on Bursa Malaysia’s Main 
Market. The companies chosen are from nine industries, namely, construction, consumers 
and products, hotel, industrial products, industry, plantation, property, technology, and 
trading and services.   However, we exclude finance industry due to its different 
characteristics as well as its own unique regulations.  The data for capital structure variables, 
specifically, TDEBT, LTDEBT, PROF, TANG, GROW, SIZE and NDTS, are collected using Thomson 
Reuters Eikon service. The data for BLR is collected manually from Bank Negara Malaysia 
Annual Reports. These variables are based on the previous literature, and they are found to 
influence the financing decision.  

This study uses two cross-sectional data which are pre-recession period and post-
recession period. We choose year 2002 until 2007 to represent pre-recession period, and year 
2009 until 2015 to represent post-recession period. The reasons we exclude 2008, which is 
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the recession period (Duggal & Budden, 2011), and do not study during recession period are 
because BLR is constant throughout the year and, it is applicable to all companies in Malaysia, 
hence, regression analysis cannot be done on one year sample.  

The data are also filtered from any missing values and outliers. Accordingly, the final 
sample of this study consists of 4,127 companies/years observations, which consist of, 1,829 
companies/years observations for pre-recession period and 2,298 companies/years 
observations for post-recession period. For the purpose of validity and robustness of the 
study, we adopt two different proxies for leverage as dependent variable. We test the 
hypotheses using total debts to total assets (TDEBT) in one regression model and total long-
term debts to total assets (LTDEBT) in the other regression model.  

 
Hypotheses Development 

In the regression analysis, in addition of typical capital structure determinants, we add 
one new independent variable, which is base lending rate (BLR). BLR is the rate set by the 
commercial banks and it represents the cost of borrowing the money to be lent to the banks’ 
borrowers. The commercial banks’ BLRs are often determined by Bank Negara Malaysia using 
the overnight policy rate (OPR). The higher is the BLRs, the higher is the cost of borrowing 
borne by the companies.  

Interest rate, which is believed to give impact to the choice of capital structure, has 
insignificant impact on the determination of capital structure in United States for the last forty 
years, but the tax rate is found more sensitive to firms’ leverage (Karpavičius & Yu, 2017). 
Interest rate is negatively related to debt and the relationship is significant only when the 
firms predict negative GDP. Karpavičius and Yu (2017) suggested that the firms might ignore 
the changes in interest rate because of its volatility, unlike tax rate which is more steady over 
time. Research on the impact of interest, however, is still limited (Karpavičius & Yu, 2017). 
Bokpin (2009) discovered the same insignificant negative relationship between leverage 
(long-term debt) and interest rate. However, a significant positive relationship is found 
between short-term debt and interest rate which suggested that the firms in emerging 
economies resort to short term financing when the interest rate increased (Bokpin, 2009). 

Thus, it should signify an impact on the companies’ financing behaviour, where the level 
of debt will be lower when BLR is increased as shown in the following hypotheses: 

 
H1a: There is a negative relationship between BLR and total debts during pre-recession 
period 
H1b: There is a negative relationship between BLR and total debts during post-recession 
period 
H2a: There is a negative relationship between BLR and long- term debts during pre-
recession period 
H2b: There is a negative relationship between BLR and long-term debts during post-
recession period. 

 
Regression Model 

In this study, we use multiple regression analysis for our cross-sectional data, which are, 
pre- and post-recession periods. For each period, we run two separate regression analysis for 
TDEBT and LTDEBT as dependent variables. In total, we have four regression models. Figure 
01 below depicts the theoretical framework for impact of BLR on the companies’ leverage. 
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Figure 1: Theoretical Framework for Impact of BLR on the Companies’ Leverage 
 

The regression models are shown as following: 
TDEBT = α + β1 (BLR) + β2 (PROF) + β3 (TANG) + β4 (GROW) + β5 (SIZE) + β6 (NDTS) + ε 
LTDEBT = α + β1 (BLR) + β2 (PROF) + β3 (TANG) + β4 (GROW) + β5 (SIZE) + β6 (NDTS) + 
ε 

 
Where PROF is profitability (earnings before interest and tax/total assets), TANG is 

tangibility (property, plant and equipment/total assets), GROW is growth (market value/book 
value), SIZE is company’s size (natural log of total assets) and NDTS is non-debt tax shield 
(depreciation and amortization/total assets). 

 
Findings 
Descriptive Statistic 

Table 1 shows the comparison of descriptive analysis of samples between pre-recession 
period and post-recession period. Table 1 – Panel A shows the descriptive statistics for 1,829 
companies/years observations from 2002 to 2007, while Table 1 – Panel B shows the 
descriptive statistics for 2,298 companies/years observations from 2009 to 2015. The mean 
for both TDEBT and LTDEBT during post-recession are lower compared to the mean during 
pre-recession period. This result is consistent with the finding by Jermann and Quadrini (2008) 
that states companies’ leverage is likely to lower during the recession period. 
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PROF 

TANG 
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BLR 
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Table 1: Descriptive Statistics 

 

Panel A: Descriptive statistics for 
variables in pre-recession period 

(2002 – 2007) 

Panel B: Descriptive statistic for 
variables in post-recession period 

(2009 – 2015) 

Min Max Mean 
Kurt-
osis 

Skew
-ness 

Min Max Mean 
Kurt-
osis 

Skew
-ness 

TDEBT 0.003 0.997 0.390 0.272 
-

0.495 
0.005 0.944 0.371 0.308 

-
0.507 

LTDEBT 0.000 0.746 0.212 0.552 
-

0.419 
0.000 0.733 0.192 0.603 

-
0.368 

BLR 5.980 6.720 6.362 0.045 
-

1.675 
5.510 6.790 6.362 

-
1.287 

0.396 

PROF 
-

0.108 
0.228 0.060 0.099 0.432 

-
0.110 

0.230 0.060 0.013 0.357 

TANG 0.000 1.444 0.569 0.254 
-

0.240 
0.000 1.455 0.558 0.306 

-
0.655 

GROW 
-

0.160 
2.600 0.934 0.962 0.572 

-
0.210 

2.590 0.858 1.168 0.958 

SIZE 4.033 6.999 5.446 0.555 0.197 3.920 6.967 5.519 0.181 
-

0.347 

NDTS 0.000 0.364 0.011 0.838 0.473 
-

0.003 
0.369 0.112 0.789 0.104 

Table 2 shows the descriptive analysis of the pre-recession period sample consists of 1,829 
observations from 2002 until 2007 and post-recession period sample consists of 2,298 
observations from 2009 until 2015. TDEBT is the total debt divided by total assets. LTDEBT is 
the long-term debt divided by total assets. BLR is average annual base lending rate stated and 
reported by Bank Negara Malaysia in their annual reports. PROF is the earnings before interest 
and taxes divided by total assets, whereas TANG is tangibility of assets, which defined as 
property, plant and equipment divided by total assets. GROW is market value divided by book 
value. SIZE is the logarithm of total assets. NDTS is the non-debt tax shield, which are 
depreciation and amortization divided by total assets.  

 
This paper’s first objective is to study the pattern of Malaysian companies’ capital 

structure from 2002 until 2015. In Figure 2 and Figure 3, we have plotted trend analyses of 
annual average for total debt ratio (TDEBT) and annual average for long-term debt ratio 
(LTDEBT) from 2002 until 2015, with the purpose of illustrating the trend movement of 
companies’ long-term debt and total debt.  

Duggal & Budden (2011) states that the 1998 recession effect continues until 2002, and 
afterward, the economy is recovered and in a non-recession period. Therefore, from 2002 to 
2008, a steady trend with insignificant increase or decrease in leverage for both TDEBT and 
LTDEBT can be seen from Figure 2 and Figure 3. The year 2008 is recognised as the recession 
year and it is marked in both trend analyses. There is a sharp downwards movement, 
indicating a change in the financing behaviour in term of total debts and long-term debts 
immediately after the recession. Accordingly, the Malaysian companies reacted to the event 
and quickly adjusted their leverage. From 2009 until 2015, we can see the acute decline in 
both types of leverages before the companies slowly picking up their leverage a few years 



INTERNATIONAL JOURNAL OF ACADEMIC RESEARCH IN ACCOUNTING, FINANCE AND 

MANAGEMENT SCIENCES  

 Vol. 1 2 , No. 1, 2022, E-ISSN: 2225-8329 © 2022 HRMARS 
 
 

after the recession ended. This finding is also consistent with the study of Fosberg (2008) and 
Iqbal and Kume (2014).  

 

 
Figure 2: Trend analysis for total debt ratio 

 
Figure 3: Trend analysis for long-term debt 

ratio 

Comparison of TDEBT and LTDEBT between pre- and post-recession period 
The second objective of this paper is to examine the difference of the companies’ capital 

structure. Thus, we carried out the test to compare both mean of TDEBT and LTDEBT between 
pre-recession period and post-recession period to see whether the level of each debt is 
significantly higher before the recession as compared to after the recession. The results in 
Table 2 indicate that the TDEBT and LTDEBT during pre-recession period is significantly higher 
than during the post-recession period as indicated by higher mean value of TDEBT and 
LTDEBT, in which both are significant at 1%. The results suggest that the recession does have 
a significant impact on the financing decisions of Malaysian companies. 

 
Table 2: Independent t-test group statistic 

 N TDEBT LTDEBT 

Pre-recession period 1,829 0.3898 0.2119 

Post-recession period 2,298 0.3714 0.1917 

Independent t-test and Levene’s test for equality of variance 

 F-Value Sig. Sig.(2-tailed) 

TDEBT 4.275 0.039 0.002*** 

LTDEBT 4.279 0.039 0.000*** 

Table 3 shows the independent t-test measurement for TDEBT and LTDEBT between pre-
recession period and post-recession period.  
***significant at 1%  

 
The results also suggest that the Malaysian companies borrow more when the economy 

is healthy and before the recession period, and significantly reduce their borrowing after the 
recession hit the economy. Prior studies also discovered similar findings that the companies 
are most likely to employ higher debts during economic growth (de Jong et al., 2008; Frank & 
Goyal, 2003) and, interestingly, the base lending rate before the recession is also lower than 
the rate after the recession which could possibly affect the level of debt, especially between 
2002 and 2005, and gradually increase up to the recession period as depicted in Figure 4. This 
is because, after recession, the BNM introduced the money-easing policy and the BLR is 
immediately reduced. Therefore, it is interesting to study the effect of base lending rate on 
capital structure.  
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Figure 4: Trend analysis for Base-lending rate  

 
Multiple Regression Analysis 

In answering the third objective of this paper, we performed the multiple regression 
analysis because we have two different samples which are pre- and post-recession periods. 
The results are presented in Table 3. The analysis is basically separated into TDEBT (Model 1 
and 2) and LTDEBT (Model 3 and 4) as dependent variables. Then, the analysis for both TDEBT 
and LTDEBT are further divided into two samples for pre-recession period (Model 1 and 3) 
and post-recession period (Model 2 and 4).  

Table 3 shows mix results of the impact of BLR on leverage. During pre-recession period, 
BLR is positively related to debt, but the result is significant at 10% only for the relationship 
between BLR and LTDEBT (Model 3). Hence, both hypotheses H1a and H2a are failed to be 
supported. The result is, however, the opposite of negative relationship as proposed in 
hypothesis (H2a). Possible reason is the companies tend to have higher profitability during 
economic expansion (N. A. Ramli et al., 2018), and hence, the companies perhaps employ 
higher leverage in order to enjoy the benefit from the debt tax shield which is the higher cost 
of borrowing due to higher BLR, on top of non-debt tax shield. Besides, since most companies 
have more long-term debts as compared to short-term debt, as evidenced by the difference 
between mean of TDEBT and LTDEBT (as seen in Table 1), the effect is more prominent when 
the dependent variable is long-term debts. Furthermore, Mokhova and Zinecker (2014) 
suggests that during expansion, companies have high profitability, and this  

However, when we observe the regression result in Model 2 and Model 4 which use 
post-recession sample, BLR is negatively related to TDEBT and LTDEBT at significant level of 
1%. Our hypotheses H1b and H2b are strongly supported. The result suggests that, the 
companies react to the increased in BLR by decreasing the level debt accordingly, because the 
cost of borrowing has become more expensive. The companies’ reaction to BLR is more 
prominent and significant after the companies experience recession. The companies appear 
extra cautious in making the financing decision after the recession happened, and lower the 
debt when GDP is not doing well (Karpavičius & Yu, 2017) especially after the recession.  

A significant and negative relationship between PROF and TDEBT is found for all 
regression models in this study. PROF maintains its effect on leverage during pre and post-
recession. These results are consistent with the prior literature (Booth et al., 2001; 
Deesomsak et al., 2004; Fama & French, 2002; Fraser, Zhang, & Derashid, 2006) that states 
when a company has high internal financing, it would borrow less because it can finance their 
activities using cheaper source of financing which is the retained earnings. 
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For the relationship between asset tangibility and TDEBT, it is interesting to note that 
before recession, TANG does not show any significant relationship (Model 1). However, after 
the recession, TANG is significantly and negatively related to TDEBT (Model 2). The negative 
relationship is as postulated by pecking order theory that a firm with more tangible assets is 
likely to have less information asymmetry and thereby has a greater   propensity to issue 
equity (Zou & Xiao, 2006). For the relationship between TANG and LTDEBT, a positive 
relationship is found during post-recession period, confirming our prediction. The positive 
relationship is also as predicted by the trade-off theory that states firms with more tangible 
assets has bigger ability to use their tangible assets as collateral (Suto, 2003). Regardless of 
the periods, our results suggest that TANG serves as collateral for long-term debt by the bank 
in order to reduce the credit risk. The findings found in Model 2 are also similar to the findings 
by Booth et al (2001) for their Malaysian sample where they found a negative relationship 
between asset tangibility and total debt ratio, but a positive relationship between asset 
tangibility and long-term debt ratio.  

However, the contradiction in the relationship of TANG with TDEBT after the recession 
period is confounding. For LTDEBT, throughout the years, the creditors would require fixed 
assets as collateral for long term debt to reduce the credit risk faced by the creditors. 
However, the higher long-term debt acquired by the companies, the higher is the bankruptcy 
risk for the companies, hence, to reduce the bankruptcy costs, the total debt are lowered (Lee 
et al., 2000). In other words, the higher the amount of fixed assets, the higher is long-term 
debt. However, high long-term debt will increase bankruptcy cost, especially following the 
recession.  Therefore, the companies, at the same time, lower its total debt in order to lower 
the overall bankruptcy costs.  
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Table 3: Multiple regression analyses for TDEBT and LTDEBT 

 

Dependent variable: total debt / total 
assets (TDEBT) 

Dependent variable: long-term debt / 
total assets (LTDEBT) 

Model 1: Pre-
recession period 

(H1a) 

Model 2: Post-
recession period 

(H1b) 

Model 3: Pre-
recession period 

H2a 

Model 4: Post-
recession period 

H2b 

Indep
enden

t  
Varia
bles 

Beta 
coeff
icien

t 

t-
val
ue 

Sig. 
valu

e 

Beta 
coeff
icien

t 

t-
val
ue 

Sig. 
valu

e 

Beta 
coeff
icien

t 

t-
val
ue 

Sig. 
valu

e 

Beta 
coeff
icien

t 

t-
val
ue 

Sig. 
valu

e 

(Const
ant) 

(0.15
3) 

(1.4
85) 

0.13
8 

0.22
2 

3.3
79 

0.00
1**

* 

(0.30
5) 

(3.4
26) 

0.00
1**

* 

(0.09
6) 

(1.7
43) 

0.08
2* 

BLR 
0.02

1 
1.5
32 

0.12
6 

(0.02
7) 

(3.0
33) 

0.00
2**

* 

0.02
3 

1.9
22 

0.05
5* 

(0.02
4) 

(3.2
03) 

0.00
1**

* 

PROF 
(1.16

4) 

(14.
929

) 

0.00
0**

* 

(1.02
4) 

(16.
038

) 

0.00
0**

* 

(0.84
6) 

(12.
572

) 

0.00
0**

* 

(0.70
1) 

(13.
051

) 

0.00
0**

* 

TANG 
0.01

4 
0.9
37 

0.34
9 

(0.03
5) 

(2.9
92) 

0.00
3**

* 

0.07
6 

5.8
38 

0.00
0**

* 

0.03
6 

3.6
74 

0.00
0**

* 

GRO
W 

0.05
1 

5.6
93 

0.00
0**

* 

0.02
3 

3.0
53 

0.00
2**

* 

0.01
3 

1.6
92 

0.09
1* 

(0.01
5) 

(2.3
53) 

0.01
9** 

SIZE 
0.08

5 
10.
347 

0.00
0**

* 

0.07
7 

11.
281 

0.00
0**

* 

0.07
1 

10.
032 

0.00
0**

* 

0.09
0 

15.
643 

0.00
0**

* 

NDTS 
(0.34

6) 
(6.4
11) 

0.00
0**

* 

(0.38
6) 

(8.8
71) 

0.00
0**

* 

(0.17
4) 

(3.7
19) 

0.00
0**

* 

(0.19
7) 

(5.3
91) 

0.00
0**

* 

Obser
vation 

1,829 2,298 1,829 2,298 

R-
squar

e 
0.164 0.169 0.15 0.179 

Adj. R-
squar

e 
0.161 0.167 0.147 0.177 

Model 
F-

value 
59.462*** 77.578*** 53.449*** 83.419*** 

Table 4 shows the multivariate regression analysis result by using TDEBT and LTDEBT as 
dependent variable. TDEBT is the total debt divided by total assets. LTDEBT is the long-term 
debt divided by total assets. PROF is the earnings before interest and taxes divided by total 
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assets. TANG is tangibility of assets, which defined as property, plant and equipment divided 
by total assets. GROW is market value divided by book value. SIZE is the logarithm of total 
assets. NDTS is the non-debt tax shield, which are depreciation and amortization divided by 
total assets. BLR is average annual base lending rate stated and reported by Bank Negara 
Malaysia in their annual reports. 
***significant at 1% 

 
Referring to Table 3, growth opportunities (GROW) has a positive relationship with 

TDEBT (Model 1 and Model 2) for both periods at 1% significant level. In addition, a positive 
relationship at 10% significant level is also discovered between GROW and LTDEBT before the 
recession period (Model 3). However, this result contradicts to previous literature (Booth et 
al., 2001; Fama & French, 2002; Frank & Goyal, 2003; Pandey, 2001) which found a negative 
relationship between growth opportunities and the level of debt. Only after recession period 
a negative relationship is found between GROW and LTDEBT (Model 4), which meets the 
prediction of trade-off theory. A negative relationship is predicted because high growing 
companies is considered high risk and hence, banks will be reluctant to extend borrowing to 
these companies. 

The positive results found in this study, however, is as predicted by pecking order theory 
which states that high growth firms have greater information asymmetry that can affect the 
quality of the market for a firm’s securities, as well as, the quality of the company projects 
(Zou & Xiao, 2006). Therefore, these companies prefer to finance their projects using debt 
than equity. Furthermore, in Malaysia, certain industries were given the privilege to get the 
financing from Development Financial Institutions (DFIs), mostly bank, due to their strategic 
importance to the overall socio-economic development objectives of the country. Another 
reason is, the companies with high growth opportunities may indicate healthy business 
performance and thus, enabling them to finance their activities using leverage easier (N. A. 
Ramli et al., 2018). However, this is not the case for long term debt, as the companies might 
face difficulty in borrowing against intangible growth opportunities (Booth et al., 2001).  

The positive relationship between firm size and debt (both TDEBT and LTDEBT), at 
significant level of 1%, shown in Table 3 follows the previous literature (Booth et al., 2001; 
Deesomsak et al., 2004; Frank & Goyal, 2003; Fraser et al., 2006) and as predicted by trade 
off theory where the companies with bigger size are perceived to be more diversified and less 
likely to fail, which enable them to obtain debt financing easier. For both pre- and post-
recession period, larger companies has advantage to obtain debt compared to smaller 
companies. 

Lastly, Table 3 show that non-debt tax shields are significantly and negatively related to 
debt (both TDEBT and LTDEBT) regardless of pre- and post-recession period, at 1% significant 
level. The findings confirm the findings of previous studies as discussed in literature review, 
and the results may suggest that the higher the amount of companies’ tax allowable expenses 
other than the borrowing cost which is commonly employed to lower the tax, the lower is the 
debt. 

 
Conclusion 

Recession is undeniably affected the Malaysian economy regardless of the scale of the 
impact. This event could alter the financing decisions of Malaysian companies and hence, the 
companies’ capital structure.  This paper, therefore, studies the pattern of Malaysian 
companies’ capital structure from 2002 until 2015 to see if there is any fluctuation in the level 
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of debt of Malaysian companies, especially, before and after the recession. Interestingly, we 
have a decline in the trend after the recession compared to before recession. This finding 
leads to another analysis which is to examine the difference in capital structure between pre 
and post-recession period. The analysis confirms that the level of debt before recession is 
higher than the level of debt after the recession. The results suggest that the Malaysian 
companies borrow more when the economy is healthy but lower the debt during the 
economic downturn. This study believes that the change in the capital structure could be due 
to the lower in base lending rate as a result of recovery policies taken by the Malaysian 
government during the crisis.  

Following that, this paper examines the effect of base lending rate (BLR) on capital 
structure decision. BLR is positively related to debt before the recession and negatively 
related to debt after the recession. The findings suggest that the Malaysian company tend to 
employ higher debt during good economy possibly to lower their profitability using higher 
borrowing cost. However, after the recession, the Malaysian companies become more 
cautious in employing debt when the base lending rate (BLR) is higher. The previous analysis 
also shows that the level of debt declining after recession. Other firm’s specific variables, 
namely profitability, asset tangibility, growth opportunities, firm size, and non-debt tax 
shields, are found to be significantly related to debt as expected and concurs with the 
previous studies as well as capital structure theories, specifically, trade-off theory and pecking 
order theory. Mixed findings, however, are discovered for asset tangibility and growth 
opportunities between pre- and post-recession period. The findings of this study also reveal 
that the capital structure determinants identified from capital structure theories as well as 
previous literature explain the Malaysian public listed companies’ financing behaviour better 
in the period following the recession. In addition, this study finds that base lending rate also 
is being considered as a determinant in the financing decision of Malaysian public listed 
companies.  

For future study, we suggest using short-term debt as dependent variable and short-
term interest rates as the independent variables to see the effect of short-term interest 
against the leverage. Furthermore, the sample of the study can also be lengthened to capture 
two cycles of recession to see whether the results yielded will be similar or not. 
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